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Foreword

The Cambodia Development Resource Institute takes great pleasure in
publishing its third Annual Economic Review. As in the past, this study aims to
provide a comprehensive review of the Cambodian economy and an analysis of
its performance in 2002 on the basis of the most recently available data. In
addition, each year, the Review presents CDRI research findings on an
important area of concern. Thus, in 2002, the focus was on private sector
development. In 2003, we look at the question of agricultural competitiveness,
particularly in the non-rice crop sector. Four crops were taken up as case
studies in this regard, namely soybean, maize, cassava and cashew.

Cambodia has made considerable progress in its agricultural sector, with
rice yields rising sharply from 1.3 tons to 2.1 tons per hectare between 1994
and 2001. Certain non-rice crops, especially vegetables also appear to have
received considerable attention. Many studies have however highlighted the
poor performance of Cambodian agriculture, especially in comparison with its
regional neighbours, constrained by low yields, low adoption rates of modern
technology, poor infrastructure and an excessive dependence on rice farming.

This study attempts to understand the constraints facing non-rice crop
production in Cambodia, and in particular focuses on trade and marketing costs
and distortions that result in low farm-gate prices and poor producer incentives.
The study is preliminary in nature based largely on secondary data and
selective interviews with key marketing and trading agents. In our view, even
these preliminary findings are interesting enough to merit publication in this
volume. CDRI is currently engaged in a second phase study on the same topic
employing a multi-country, regional approach that will enable us to directly
compare Cambodian agricultural competitiveness in specific cash crops with
competing regional countries, namely Vietnam, Thailand and Laos.

We hope that the analysis and findings of this year’s Annual Economic
Review will be useful to policy makers, practitioners and analysts in the wider
development community. We also reiterate our commitment to conducting high
quality, policy relevant research and invite suggestions, advice and engagement
in pursuit of our quest for excellence.

Phnom Penh, September 2002
Eva Mysliwiec, Director
Cambodia Development Resource Institute
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Chapter One

Introduction

In the year 2002, Cambodia experienced several important events. In February
2002, Cambodia conducted local elections at the commune level for the first
time in its history. Subsequently, a programme of decentralisation and
deconcentration has been initiated. Regarding public budget policy, the Royal
Government of Cambodia prioritised programmes to develop financial capacity
at the Commune-Sangkat level and to adopt a Medium Term Expenditure
Framework.

Reform measures for strengthening revenue administration, especially
tax and customs, and for improving the efficiency of public expenditure have
also been continued. To improve revenue performance, the Royal Government
of Cambodia introduced Value Added Tax on diesel and increased taxes by
0.02 US dollar and 0.04 US dollar on gasoline and diesel, respectively. To
streamline public budget expenditure, the four ministries of education, health,
agriculture and rural development were prioritised for full disbursement.

In mid-2002, donor countries promised more aid, and new commitments
were entered into with the Royal Government of Cambodia. Judicial and legal
reforms continue, although there is general dissatisfaction with the slow pace of
reforms. However, the efforts of the Royal Government of Cambodia to gain
accession to the World Trade Organization have been an impetus for
accelerating necessary legislation.

Reforms in public administration have proceeded with the objective of
providing appropriate services to the private sector, the most important measure
being the increase in civil service salaries by 44 percent in 2002. Special
allowances have also been provided for the civil service in certain priority
sectors. Moreover, the payroll system has been automated for all line ministries
in each province so that payrolls are now issued without delay for the release of
salary payments.

In the face of new challenges from both inside and outside Cambodia,
the Royal Government of Cambodia has adopted an amendment to the Law on
Investment and the amendment to the Law on Taxation in 2002. The Law on
Accounting and Company Audit was also introduced in order to improve
transparency.
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While developments in the public sector contributed to further
strengthening of the economy, changes in the natural environment negatively
impacted the economy in 2002. Severe drought and floods caused a reduction
in agricultural production, and have put many Cambodian livelihoods at risk.
At the same time, Cambodia's major trading partners, including the US and
some East and Southeast Asian countries, recovered slowly from recession.

Other challenges facing Cambodia stem from the establishment of a free
trade zone within ASEAN, preparations for joining the World Trade
Organisation, and preparations for when the Multi-Fibre Arrangement (MFA)
regarding international trade in textiles will expire in the year 2004.

Given the complex forces at work, it is important to conduct a review of
the performance of the Cambodian economy in the year 2002.

First, the performances of the main economic sectors are discussed in
terms of outputs and constraints. Second, the review reports on the performance
of the economy by focusing on critical variables, including consumption,
investment, and exports and imports. This is followed by brief summaries on
public finance, money supply and prices, and the balance of payments,
including the structure and the importance of foreign aid.

The report also provides a brief review of the poverty situation in
Cambodia as revealed in vulnerability surveys conducted by CDRI. It
concludes with a discussion on future perspectives for the Cambodian
economy.



Chapter Two

Cambodia’s Economic Performance — 2002

2.1. Overall Performance

In 2002, Cambodia experienced slower growth of gross domestic product at an
estimated 4.2 percent, down from 6.7 percent growth in 2001. The main
problem was a drop in agricultural output, especially paddy production,
between 2001 and 2002, due mainly to floods and drought.

At the same time, the growth rate in the industry sector stagnated at 11
percent in 2002, almost the same level as in 2001. This growth rate however,
masks considerable shifts in sub-sectoral performance. For example, while the
garment industry quickened its growth to 20 percent in 2002, up from 17
percent in 2001, the construction sector grew by only 7 percent, down from 10
percent in 2001.

The service sector grew slowly at 7 percent, as compared to 20 percent
in 2001. Major contributors to growth, such as trade and tourism, which are
closely associated with the development of income from “hotel and
restaurants”, sputtered. A decrease in average spending by tourists in Cambodia
contributed to a slower increase in income from hotels and restaurants,
although the number of foreign tourists jumped by 30 percent compared to
2001.

On the side of spending, the picture appears to confirm the development
in production in each sector. Spending on consumer goods grew more rapidly
in 2002 at 5 percent, up from 3 percent in 2001. The main factor was an
accelerated rate of increase in private consumption, which resulted from more
spending on recreation and vehicles. Meanwhile, public consumption dropped,
mainly due to the fact that the budget implementation differed from the target
set by the Budget Law, thus curbing the growth of consumption in this area.

Total investment rose by 5 percent in 2002, significantly slower than 18
percent in 2001. The reason was decelerating growth both in public investment,
due to differences between budget implementation and the targets for 2001 and
2002, and in private investment, principally due to a decline in foreign direct
investment. The export sector, which has played an important role in
stimulating the economy, experienced declining growth, especially in the

3
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export of textile products. During the same period, imports to Cambodia grew,
particularly imports of petroleum products, construction materials, and
vehicles.

The balance of the public budget has improved. The overall public
deficit declined to US$ 225 million in 2002, down from US$ 238 million in
2001. As a proportion of GDP, the public deficit was reduced to 6.3 percent in
2002, down from 7 percent in 2001.

Money supply increased by 31 percent, the fastest rate of increase in six
years. Consumer prices rose by 3.3 percent, compared with just 0.2 percent in
2001. Nevertheless, the Cambodian riel appreciated marginally by 0.15 percent
against the US dollar between 2001 and 2002. The trade balance had a larger
deficit, US$ 282 million in 2002, as compared with a deficit of US$ 226
million in 2001. The main reason was an increase in imports to US$ 1,736
million in 2002, from US$ 1,600 million in 2001, due to more imports of
vehicles and construction materials. However, thanks to increases in official
loans and transfers, Cambodia's balance of payments was in surplus. It grew
from US$ 73 million in 2001 to US$ 172 million in 2002, increasing the net
foreign assets of the National Bank of Cambodia by US$ 177 million between
2001 and 2002.

2.2. Gross Domestic Product - by Sector
2.2.1. Agriculture

During 2002, the agricultural sector experienced a setback, largely because of
natural disasters such as floods and drought. Paddy production dropped to 3.7
million tons, down from 4.1 million tons in 2001. The main reason was a sharp
reduction in production during the wet season from 3.3 million tons in 2001 to
2.9 million tons in 2002. Although the harvested area of 1.7 million ha'
changed little during this period, the yield of paddy production during the wet
season fell to 1.7 ton/ha in 2002, down from 1.9 ton/ha in 2001. The decline in
yield was primarily due to the late arrival of the rains. Provinces such as
Kandal, Prey Veng, Svay Rieng, Takeo, Kampong Speu, and Kampong Cham,
which together accounted for 42 percent of total paddy production in the wet
season, were particularly affected by the severe drought.

Along with other crops, Cambodia generated a value added of US$ 451
million (at 1993 prices) from crop production in 2002, 7 percent lower than in
2001. In contrast to crop production, production in livestock and poultry
contributed positively to the growth of gross domestic product. In 2002, real
income from livestock and poultry production rose by 8 percent, compared with

' Ministry of Agriculture, Forestry and Fisheries: Agricultural Statistics (2001-2002). And:

Official Report on Agriculture, Forestry and Fisheries 2002-2003.
4
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a decline of 8 percent in 2001. Livestock and poultry production accounted for
6 percent of real GDP in 2002, compared with 5 percent in 2001. The fisheries
sector, which is second after rice production in terms of generating income
from the agricultural sector, continued to slump. According to data from
Cambodia's Ministry of Agriculture, Forestry and Fisheries (MAFF), fishing
activities resulted in a real income of US$ 238 million, 13 percent lower than in
2001. The main reason for this decline was a drop in production from 177,000
tons in 2001 to 156,150 tons in 2002, and a continuing decline in the proportion
of high value fish in total fish production from year to year.” Since the catch of
marine fish was 45,850 tons, 3,850 tons more than in 2001, the general slump
in fisheries was caused by declining production of inland fish, from 135,000
tons in 2001 to 110,300 tons in 2002. However, inland fish production of
110,300 tons in 2002 was still 0.27 percent higher than the official target.

Figure 1. Sector Contribution to GDP in Cambodia
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60% |
40%
20% -
0%
[sg] < wn ~O ~ o) o~ o — N
o~ o~ o~ o~ o~ o~ o~ o o o
o~ o~ o~ o~ o~ o~ o~ o o o
= = — — — - —_ I3 I3 I3
B Agricuture  Eindustry  BService DOTox

Source: CDRI

Other agricultural sources of income, such as forestry and rubber,
gradually declined. Illegal logging and over-exploitation have diminished both
forest resources and the existence of high value wood.” Meanwhile, the Royal

2 McKenney B. & Prom T. (2002): Natural Resources and Livelihoods in Cambodia; CDRI's
working paper No. 23.

It is very likely that forest resources and high value wood have diminished. However, there is
much confusion about the present extent or state of Cambodia’s forestry resources. Therefore, it
is encouraging that the Royal Government of Cambodia is currently updating the national forest
resource map. This will provide clear information on the current status of Cambodia’s forest

5
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Government of Cambodia has adopted policies related to protecting the forests.
However, real income generated from forestry in 2002 declined by 9 percent to
an estimated US$ 93 million.

The general slowdown in the production of the main agricultural
products led to a 6 percent drop in value added derived from the agricultural
sector in 2002 as compared to 2001, while its contribution to GDP declined to
29 percent, down from 32 percent in 2001 (Figure 1).

2.2.2. Industry and Construction

In contrast to the agricultural sector, the industrial sector stabilised its annual
growth at around 12 percent, compared with 11 percent in 2001. The major
contributor to the growth in industry was accelerating growth in manufacturing,
while the construction sector experienced a decline in growth.

During 2002, Cambodia's manufacturing, which mainly includes
production in "Textile, Apparel & Footwear" and "Food, Beverage &
Tobacco", grew by 14 percent, compared with 11 percent in 2001. In particular,
production in "Textile, Apparel & Footwear" generated real income, measured
at 1993 prices, of US$ 520 million. This is 20 percent higher than in 2001,
when there was 17 percent growth. This faster rate of growth in the apparel
sector was basically attributed to increased external demand, particularly from
the US, which is the main market for Cambodia's apparel industry. US demand
rapidly increased by 22 percent in 2002, compared with an increase of 6
percent in 2001.* The faster growth rate also reflected better production
conditions (in terms of flexibility), which resulted from improvements in laws,
law implementation, and cooperation between the government and private
sector. Three policies have helped to expand production in response to external
demand:

1. The gradual simplification of import and export procedures has eased
certain difficulties, and shortened the time spent for documentation
processing. As a result, producers have been more responsive to orders
from outside. In particular, administrative procedures and documentation
time have been shortened after the promulgation of Announcement No.
1300 dated August 24, 2001.°

2. The organisation of the annual Government-Private Sector Forum provides
an opportunity for the government to better understand problems facing the
private sector as well as its interests and needs. At the same time, the

resources. A forest resource map for Cambodia was last developed in 1996-1997 using satellite
images collected in 1995-1996.

Based on data from Cambodia's Ministry of Commerce

Main points of reform, see Hing, T. (2003): Cambodia's Investment Potential.
6
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private sector is better informed about necessary changes in government
policy related to issues of concern. In general, production needs to respond
to the market in a continuous and effective manner. This normally depends
on the production environment, which is often influenced by a
government's policies. Thus cooperation between the government and the
private sector can greatly enhance the responsiveness of production to the
market.

3. In terms of defusing confrontations between workers’ unions and factory
management, institutional mechanisms for better understanding their
mutual interests have emerged that have helped improve cooperation and
helped to smooth the production process. As a result of interventions by
the Royal Government of Cambodia, workers are developing a better
understanding of their rights, including peaceful methods of exercising
their rights. Also, factory management has become better aware of how to
deal with workers in different situations. A better and more peaceful
atmosphere in the factories has helped managers to respond more quickly
to increases in demand.

Since Cambodia's garment industry has been relying on quotas granted by the
US, the potential for expansion may be limited. As these quotas will expire in
2004, the development of the garment industry will eventually depend on
strengthening its international competitiveness. In principle, competitiveness is
determined by product quality and/or the price of the product, the minimum
level of which is determined by the cost of production.

Compared to neighbouring countries, which are also trying to develop
their own garment industries, Cambodia is characterised by high costs for
energy,® transportation, and informal fees, even though the Royal Government
of Cambodia has been introducing policies to tackle these problems. For
example, according to a survey conducted by a team of international
consultants in cooperation with Cambodia's Ministry of Commerce in 2001,
port charges at Sihanoukville port proved to be the highest in the region, and
four times higher than a feeder port of comparable size, such as Songkhla in
Thailand.

The survey on "Competitiveness of Cambodia's Garment Industry”
jointly conducted at the beginning of 2003 by CDRI and Japan's Institute of
Developing Economies revealed that most factory managers consider the
following two factors as the main constraints to the competitiveness of
Cambodia's garment factories:

¢ The price of gasoline in Phnom Penh was 0.55 US$/litre on average in 2002, while gasoline in

Thailand was priced at 0.33 US$/litre.
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I.

2.

Complicated and relatively long documentation processing: In order
to obtain an export licence, factories must wait at least 5 days, while
in the Philippines producers need just two days to complete similar
documentation procedures. As a result, all garment factories in
Cambodia have been operating under constant time pressures. Such
pressures have also been increased by the many compulsory
inspections for every consignment. Garment factories face additional
time pressure because there is only one shipment per week on
Saturdays. If one shipment is missed, additional costs associated
with waiting one more week are incurred. These two factors
combined, one weekly shipment and relatively long documentation
procedures, place garment factory managers in a disadvantageous
position with respect to public officials who are responsible for
overseeing garment shipments. In the end, unofficial payments have
occurred. According to interviews, this so-called "Under Table
Money" (UTM) sometimes accounts for a large proportion of total
production costs.

A lack of supporting industries: Most of Cambodia's export
industries must import inputs such as raw materials and intermediate
goods. This weakens Cambodia's competitiveness in export markets
because of the higher procurement costs for production inputs. The
most significant aspect of this problem is the fact that in most cases
Cambodia imports inputs from those countries that are its
competitors, including China, Vietnam, and Thailand. As a result,
there is no firm foundation for Cambodia's competitiveness.

In order to tackle these problems, Cambodia has considered three main policies
aimed at promoting the development of export industries:

1.

Adjusting the Law on Investments (LOI) to changes in the economy:
According to the latest amendment to the LOI, which came into
force in March 2003, supporting industries for the export industry
were considered. As specified by the Sub-Decree, a “Supporting
Industry - Qualified Investment Project” will be entitled to import
production equipment, construction materials, raw materials,
intermediate goods and production input accessories duty free.

Creating "Industrial Zones": A Law on the Industrial Zone and a
Law on Industry Management will be prepared.’ The policy basically
focuses on (a) initially allocating scarce infrastructure development
resources inside the zones to bring them up to an internationally
competitive level, and (b) lowering the costs of administering

7

Hing, T. (2003). Cambodia’s Investment Potential.
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complete duty and tax-free exemptions on imports within the
physically defined area of the zone. Also, an "Industry Zone" policy
would induce manufacturers from neighbouring countries to relocate
their production operations to zones in Cambodia situated along the
borders.

3. Liberalising trade policies: The two goals concerning trade policy
are (1) reducing production costs, and (2) seeking markets for export
industries. In this regard, Cambodia has worked on policies to
facilitate trade and integration into ASEAN and WTO."

The fruits of Cambodia's efforts to promote industrialisation based on export
industries, however, also depend on developments in those countries that are
Cambodia's competitors in export markets. As a result, any progress or
improvement in production conditions does not necessarily imply that
Cambodia's export industries will be able to compete. Other countries will also
be adopting measures to improve their positions, including reforms,
amendments to relevant laws, and trade policies to reduce costs. Competing
with well-established regional actors constitutes a huge challenge.

An export-led strategy is, therefore, risky and unpredictable with regard
to both domestic and international partners. In this context, domestic markets
should be fully exploited, and import-substituting and locally owned industries
should not be discriminated against.

There should be a review of development strategy to consider a shift in
focus from an excessive dependence on FDI and export-led growth towards a
much greater role of domestic private investment’ and domestic markets.

For example, greater investments in agro and food processing,
construction and mechanical assembly, which are economic activities mainly
dependent on the domestic market, need to be encouraged.

According to a list of projects approved by the Council for the
Development of Cambodia, investment projects in the agro and food industry
rose to US$ 36.7 million in 2002, up from US$ 5.7 million in 2001. Of the US$
36.7 million, foreign investment accounted for US$ 35.3 million, the highest
amount since 1996. Domestic investors accounted for the remaining US$ 1.4
million, the lowest amount ever (See Figure 2).

8 More details, see Ministry of Commerce (2002): Cambodia - Integration and Competitiveness

Study.

Creating a positive environment for local investors does not necessarily mean taking measures
to protect them from competition with “cheap” imports. Rather, it is more about improving the
efficiency of local investors so that they can compete against “cheap” imports.

9
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Figure 2. Agro and Food Industry Investment Approved by the CDC
(million US$)
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From 1997 to 2001, investment in the agro and food industry had
remained low at not more than US$ 25 million. In the years 2000 and 2001, it
was just around US$ 6 million, about 1 percent of total private investment. This
trend suggests that enterprises in the agro and food industry have not received
sufficient policy support.

Construction, which includes public and private construction activities,
has assumed second rank after manufacturing within the industry sector,
accounting for about 20 percent of total industrial income on average. Due to
the lack of procedures for collecting data in the provinces, private construction
activities could not be monitored outside Phnom Penh, which means that
overall construction activities are underestimated here. However, the import
data for construction materials, such as cement and steel (See Figure 3) indicate
continuous growth in construction activities.

After falling in 2001, Cambodia's private construction sector expanded
significantly in 2002. The value of the projects approved by the Department of
Cadastre and Geography of the Municipality of Phnom Penh reached US$ 220
million, 12 percent more than in 2001. The number of projects that were
approved rose from 662 in 2001 to 774 in 2002, of which 530 projects were for
apartment construction, 162 for housing construction, and the remaining 82 for
“other construction,” such as commercial buildings.
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The growth of construction activities is partly related to people’s
perceptions about national security. Although occasional instances of unrest
still occur, Cambodians now live in peace with a large degree of stability.
People no longer live in fear of civil war, as was the case in the 1970s, 1980s,
and 1990s. In this context, it seems reasonable to believe that people would buy
houses, apartments, and other buildings if they have enough income.

Figure 3. Cambodia's Imports of Cement and Steel (in thousands of tons)
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The growth of construction activities generates considerable income and
employment. Although there are no exact data, it is widely accepted that the
majority of construction workers are local people. The income of these people
is usually spent in local rural markets because most construction workers come
from those areas. This in turn induces new investment in rural areas, thus
helping to broaden the base of economic development. Measures to stimulate
construction activity would therefore be highly beneficial.

The construction sector rose by 7 percent during 2002, slower than in
2001 when it grew by 10 percent. The slower growth of the entire construction
sector basically reflected slower growth in public construction activities, which
increased by only 4 percent in 2002, as compared with a 22 percent increase in
2001.

According to previous trends, the contribution of construction to the
overall industry sector had declined to 19 percent in 1998 and then started to
increase slowly to 22 percent in 2002 (See Figure 4). The increase in public
spending for the development of physical infrastructure, especially in rural
areas, raises expectations that construction activities will continue to flourish.

11
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Figure 4. Development in the Structure of Cambodia's Industry
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However, the average daily earnings of people involved in construction
activities have changed very little. According to CDRI surveys, skilled
construction workers were able to improve their daily earnings by 17 percent'
to 12,856 riels in 2002, up from 10,937 riels in 2001. Meanwhile, unskilled
construction workers had to live with almost the same'' level of daily earnings:
6,578 riels in 2002, as compared with 6,557 riels in 2001. The reason is that
there has been a constant flow of unskilled migrants from the provinces to
Phnom Penh seeking jobs,'? especially in construction. The earning potential
for unskilled workers in the provinces seems to be lower than in Phnom Penh.
According to CDRI's survey in February 2003, unskilled workers in Kampong
Cham earned on average 3,600 riels/day, 26 percent lower than in Phnom Penh.
According to people interviewed by CDRI, the wage differential seems high
enough to motivate people to migrate.

2.2.3. Services

Cambodia's service sector grew more slowly in 2002 at 7 percent, down from
20 percent in 2001. The reduced rate of growth resulted from a slower growth
in the trade sector and in "Hotel and Restaurant", which in turn is related to the
tourism sector.

In real terms, meaning after deflating, daily income of skilled construction workers rose by 13%
between 2001 and 2002.

In real terms, daily income of unskilled construction workers declined by 3.3%, the inflation
rate between 2001 and 2002.

According to interviews conducted by CDRI in February 2003.
12
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Cambodia's tourism sector, which plays the second most important role
in Cambodia's economic growth, continued to flourish in terms of the growing
number of foreign visitors. According to the Ministry of Tourism, Cambodia
received 786,524 international visitors in 2002, 30 percent more than in 2001.
Of this total, 68 percent arrived by air, while the remaining 32 percent arrived
by land and boat. There has been an increasing trend in tourist arrivals by land
and boat. This is largely due to the opening of new border checkpoints,
especially between Cambodia and Thailand. The number of international
visitors arriving by air rose by 16 percent. Pochentong Airport (now Phnom
Penh Airport) welcomed 348,313 tourists in 2002, 5 percent more than in 2001,
while Siem Reap Airport had 188,913 arrivals, 41 percent more than a year
ago.

However, spending by foreign tourists increased in 2002 at a slower rate
than in 2001. The Ministry of Tourism estimated that the total spending by
foreign tourists was US$ 379 million in 2002. This represents an increase of 25
percent in 2002, compared to 33 percent in 2001. The main reason for the
slower increase was a drop in average spending per day: each tourist spent
USS$ 9 per day in 2001, but only US$ 8 in 2002."* Moreover, the average length
of stay in Cambodia increased from 5.5 days in 2001 to just 5.8 days in 2002.
To encourage tourists to spend more time and money in Cambodia, the
government has launched new policies that include easier visa procedures,
especially for people from ASEAN countries, strengthened security for tourists,
and focused on the promotion of new services and recreation areas, such as
eco-tourism. Any improvement in physical infrastructure and security is also
likely to foster tourism growth, including domestic tourism.

2.3. Gross Domestic Product - by Demand
2.3.1. Consumption

Within expenditure, which is a function of the distribution of national income,
consumption accounted for the largest share of GDP in 2002 at 83 percent. The
growth of consumption expenditure, which represents an important aspect of
demand for production and therefore stimulates growth, grew by 5 percent.
This was more than the 3 percent growth in 2001. The main factor was an
accelerated increase in private consumption, while public consumption declined
by 6 percent in 2002.

According to the Budget Law of 2002, however, public consumption
should have increased by 10.5 percent. The drop'* in public consumption in
2002 was a result of budget implementation, and was caused by many factors.

'3 Ministry of Tourism (2002): Tourism Statistical Report-Year Book 2002.

4 Both in riel terms and dollar terms, because the Cambodian riel appreciated by 0.13% against
the dollar.

13



Cambodia's Annual Economic Review Chapter Two

Public spending for consumption has been streamlined as a result of fiscal
reform policy. According to the Budget Law of 2002, wages for civil
administration should have increased by 10 percent over 2001, while wages for
defence and security should have decreased by 14 percent. According to data
from the Ministry of Economy and Finance, the actual budget expenditure
showed a pattern similar to the Budget Law: increasing wages for civil
administration, and decreasing wages for defence and security.

However, the implementation of non-wage spending was not in line with
the Budget Law 2002:

¢ Spending for operating costs in the civil administration reached just 76
percent of the target set by the Budget Law, 16 percent lower than the
amount spent in 2001;

e Spending for operating costs in defence and security should have
increased by 11 percent according to the Budget Law, but fell by 21
percent according to implementation data.

Consequently, the drop in public consumption in 2002 was not a result of fiscal
policy, which is mandated by the Budget Law 2002, but rather was due to
below-target implementation of spending for operating costs in both civil
administration and defence and security.

2.3.2. Investment

The spending on investment rose by 5 percent in 2002, down from 18 percent
growth in 2001. The reason was slower growth in both public and private
investment (See Figure 5).

Figure 5. Private and Public Investments (in million USS, 1993 prices)
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Public investment grew by 5 percent in 2002, considerably slower than
2001 when it grew by 24 percent. The large drop in growth was not related to
policy, but rather to the implementation of the Budget Law. According to the
Budget Law for each of the three years 2000, 2001, and 2002, public
investment should have increased by 0.5 percent in 2001 and 0.9 percent in
2002.

The high rate of growth of public investment in 2001 at 24 percent was
mainly caused by the fact that capital spending in 2000, which is financed by
external assistance, reached just 83 percent of the target, while capital spending
in 2001 reached 117 percent of the target.

The 5 percent growth in public investment in 2002, which is higher than
the target of 0.9 percent, was affected by more capital spending financed by
external assistance, reaching 123 percent of the target.

Also, private investment by local and foreign investors experienced
slower growth, down from 13 percent in 2001 to 10 percent in 2002. The main
cause was a drop in foreign direct investment to an estimated US$ 146 million
in 2002, down from US$ 152 million in 2001'3 (See Figure 6).

Figure 6. FDI and Cambodia's Investment (million US$, current prices)
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There are basically two reasons for declining foreign direct investment in
Cambodia:

e Slow economic recovery in East and Southeast Asia, where most of
Cambodia's foreign investors come from; and,

!> Data refer to value of fixed assets approved by the Council for the Development of Cambodia.
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o Faster improvement in the investment environment in competing
countries, such as Vietnam, the Philippines, China, and Thailand.
Progress in the improvement of physical infrastructure and the
institutional environment in Cambodia has not matched the pace of
improvements in competing countries. For example, Vietnam has
improved its transportation, electricity, irrigation, and institutional
systems to a level that is not achievable for Cambodia at the present
time. As long as Cambodia lags behind competing countries in terms of
establishing a better investment climate, FDI is unlikely to rise. This
requires strong efforts by the government to adopt much needed
reforms, especially those related to administrative reform and the fight
against corruption.

A new economic policy emphasising a strategy that gives priority to certain
specific actors is therefore needed. Based on the comments above, domestic
private investors who produce for local and/or export markets should be
considered strategic actors that can help promote sustainable economic growth
during a period of economic “take-off”.'®

2.3.3. Exports and Imports

External demand for Cambodia's products provided some stimulus for
Cambodia's economy. Cambodia's exports rose by 6 percent in 2002, down
from 8 percent in 2001. The main exports are apparel products. The export of
textile products grew by 13 percent, reaching US$ 1,333 million in 2002,
compared with 25 percent growth in 2001. The main export market for
Cambodia’s textiles has been the US, followed by the European Union (EU).
Since trade began with the US in 1995, the value of Cambodia's garment
exports to the US has grown steadily. If the garment quota granted by the US
expires in 2004, the development of Cambodia's garment industry will have to
rely solely on its international competitiveness.

In contrast to exports, Cambodia's imports rose by 8 percent in 2002,
slightly faster than in 2001 at 7 percent. The main products Cambodia imported
were petroleum products, construction materials, and vehicles.

According to data from Cambodia's Customs and Excise Department,
car imports reached US$ 72 million in 2002, 42 percent more than in 2001.
After falling during four consecutive years through 2001 (See Figure 7),
Cambodia increased its imports of motorcycles again, reaching 74,925 units in
2002, compared with 55,018 units in 2001.

' Tt is important to examine to what extent the domestic private sector (and domestic investment)
could be stimulated. Research related to this area is needed.
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Figure 7. Cambodia's Imports of Cars and Motorcycles 1995-2002 (units)
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During 1995-2002, gasoline imports dropped overall from the highest
level of 149,969 tons in 1995, to 115,106 tons in 1999, and then to 82,863 tons,
the lowest level, in 2002 (See Figure 8). During the same period, however, the
import of diesel increased from the lowest level of 210,070 tons in 1995, to the
highest level of 459,692 tons in 2001, and then fell to 334,996 tons in 2002.

Figure 8. Cambodia's Imports of Gasoline and Diesel 1995-2002 (tons)
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2.4. Public Finance

During 2002, the total deficit reached 762 billion riels, which is lower than the
795 billion riels set by the Budget Law 2002."” As a proportion of GDP, the
budget deficit declined from 7 percent in 2001 to 5 percent in 2002. Including
expenditure adjustments, the total deficit for budget implementation amounted
to 881 billion riels in 2002 (US$ 225 million), which was 11 percent more than
the target, all of which was financed by foreign sources. The above-target
deficit resulted from below-target revenues and above-target expenditures.

Cambodia collected revenues totaling 1,729 billion riels (US$ 441
million), which is divided into current revenue of 1,713 billion riels (US$ 437
million), and capital revenue of 16 billion riels (US$ 4 million). Compared to
the target set by the Budget Law 2002, current revenue reached just 96 percent
of the target. This amount included tax revenue, which was 97 percent of the
target, and non-tax revenue, which was 92 percent of the target.

In terms of tax revenues, the collection of turnover tax was the lowest at
78 percent of target, while the collection of customs duties reached 99 percent
of the target. Value added tax, which accounted for the largest portion of total
tax revenue at 40 percent, reached 89 percent of the target.

Figure 9. Implementation of Current Revenue (percent of target) by period
of months
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'7 Based on data from monthly reports on "State Budget Implementation” by Cambodia's Ministry
of Economy and Finance.
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In terms of non-tax revenues, forest exploitation was the furthest from
the targeted amount at 32 percent of target, while tourism tax was only 71
percent of target. Revenue collection from quota and export licences achieved
133 percent of the target, reaching US$ 27 million from textile exports of US$
1,333 million in 2002.

Based on historical data, however, revenue targets have been
unrealistically high, which tends to make comparisons between actual revenue
and targets less meaningful. The actual budget revenue collected has never
reached the target set by the Budget Law, averaging 94 percent of the target. By
comparing actual revenues to target revenues (See Figure 9), however, there are
two interesting features related to Cambodia's budget implementation:

1. The gap between actual and targeted revenue narrows as the end of the
fiscal year approaches. In 2002, for example, for the one-month period
through January, the actual revenue reached 6 percent of target, for the
three-month period through March it reached 23 percent of target, for
the six-month period through June it reached 43 percent, for the nine-
month period through September in reached 69 percent, and the for the
twelve-month period through December it reached 96 percent.

2. According to data from Cambodia's Ministry of Economy and Finance,
the pattern of budget implementation in each year turns out to contain
the same structure (See Figure 9). For example, for the first one-month
period through January, the collection of current revenues achieved
around 7 percent of the target, for the five-month period through May it
reached around 40 percent of target, and so on.

As for budget expenditure, Cambodia spent a total of 2,610 billion riels (US$
666 million), including expenditure adjustments. Current expenditure amounted
to 1,342 billion riels (US$ 342 million), which was 85 percent of the target. Of
this amount, General Administration spent 275 billion riels, Defence and
Security spent 368 billion riels, Social Administration spent 437 billion riels,
and Economy Administration spent 142 billion riels.

Although the Budget Law 2002 clearly reflected the intention of the
Royal Government of Cambodia to increase public spending for the education
system by 28 percent, actual spending was 220 billion riels (US$ 56 million), or
77 percent of the target. This was just 5 percent more than the amount spent in
2001. During the same period, expenditure for Interior Administration, which is
subject to General Administration, more than doubled, reaching 181 percent of
the target.

Other relevant public expenditure, which contributed to a deficit that
exceeded the target, is as follows:
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o Council of Ministers, 144 percent of target;
¢ Economy and Finance, 163 percent of target;
e Planning, 108 percent of target;

¢ National Election Committee, 263 percent of target;

o National Audit Authority, 102 percent of target; and,
Subsidies to Provincial and Municipalities, 111 percent of target.

Capital expenditure in 2002 amounted to 1,149 billion riels (US$ 293 million),
which was 111 percent of target. Expenditure for projects financed by external
assistance were significantly over the target of 700 billion riels (US$ 177

million) when compared with implementation of 861 billion riels (US$ 220
million).

The implementation of current budget expenditure, when compared to
targets set by the Budget Law, shows the same basic structure and pattern for
each (See figure 10), as in the case of the implementation of current revenues.

Figure 10. Implementation of Current Expenditures (percent of target) by
period of months
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2.5. Money and Prices
2.5.1. Money Supply

After adopting a restrictive policy in 2001, the National Bank of Cambodia
(NBC) eased monetary pressure in 2002. The amount of Cambodian riels,
which consists of the riels outside banks and the riels in deposits at banks, rose
by 33.5 percent to 888 billion riels by the end of 2002, compared to a 14
percent increase in 2001. At the same time, foreign currency deposits, which
constitute the bulk of the money supply in the country, increased to US$ 508
million by the end of 2002, 30 percent more than a year ago. Cambodia's total
liquidity (M2), which includes both the amount of riels and foreign currency
deposits (after conversion into riels), rose to 2,888 billion riels (US$ 734
million) by the end of 2002, which was 31 percent more than in 2001.

The increase in the amount of riels in Cambodia's total liquidity M2 was
primarily the result of intensive currency issue by the NBC. Between December
2001 and December 2002, the NBC accelerated the issuance of riels with an
additional 187 billion riels, reaching a total stock of 803 billion riels by the end
of 2002. Compared to the end of 2001, currency issue by the NBC rose by 30
percent, which was faster than the period between December 2000 and
December 2001 when there was a 16 percent increase. The amount of riels
outside banks, or in circulation, increased to 766 billion riels by the end of
2002, 33 percent more than the previous year.

Since the claims of the NBC on the Royal Government of Cambodia and
on deposits in money banks have declined between 2001 and 2002,' the
injection of new amounts of riels into circulation should be closely related to a
higher increase of foreign assets in the NBC, and/or to an increase in fixed
assets of the NBC. According to the NBC, foreign assets of the NBC grew by
31 percent, from US$ 696 million in 2001 to US$ 914 million in 2002. During
the same period, fixed assets of the NBC rose from 73 billion riels in 2001 to
141 billion riels in 2002. The expansion of Cambodia's total liquidity was also
associated with a faster rise in the amount of foreign currency deposits, which
accounts for the largest portion, 70 percent, of total liquidity. By the end of
2002, foreign currency deposits with deposit money banks soared by 30 percent
to US$ 509 million, up from 21 percent growth in 2001. Since foreign currency
is not produced by the NBC, the increase in foreign currency deposits must be
related to the following factors, which represent different sources of foreign
currency:

'8 Data from the National Bank of Cambodia: Monthly Reports.
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e development in Cambodia's export of merchandise and services,
especially in textile exports and in tourism;

e development in foreign direct investments;
o foreign assistance;
e private transfers; and

e transfers of cash holdings in foreign currency into deposits. At the
beginning of 2001, the amount of US dollars in circulation reached
around US$ 3 billion."”

2.5.2. Interest Rates

Since 1996, banks in Cambodia have gradually reduced interest rates on
lending in foreign currency, principally in US dollars, from 18.8 percent in
1996 to 16.2 percent in 2002. Compared to neighbouring countries Thailand
and Vietnam, however, Cambodia still charges the highest interest rates on
lending in foreign currency. In general, banks in Thailand charged the lowest
interest rate on foreign lending at 6.88 percent in 2002, followed by banks in
Vietnam, which charged 9.1 percent in 2002 (See Figure 11).

Figure 11. Nominal Lending Rates in Cambodia, Thailand, and Vietnam
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From a financial perspective, the relatively high interest rates on loans in
Cambodia, where 95 percent of total credit is usually paid in US dollars, make
investments less attractive compared to Thailand and Vietnam. It is often
argued that the high interest rates are associated with the high risk of
investment, as well as with the high operation costs banks must bear in terms of

!9 Zamaréczy, M. d. & Sa, S. (2002): Macroeconomic Adjustment in a Highly Dollarized
Economy - the Case of Cambodia; IMF Working Paper (WP/02/92).
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administrative costs, poor infrastructure, and so on.®® For example, as of
January 2003, ACLEDA, one of Cambodia's specialised banks, charged the
highest interest rates on loans in US dollars at 24 percent, compared to other
banks such as the Foreign Trade Bank and Canadia Bank, both of which
charged 18 percent. The main reason is that ACLEDA’s smaller loans are more
risky and have higher transaction costs than traditional loans.

The relatively high lending rates force investors in Cambodia to seek
other sources of capital with which to finance their investments. In 2002, 29
percent of the investments in the construction sector were financed by credit
provided by Cambodian banks, up from 14 percent in 2001.*'

As in the case of lending rates, Cambodian banks have gradually
reduced interest rates on deposits in riels, from 8.8 percent in 1996 to 2.5
percent in 2002. This compares to 6.5 percent on dong deposits in Vietnam and
2.0 percent on baht deposits in Thailand (See Figure 12).

Figure 12. Interest Rates (%) on Deposits in Cambodia, Thailand and
Vietnam
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When we take inflation rates in terms of domestic currency into
account,” Cambodia's banks provided a negative real interest rate of -0.8
percent in 2002, while in Thailand the rate was 1.4 percent and in Vietnam it

» In terms of the business environment, the banking sector in Cambodia has been obviously

facing the same problems as other entrepreneurs providing production and services. For more
details concerning private sector business in Cambodia, see Sok, H. & Acharya, S. (2002):
Cambodia's Annual Economic Review - 2002, CDRI.

2 CDRI's Flash Report on the Cambodian Economy, May 2003.

22 Inflation rate in Cambodia in 2002 (in domestic currency) averaged 3.3% while prices in

Thailand increased by 0.6% and in Vietnam by 3.8%. See International Monetary Fund-
International Financial Statistics 2002.
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was 2.7 percent.” As a result, there is little incentive to hold deposits in riel.
The dominance of foreign currency deposits is likely to continue unless
alternative monetary policies are implemented.

2.5.3. Inflation Rate

For the entire year 2002, Cambodia experienced a 3.3 percent increase in
prices, compared with 0.3 percent in 2001. The main factor was a large increase
in prices for "housing and utilities", which rose by 7.2 percent in 2002,
compared to 0.98 percent in 2001. Food prices, which dominate the
consumption basket, have continuously fallen since September 2002. In
January 2003, food prices declined by 0.8 percent, but were still 2.7 percent
higher than the year before. In contrast, prices for transport and communication
have risen gradually, with a 3.8 percent difference between January 2002 and
January 2003. The main reason was a 9 percent jump in the price of diesel
between December 2002 and January 2003. This jump reflected increases in the
price of petroleum products in international markets, which were closely related
to the growing tensions between the US and Iraq and the ongoing labour strike
in Venezuela at the time.

2.5.4. Exchange Rate

The Cambodian riel gained some value against the US dollar in 2002,
appreciating by 0.2 percent. In 2002, one US dollar was priced at 3,918 riels,
compared to 3,924 riels/dollar in 2001. Against the Thai baht, however, the riel
depreciated by 3.7 percent, down from 88.4 riels/baht to 91.3 riels/baht.

There are two reasons why the riel gained some value against the dollar:
(1) greater demand for the riel during the first half of 2002, and (2) the general
weakness of the dollar. The commune council elections in February 2002
caused more demand for the riel. Since Cambodia's economy is highly
dollarised, this implies a higher rate of exchange from the dollar to riel than
from the baht to riel.

From 1999 to 2002, the annual average value of the Cambodian riel
against the dollar changed very little (See appendix, table 1), either appreciating
or depreciating by around 1 percent on average. Although the small change in
the exchange rate is generally interpreted to mean stability of the riel, such a
view is in fact debatable. The stability of a currency also depends on at least
three additional factors:

e The role of the Central Bank in controlling the quantity of money, which
is traditionally manifested by the level of reserves and interest rate
policy;

2 Assuming that inflation rates in the three countries do not change significantly between 2002-
2003.
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e The current account, which is strongly dependent on exports and capital
inflows; and,

e The public budget, which basically represents the ability of the state to
intervene in the economy.

Regarding the present context, the National Bank of Cambodia is unable to
effectively manage the quantity of money due to dollarisation, with the
following results:

e The NBC is largely unable to implement an interest rate policy. The
NBC must rely on foreign reserves, which mainly depend on foreign
assistance, in order to manage the amount of riels, which account for
around 30 percent of the total liquidity. As a result, the NBC possesses
only one main instrument, "the use of foreign reserves," for stabilising
the riel/dollar exchange rate. Since the sources of foreign reserves have
proven to be unstable, the monetary instrument of "using foreign
reserves" is not a strong one. The buying or selling of dollars by the
NBC may help calm the situation in the foreign exchange market, but it
cannot solve the underlying weakness of the riel in the foreign exchange
market.

o Foreign currency represents the largest portion of Cambodia's total
liquidity at 70 percent. If the amount of dollars outside the banks is
taken into account, the share of foreign currency would be higher. In
other words, the NBC has little control over total liquidity. This
highlights the weak position of NBC in conducting monetary policy.

Cambodia's current account, excluding official transfers, has always shown a
negative balance (See Appendix, Table 8). In Cambodia, there is no financial
market that could induce capital flow into the country. In the present context,
Cambodia's exports are not generally competitive and continue to be fragile.
Consequently, there are no stable sources of dollars for securing the value of
the riel. Cambodia's public budget has also experienced deficits for years. The
deficit has practically been financed by foreign assistance. As a result, the
ability of the state to intervene in the economy in times of crisis is very limited.

2.6. Balance of Payments
2.6.1. Current Account

Cambodia's current account, which consists of the trade balance, service
balance, income balance, and current transfers, has been positive since 2000
when taking official transfers into account. However, it is not positive if official
transfers are excluded (See Appendix, Table 8).

The increase of imports overshadowed the increase of exports, led by
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textile exports, in 2002, and expanded the trade balance deficit from US$ 226
million in 2001 to US$ 282 million US$ in 2002. The positive development in
the tourism industry in 2002 increased the income of domestic service
providers to US$ 289 million, up from US$ 253 million in 2001. At the same
time, Cambodia's use of foreign services rose to US$ 305 million, up from US$
273 million in 2001. Consequently, Cambodia's service balance continued to
face a deficit. However, the deficit was reduced slightly to US$ 16 million,
down from US$ 20 million in 2001.

The income balance, which represents receipts from Cambodians
working outside the country and payments to foreign workers inside the
country, as well as interest payments, showed little progress. The deficit
declined from US$ 41 million in 2001 to US$ 39 million in 2002.

In contrast to the trade balance, service balance and income balance, the
balance of current transfers, which encompasses private transfers and official
transfers, including foreign assistance in the form of grants, has been in surplus
since 1993, thanks to the continuation of grants from outside. These grants
increased to US$ 353 million in 2002, which was 2.6 percent more than in
2001. Of this amount, US$ 280 million was from net official transfers, and the
remaining US$ 73 million was from net private transfers.

The surplus in the balance of current transfers more than compensated
for deficits in other sub-balances of the current account, with the result that the
overall current account, including official transfers, showed a surplus. The
surplus of US$ 15 million, however, was 74 percent lower than the surplus in
2001. The main reason for this was a faster increase in the trade balance deficit
as a result of an increase in imports and slower growth in exports.

2.6.2. Financial Account

Because of the slowdown in foreign direct investment in 2002, Cambodia's
financial account has been gradually dominated by an inflow of official loans
mainly for project support, excluding those of the IMF. In 2002, official loans
of US$ 150 million were paid to Cambodia, 58 percent more than in 2001. In
the same year, Cambodia repaid US$ 9 million. As a result, the net inflow of
capital in the form of official loans reached US$ 141 million, 62 percent more
than in 2001.

Net non-official investments, which result from capital flows into and
out of Cambodia, undermined the financial basis for Cambodia's international
trade during 2002. Foreign direct investment, which is the first category of
“non-official investments”, dropped to an estimated US$ 98 million, down
from US$ 113 million in 2001. Other private investment, which is the second
category of “non-official investments”, also declined, with the result being an
estimated net outflow of US$ 117 million in 2002.
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Nevertheless, Cambodia's financial account, which includes official and
non-official capital inflows and outflows, rose to US$ 122 million in 2002, up
from US$ 94 million in 2001.

To sum up, as a result of the performance of the current account,
including official transfers, along with those in the financial account,
Cambodia's overall balance of payments showed a jump in the amount of
surplus to US$ 172 million, up from US$ 73 million in 2001. Taking the use of
IMF credit into account, the reserve assets of the National Bank of Cambodia
increased by US$ 187 million between 2001 and 2002, as compared to an
increase of US$ 90 million between 2000 and 2001.

Looking at previous trends, Cambodia's balance of payments has been in
surplus since 1993. However, it has largely consisted of money from foreign
grants and loans.

2.7. Poverty Situation

According to Cambodia's Ministry of Planning and the United Nations World
Food Programme, the poverty rate in Cambodia was 36.1 percent ** in 1999. At
that time, the average consumption per capita per day was 1,629 riels in Phnom
Penh, 1,214 riels in other urban areas, and 1,036 riels in rural areas. Compared
to 1997, there was a decline in nominal consumption spending by people in all
regions, including Phnom Penh, other urban areas, and rural areas between
1997 and 1999.%

For the year 2002, there is no data available with which to assess the
poverty situation in Cambodia. However, regular surveys conducted by CDRI
give some, albeit limited, perspective on the poverty situation in recent years by
looking at the daily earnings of vulnerable workers. According to the CDRI
surveys, the poverty situation as reflected in the daily earnings of vulnerable
workers was mixed during 2002.

The surveys conducted by CDRI in Phnom Penh and Kampong Cham
during February 2003 suggest mixed development in the daily earnings of
vulnerable workers. Compared to November 2002, some groups of workers
improved their daily earnings, while others did not. For example, "cyclo"
drivers could earn an average of 9,200 riels per day in February 2003, up from
8,878 riels three months before. This increase can be attributed to seasonal
factors, such as Chinese New Year. Compared to the same period in 2002,
however, the daily earnings of cyclo drivers fell by 4 percent in real terms. The
main reason for this was that more migrants came to Phnom Penh because of

* Ministry of Planning and UNWFP (2002): Estimation of Poverty Rates at Commune-Level in
Cambodia.

2 See Table 2 in Ministry of Planning and UNDWFP (2002).
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the serious floods and drought in 2002. After improving in November 2002,
motorcycle-taxi drivers suffered a drop in their daily earnings to 11,400 riels in
February 2003, down from 12,075 riels in November. Compared to February
2002, their real income fell even more by about 21 percent, due to increases in
the price of gasoline and diesel.

Compared to the November 2002 survey, porters improved their
nominal daily earnings to 7,600 riels in February 2003. Compared to the
previous year, however, their nominal income dropped by 7 percent.”® This was
mainly due to the fact that new or repaired roads provided alternative transport
services to provinces. "Small vegetable sellers", most of whom come from the
provinces, experienced an increase in real daily earnings in February 2003 of
1.1 percent over November 2002, and 17 percent over a year ago. An increase
in vegetable consumption during Khmer New Year and Chinese New Year
buoyed their daily income.

Waitresses earned 4,600 riels per day in February 2003, compared to
4,000 riels three months before. During the same period, the daily income of
rice-field workers declined from 4,219 riels to 4,180 riels. Compared to
February 2002, however, rice-field workers earned 5 percent more in real
terms. This was related to the fact that many young people migrated to Phnom
Penh or provincial cities, while the need for "rice-field workers" increased.

CDRI's survey in February 2003 indicated that garment workers
continued to experience increased daily earnings at 10,127 riels/day, which was
up from 10,097 riels/day in November 2002. The average monthly salary of
"garment workers" in February 2003 reached US$ 67.50, including overtime.

2.8. Conclusion and Prospects for the Future

The share of agriculture in total GDP continued to decline, falling below 30
percent in 2002. It appears that the agricultural sector may be losing its
traditional dominance within the Cambodian economy. In the face of declining
fish and forestry resources, crop production is assuming a more important role.
In this context, two policies need to be highlighted: building rural infrastructure
and diversifying agricultural production. It is encouraging that the Royal
Government of Cambodia, with assistance from international organisations, has
adopted measures for both improving physical infrastructure in rural areas (eg
road and irrigation systems), and promoting the production of other crops, such
as cassava and cashew.

In contrast to the declining contribution of agriculture to total GDP, the
industry and service sectors have increased their contributions. This has come
about mainly through rapid expansion in textiles, construction and tourism.

* 1In real terms, daily income of porters dropped by 9%.
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Cambodia’s textile industry has developed on the basis of quotas and
preferential agreements, especially from the US and EU. After 2004, when the
Multi-Fibre Arrangement regarding international trade in textiles will expire,
Cambodia’s textile industry, which accounts for the largest share of total
exports, will have to compete with other countries on an equal footing. The
negative impact of full competition on the Cambodian economy could be
ameliorated to some extent by seeking ways to expand export markets.
Ultimately, Cambodia needs to improve its competitiveness. This will require a
comprehensive commitment from the Royal Government of Cambodia to
strengthen the institutional and physical infrastructure in order to improve the
investment and business climate.

In addition to the export-oriented strategy of economic development,
domestic actors and markets should be given priority. It is encouraging that the
Royal Government of Cambodia has begun to pay more attention to rural
development by improving physical infrastructure, supporting micro finance,
and creating new tourist areas so that a favorable climate for domestic
entrepreneurs is established.

Significant public involvement in rural development requires large
public investments. The Royal Government of Cambodia has stepped up
investment since 1998, even though there appears to have been a slowdown in
2002. Raising public revenue is crucial in order to finance development
expenditure. Therefore, it is important that relevant budget reforms are adopted,
such as value added tax on diesel, use of visa stickers, creation of large and
medium taxpayer units, and implementation of direct payment to the National
Treasury.

The monetary system remains weak. The dollarisation of the economy
continues to limit the ability of the National Bank of Cambodia to implement
monetary policy. As a result, interest and exchange rate policies are not able to
play a significant role in stimulating economic growth. The lack of confidence
in the riel and the general use of the dollar for most important economic
transactions means that Cambodia continues to face uncertainties and risks
related to financing economic development.

Prospects for the Cambodian economy appear fragile. As long as there
are no comprehensive commitments to promote domestic sources of growth,
the economy will continue to remain deeply dependent on foreign direct
investment and exports. It is often assumed that foreign direct investment will
provide capital and technology for development, while the export sector
represents markets for the country’s products.

Unfortunately, relying solely on FDI and exports may limit the prospects
for development of the economy. The core issue of economic development is
not to evaluate or assess whether or not foreign direct investments or the export
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sector can push economic growth, but rather to evaluate the dynamic capacity
of a country such as Cambodia to attract foreign direct investment, and/or to
secure export markets to stimulate economic growth.

A new policy direction is needed that would give priority to local
entrepreneurs and local markets, even if their current potential is limited. An
important first step would be to improve the climate facing domestic
entrepreneurs by investing in institutions, infrastructure, and good governance.
It is also important to move forward energetically with financial sector reforms
in order to create mechanisms for effective financial intermediation for a pro-
domestic, private sector development strategy. It is very likely that such
reforms would also include accelerating the process of “de-dollarising” the
economy.
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Chapter Three

Major Cash Crops: Production, Marketing
Export and Processing
A Preliminary Assessment

3.1. Introduction

The growth in Cambodia's industry and service sectors is unlikely to keep pace
with labour force growth at the rate of 200,000 new entrants per annum in the
medium term. Most Cambodians, therefore, will continue to rely on agriculture
for their livelihoods. As a result, agricultural development is a top priority on
the government’s agenda as stipulated in the Socio-Economic Development
Plan II (2001 - 2005) and the National Poverty Reduction Strategy (2003 -
2005).

Cambodia has made remarkable improvements in its agricultural sector.
For instance, rice yield increased from 1.3 tons to 2.1 tons per hectare between
1994 and 2001 (MAFF Agricultural Statistics, various issues, and MAFF
2003). The vegetable sub-sector has also received considerable attention from
both government and non-government institutions. Nevertheless, many studies
have noted Cambodia's low productivity in light of regional comparisons and
have identified a comprehensive list of problems and produced numerous
policy recommendations RGC 2002, MoC 2001; FAO, UNDP 1999; MAFF
1999; McKenney and Prum 2002). These include improvement of production
techniques, infrastructure support, and crop diversification. Although
considerable efforts have been devoted to getting Cambodia's agriculture
moving and commendable achievements have been made in the past decade,
Cambodia has remarkable potential to further improve and expand agricultural
production. For example, Cambodia would be better off by: (i) diversifying
away from rice, which is currently grown on about 90 percent of the total crop
land; (ii) reducing marketing inefficiencies; (iii) promoting agro-processing;
and (iv) expanding agricultural exports. Such moves that enhance
competitiveness are crucial given the fact that Cambodia has embarked on
market liberalisation and is integrating into the ASEAN Free Trade Area
(AFTA) as well as joining the World Trade Organisation (WTO).

As a contribution to identifying ways to meet such challenges, CDRI is
undertaking a comparative competitiveness study on major non-rice crops with
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institutions from Thailand and Vietnam. Instead of re-examining the entire
agricultural sector, this study focuses on questions related to "cash crops" that
are grown on an increasing amount of Cambodia's "new lands". This study aims
to identify ways to promote non-rice crops that have received less attention
than rice, the dominant staple crop in Cambodia. The study specifically looks
into major issues related to production, marketing, export and processing of
four major cash crops: soybean, maize, cassava and cashew. The current report
is based on a preliminary assessment of critical issues that will be further
researched in the coming year. Though still in the initial phase, this report
presents a useful overview of the cash crop sub-sector along with observations
based on preliminary findings from fieldwork.

In order to assess production, agricultural statistics collected and
compiled at the Ministry of Agriculture, Forestry and Fisheries (MAFF) will be
analysed in the light of findings from fieldwork. District level production data
were collected from three provinces: Kampong Cham, Preah Vihear and
Battambang. Agricultural technical staff at MAFF and the provincial level were
interviewed to verify the accuracy of the data and to solicit their views on the
current challenges concerning the crops studied. Efforts were also made to
review existing agricultural studies that may include relevant information
concerning the four crops studied. In addition, international literature, mainly
from settings similar to Cambodia, was reviewed in order to draw on common
themes and issues relevant to the Cambodian situation.

In terms of the fieldwork, semi-structured interviews were conducted
with 16 producers (4 for each of the four crops), 14 traders/wholesalers (12
trading raw products and 2 selling processed products), 4 processing
enterprises, 3 exporters, and 8 officials (5 at the local and three at the national
level). These in-depth interviews were conducted primarily to generate
information and insights needed to address questions that could not be
answered using secondary data.

3.2. Production of Cash Crops in Cambodia
3.2.1. Major Cash Crops in Cambodia

Cambodia's agriculture remains a large sector of the Cambodian economy,
although its contribution has declined in percentage terms. In terms of 1993
prices, the value added from agriculture rose from $590 million in 1985, to
$1,034 million in 1995 and to $1,084 in 2001 (Sok and Acharya 2002). In terms
of percentage contribution to GDP, the agricultural sector accounted for 59
percent in 1985, 42 percent in 1995 and 34 percent in 2001, indicating slower
growth than in the industry and service sectors. Within the agricultural sector,
paddy is the largest crop, producing $240 million in 1985, $426 million in 1995
and $528 million in 2001. In the same years, "other crops" were valued at $116
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million, $151 million and $175 million respectively. This "other crops"
category includes all crops other than rice that people grow for their own
consumption.

Rice is by far the single most important crop in Cambodia. Grown on
about 90 percent of the total cropped land, rice alone contributes to about 70
percent of protein intake (Murshid 1998, and Chan and Acharya 2003). It is no
coincidence that "food security" has been traditionally regarded as "rice
security". In 2002, the value added in rice production was $420 million, or 11.7
percent of Cambodia's GDP. However, most rice cultivation is for subsistence
as well as semi-subsistence. It helps people survive, but it does not contribute
so much to the cash economy. For example, the Marketing Office of MAFF
estimated that only about 15 percent of rice production is traded.

Crops in Cambodia have been categorised as paddy rice and other crops,
or "subsidiary" crops, again reflecting the greater importance attached to rice.
These "other" crops have received less policy attention compared to rice, and
far fewer studies as well as development efforts have been directed to non-rice
crops. However, as large parts of Cambodia's forests have been cleared and
converted to farmland, the private sector, including peasant farmers, has seized
the opportunity to expand into non-rice crops. In large parts of Cambodia, non-
rice crops such as maize, soybean, mung bean, cassava, cashew, banana, and
other fruits are not "subsidiary" crops, but rather the main crops on which
people base their livelihoods.

In 2002, the officially recorded value added contribution of non-rice
crops was $175 million. This is less than 6 percent of GDP, but is still
significant in terms of the Cambodian economy as a whole. The importance of
cash crops should not be overlooked for various reasons. First, according to
senior statistics officials at MAFF, figures on non-rice crops are poorly
collected and are very likely grossly under-estimated. Second, the production of
non-rice crops is increasing rapidly since large areas of land cleared from
forests. Third, most of these cash crops are traded and exported, and, therefore,
contribute substantially to the local cash economy, thus generating local
employment. Fourth, numerous agricultural studies and experts have
recommended that Cambodia should diversify away from rice as relying on a
single crop is risky. Above all, Cambodia is endowed with an abundance of
fertile land obtained from clearing forests that provides considerable potential
for expanding the production, processing and export of cash crops.

Table 1 compares production and productivity of major crops in
Cambodia based on production data compiled by MAFF and price data
calculated with input from both MAFF and key informants. These eight crops
are the major crops documented in the "Agricultural Statistics" of MAFF. In the
Bulletin, there are also a number of smaller crops listed, which are much less
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significant to the economy. However, vegetables and perennial crops seem to
have a significant value in the Cambodian economy, but there are no precise
statistics available for these crops except for some rough estimates concerning
production area.

The gross values of the crops presented in Table 1 provide rough
comparisons of profitability, or returns. An assessment of the returns to land
and labour should also include an examination of net returns (gross margins
minus costs). This will be done in the following section concerning the
preliminary findings in the case studies of the crops.

In addition to soybean, which has the highest return of $335 per hectare,
rice and sugar cane production also received high gross returns per hectare of
land at $230 and $333, respectively. However, in most cases, these two crops
are harvested once per year. In other words, these are the gross returns to one
hectare of land per a "one year period." The returns to maize, soybean, mung
bean, and sesame are for six month periods only, as the soil in which these
crops are cultivated generally permit a second crop during the year, whether it
is the same crop or a different one giving similar returns. It is common that
maize, beans and sesame are grown alternatively during the dry and wet
seasons. In terms of land productivity and farmers' income, non rice-crops may
therefore be somewhat superior to rice crop. Maize can be grown in rice land,
but soybean requires certain types of soil with low acidity. Currently, no other
crops are cultivated on most rice land, perhaps mainly because rice land is
waterlogged or too dry, and therefore of poor quality. *’

Table 1. Production and Productivity of Major Crops in Cambodia in 2002

Tons®  Tons/ha*® $/ton° $/ha (Gross)  $ million

(Gross)
Q)] 2 3 “ (€] (6)
1. Paddy 3,822,509 1.92 120 230 459
2. Maize 148,897 2.08 80 166 12
3. Soybean 38,801 1.34 250 335 10
4. Mung Bean 23,925 0.68 240 163 6
5. Cassava 122,014 6.33 20 127 2
6. Sesame 10,157 0.51 370 190 4
7. Sugar Cane 208,819 22.23 15 333 3
8. Peanut 9,738 0.85 200 169 2
Total gross returns excluding rice 39

Source: * MAFF (2003), Agricultural Statistics, 2002 — 2003; ° Based on MAFF statistics and
interviews.

A study of soil suitability for different crops is currently being undertaken by CARDI, which

has technical expertise in the area.
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This current study looks into four major crops other than rice, which has
been widely studied. From the eight major crops in Table 1, three crops were
chosen: maize, soybean and cassava. As can be seen in the Table, these crops
have significant value following rice. Cashew was selected as the fourth crop
for study, representing perennial crops which are not well accounted for in
government statistics. In addition to their relative significance in the
Cambodian economy, these four crops represent a variety of farm types in
different parts of Cambodia and have significant potential for expansion.

3.2.2. Production of Soybean, Maize, Cassava and Cashew

3.2.2.1. Soybean Production

Soybean is one of the grains traded internationally for its high protein and low
fat content. Given the increasingly popular shift to healthy protein foods, the
future of the soybean market should be promising. Originating in China,
soybean has been traditionally grown and consumed in East and Southeast Asia
for thousands of years. It is now grown even in the United States in large
volumes (FAO, 1994). Cambodia produces a considerable amount of soybean,
most of which is exported. Not every area of Cambodia is suitable for soybean
production, however, as soybean requires relatively more fertile soil with low
acidity than any of the other crops presented in Table 1. Nevertheless,
Cambodia appears to be relatively suitable for this crop, with an average yield
of about one ton per ha, which is the highest yield in the ASEAN region (FAO,
2000). According to FAO statistics (2000), Cambodia is the largest exporter of
soybean in the ASEAN region after Vietnam.

The annual production of soybean, as documented by MAFF, has
decreased from about 35,000 tons in 1999 to 28,000 tons in 2000 and to 24,600
tons in 2001. Production in 2002 could continue to decline due to the bad
weather that occurred then. However, this drop in production so far appears to
be mainly due to a shift to other more profitable crops in the main producing
provinces, though production patterns vary from one province to another.

Kampong Cham province is by far the largest producer of soybean
(Table 2), although the yield there is sometimes lower than the national
average. This is due to the fact that this province has the largest physical supply
of red soil, which is suitable for soybean. However, soybean production in
Kampong Cham declined by more than half from 33,000 to 14,349 tons
between 1999 and 2001 before it bounced back to 27,872 tons in 2002
according to MAFF statistics. Based on our fieldwork, this was because there
was a significant shift to other more profitable crops, mainly banana and
rubber, which have expanded remarkably in the province.
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Battambang province also produces a large amount of soybean, second
only to Kampong Cham. Contrary to Kampong Cham, the production area in
Battambang has increased more than four-fold between 1999 and 2002, and the
yield is higher than the national average. Battambang also has the advantage of
bordering Thailand, which has been one of the main export markets for
Cambodia's grains. In this province, soybean is normally cultivated after maize
on new land that has been cleared from forests at an increasing rate.

Table 2. Harvested Area, Yield and Production of Soybean

Province Harvested Area (ha) Yield (ton/ha) Production (ton)
1999 2001  2002] 1999 2001 2002 1999 2001 2002
Kampong Cham | 32,950 20,210 19,272 1.00 071 1.45( 33,000 14,349 27,872
Battambang 1,500 4,279 6,012 1.04 1.28 1.30| 1,560 5,469 7,816
Kampong Thom 260 3,220 2,023 1.03 1.08  0.83 268 3,471 1,688
Preah Vihear* - 539 771 - 1.50  0.54 - 809 413
Kandal 215 30 175 1.00  0.80 0.80 215 24 140
Other provinces 20 409 682 . . . 20 536 772
Total 34,945 28,687 28,935 1.00  0.86 1.34] 35,063 24,658 38,801

* Data for 1999 is not available. Source: Ministry of Agriculture, Forestry and Fisheries,
“Agricultural Statistics 1999-2000, 2001-02 and 2002-03”.

Soybean production in Kampong Thom and Preah Vihear is also
increasing for the same reasons as in Battambang. Large parts of forests have
been cleared and most of the new land has been put under soybean cultivation.
Although the remote province of Preah Vihear is at a relative disadvantage in
terms of transportation costs, as compared to Kampong Cham and Battambang,
the high average yield of 2 tons/ha can compensate for the extra transportation
cost of about $20 per ton. District level data obtained from the province shows
that soybean production in Preah Vihear is mainly located in one district,
Thbeng Meanchey. According to our fieldwork, the yield of soybean
production in this district in 2002 was about 2 tons per ha on average, though
MAFF data in Table 2 shows that the yield there was only 0.54 ton per ha. Our
fieldwork in the province also revealed much higher production than what was
officially recorded and found that soybean production was expanding as new
land was cleared from forests. When transportation costs are reduced by future
road improvements, soybean production in this province is likely to increase
further.

Observations on Soybean Production in Bos Khnor commune,
Chamkar Leu district, Kampong Cham province

In Bos Khnor, soybean is planted in July and harvested in October or
November, which is during the wet season. The average crop life is 3.5 months.
However, there are three types of soybean seeds categorised by length of life
span ranging from 70 to 100 days. Bos Khnor produces 3,000 - 5,000 tons of
soybean per year, depending on the weather. Although soybean production
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does not require so much moisture, it still depends on the weather, as there is no
irrigation in the area. For instance, due to drought in 2002, soybean yield in Bos
Khnor decreased from 1.5 - 2.0 tons per ha to as low as 0.5 ton per ha. No
fertilizer is used in the study area because the red soil is already rich in
nutrients. Cultivation tasks are relatively simple, and include soil preparation,
planting, weeding, harvesting and threshing.

Although almost all the farms are “small family farms” with 2 - 3 ha on
average, it is common that all the cultivation tasks are performed by hired
labour, mostly from other districts, and hired machinery. Soil preparation and
threshing are done by machine, while planting, weeding, and harvesting are
performed by hired labour. About 10 -15 people are hired to plant the seeds, do
the weeding two times, and harvest. The average wage rate is 4,000 riels
($1.00) per day, with about 15 percent variation depending on the demand for
labour. Some degree of mechanisation has taken place, mainly in the past few
years. Although ploughing by men and animals is cheaper at 40,000 riels/ha,
most farmers now hire a tractor to plough and rake their farms at the rate of
60,000 - 70,000 riels per ha. The reasons cited for a preference for tractors over
draft animals are that the quality of ploughing by tractors is better, and that
tractors can complete the tasks in a timely manner, which is especially
important for larger farms.

In Bos Khnor, many farmers have reportedly shifted from growing
soybean to bananas in the past 7 years simply for more profit. One hectare of
banana production yields a gross revenue of about $500 per year, while one
hectare of soybean gives only $300 plus $100 from another crop in dry season.
Unfortunately, farmers must alternate growing soybean every three years
because of an insect-borne disease that affects banana trees. **

As in the case of other rural areas studied by Chan and Acharya (2003),
land ownership in Bos Khnor is consolidated in the hands of a small number of
households. It was reported that about 20 percent of households own about 20
to 30 hectares each, 50 percent have about 2 hectares each, and 30 percent of
households are landless. A number of landless farmers rent land at the rate of
$100 per hectare per year, leaving a net return of about $150. Details of
production budgets are presented in Table 3. It is important to note that family
labour is not included in the calculation in the table. Thus, net return in the
figure is return to hired labour and assets such as land. MAFF (2003) counted
family labour as part of cost and produced a lower net return rate of $130 per
hectare, while our figure is $243.

28 At the time of this study, there was no research to bring this disease under control.
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Table 3. Production Budget of Soybean in Kampong Cham and Preah
Vihear in 2002

Expenditure item (per ha) Kampong Cham Preah Vihear
Seed (2,500R x 50kg) 165,000 125,000
First soil preparation 75,000 120,000
Second soil preparation 50,000 -
Planting 50,000 52,000
First weeding 35,000 52,000
Second weeding 35,000 52,000
Harvesting 80,000 75,000
Threshing 40,000 50,000

Total expenditure in riels 530,000 526,000

Total expenditure in US$ 133 132

Average Gross Revenue (1.5 ton x $250) 375 500

Net Income 243 368

Land rent/opportunity cost of land 100 80

Source: In-depth Interviews with Five Farmers in Kampong Cham and Preah Vihear, March 2003.

Bos Khnor is the oldest producer of soybean Kampong Cham.
Productivity has therefore gradually decreased over time due to reduction in
soil nutrients. For example, it was reported that average yields in 1995 were 2.5
tons, but decreased to 2.0 ton in 1998 and is currently 1.5 tons if there is no
drought. Nonetheless, fertilisers are still not considered necessary for
improving yields. It is not known technically how long it will be before the soil
becomes uncultivable.

In Thbeng Meanchey district, Preah Vihear province

Soybean production in Preah Vihear is similar to that in Kampong Cham in
many ways. It is cultivated from July to October or November, alternating with
mung bean or sesame seed. As in the case of Kampong Cham, labour is hired
from different districts to perform planting, weeding and harvesting tasks. The
daily wage is 3,500 - 5,000 riels, which is the same range as in Kampong
Cham. However, the soil in Preah Vihear is richer than in Kampong Cham
because it is newer (i.e., soon after deforestation). Many farmers forgo
ploughing to save costs. However, if the land is ploughed, one hectare yields
about 2 tons, compared with 1.5 tons without ploughing. Ploughing costs are
normally higher at the rate of 120,000 riels per ha, as compared to 75,000 riels
in Kampong Cham. This is because the new land in Preah Vihear still has tree
roots that make ploughing difficult.

Due to the richer soil, the average return on soybean in Preah Vihear is
higher than in Kampong Cham, despite the fact that the area is remote and the
transport of produce is costly. There is ample opportunity to expand soybean
production in Preah Vihear, though this would be done at the expense of
reducing forest area. Such opportunities have already been seized by a number
of households. For example, 50 percent of the households in some villages have
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recently migrated from other provinces. Several important questions at this
point include: (1) Is it beneficial to convert forests to farms? (2) If the forests
should be reduced to increase farming, how should the new land be distributed?
At present, it is illegal to clear forests, even though it is happening anyway to
the benefit of those who take the risk or have the power to do so.

3.2.2.2. Maize Production

Maize, another internationally traded grain, is a popular crop that is grown in
every province of Cambodia. It does not require the same quality of soil as
soybean, although better soil provides higher yields. Cambodia, Vietnam and
Thailand are all net exporters of maize according to the FAO (FAO, 2000).
Two types of maize are grown in Cambodia: white maize is for domestic
consumption by humans, and yellow maize is mostly for animal feed
production and export. Many Cambodian farmers also grow maize on a small
scale as part of subsidiary crops.

According to MAFF statistics, maize production is significant in all the
provinces and municipalities. Battambang province, however, stands out as it
accounts for 74 percent of the total maize production in 2001 and 62 percent in
2002. As shown in Table 4, maize production in Battambang rose dramatically
within a short period of time. The over three-fold increase in production from
1999 to 2002 was the result of a doubling of both the harvested area and yield
per hectare. The average yield was up from 1.72 to 2.86 tons per hectare. Based
on our fieldwork, the average maize yield in Battambang is 5 tons per ha. The
recorded yield of 1.72 tons/ha in 1999 as well as the 2.86 tons/ha in 2002 could
have been a mistake in administrative reports.

Table 4. Harvested Area, Yield and Production of Maize

Province Harvested Area (ha) Yield (tons/ha) Production (tons)

1999 2001  2002| 1999 2001 2002| 1999 2001 2002
Battambang 14,025 29,648 32,409 1.72 4.63 2.86| 24,077 137,152 92,778
Kandal 14,268 10,682 9,403 1.87 1.35 1.58] 26,676 14,390 14,854
Kompong Cham | 13,197 5,374 8,035 1.61 0.89 1.07| 21,296 4,772 8,604
Banteay 4,624 7,598 8435 1.13 1.14 L.11] 5,203 8,098 9,329
Meanchey
Prey Veng 2,246 2,190 1,684 1.59 1.51 1.60| 3,582 3,310 2,690
Kratie 2,342 1,812 1,703 1.40 1.41 1.52| 3,272 2,553 2,594
Other provinces 9,037 9,909 9,925 . . .| 11,168 14,714 18,048
Total 59,739 67,213 71,594 1.59 2.76  2.08| 95,274 185,589 148,897

Source: MAFF, "Agricultural Statistics 1999-2000, 2001-02 and 2002-03".

There was also a sharp jump in Battambang’s maize production from
1999 to 2000 in the MAFF statistics, which are differently. Maize production
in Battambang was recorded at 24,077 tons in 1999, but suddenly increased to
99,885 tons in 2000. The explanation of this phenomenon is that three districts,
Kamreang, Phnom Preuk and Sampeou Loun, were still under Khmer Rouge
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administration and therefore were not included in the provincial statistics until
1999. These districts have rich black soil and adequate moisture, which is ideal
for maize production. In addition, there is direct access to the markets in
bordering Thailand. Similar to Preah Vihear, there is rapid land clearing in
these districts, and thus the potential for expanding maize production is high.
For this study, fieldwork was conducted in the three main maize producing
districts of Battambang to gain insights into production and marketing.

Table 4 shows some degree of contrast between other major agricultural
provinces. For example, Kandal and Kampong Cham saw a sizeable reduction
in maize production, accompanied by a sharp decline in yield. In Kandal, the
harvested area in 2001 was down by almost 50 percent from 1999, while the
yield dropped by 28 percent. Both factors pushed production down from 26,676
tons to 14,390 tons during this period. A more severe decline is observed in
Kampong Cham, where maize production dropped by more than three times.
According to interviews with wholesalers, the main reason is that farmers
shifted to other more profitable crops as maize markets in Vietnam stagnated.

Observations on Maize Production in Battambang

Maize production in Battambang is concentrated in three districts, namely
Sampeou Loun, Phnom Preuk, and Kamreang (Table 4). According to official
statistics, the other 10 districts in the province have little maize production.
These three districts border Thailand and were under Khmer Rouge
administration until 1998. Most of the farms are on new land recently cleared
from forests. Yellow maize is grown for export to Thailand. Only a small
proportion of the total production is purchased by an animal feed production
company, C.P., which is located in Phnom Penh.

As indicated in Table 5, the total production area of yellow maize in
Battambang has increased from 12,274 ha in 1999 to 30,383 ha in 2001. This
figure is not exactly the same as the figure recorded at the national level in
Table 3 above. However, the discrepancy is small enough to ignore. At an
average yield of 5 tons per ha, maize production in 2002 would be about
150,000 tons, which is worth about $12 million at the farm-gate price of $80
per ton. However, according to interviews with district officials, production
areas officially reported at the provincial level in Table 4 are far smaller than
the actual areas revealed by district officials. For instance, the Bureau Chief of
the Agricultural Office of Kamreang District reported maize production of
19,000 ha in 2002, as compared with 12,713 ha recorded in the Battambang
Provincial Office. The actual production of maize should therefore be far
higher than the recorded statistics.
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Table 5. Yellow Maize Production Area in Districts of Battambang
Province, 1999 - 2002 (ha)

District 1999 2000 2001 2002
Sampeou Loun 8,000 10,598 12,472 12,713
Phnom Preuk 585 3,308 9,500 8,600
Kamreang 3,615 6,596 8,357 8,221
Other districts 74 299 54 139
Total 12,274 20,801 30,383 29,673

Source: "Statistics of Subsidiary and Industrial Crops", various issues 1999 - 2002, Department of
Agriculture, Forestry and Fisheries, Battambang Province.

In Battambang, maize is mainly planted in March-April and harvested in
July-August. It can also be grown between August and December, when there
is still adequate moisture at the end of rainy season. It takes about 120 days for
maize to be harvested. In the dry season, farmers normally cultivate other crops
that require less water, such as mung bean, peanuts or soybean. Farmers then
face the challenge of choosing which crops to grow from among maize,
cassava, soybean, and mung bean. Our research found that to a certain extent, a
number of farmers have switched around among various crops in search of
more profits in response to “market signals” or shifting relative prices. For
example, in the 2003 dry season, more farmers started growing cassava instead
of maize.

Until recently, maize seeds were purchased from Thailand. However, in
the past two years, C.P., which is also a Thai owned business, has been
promoting its seeds and many farmers in Battambang have tried them. A small
sack of 14 kg of seeds cost 1,200 Baht or 114,000 riels. According to
interviewees, this cost has been quite stable over the past few years.”

Most cultivation tasks are now performed by machinery and hired
labour. Ploughing by tractors starts in March soon after bean or other crops are
harvested. The cost of ploughing one hectare of land was reported to be
between 250 - 280 Baht per rai. ** This is about 70,000 riels, or $17, per
hectare. Ploughing is required twice. The first time is with a tractor using 7
blades, and the second time is with 3 blades. For new farms that still have many
tree roots, farmers tend to forgo ploughing because the soil is still very fertile
and ploughing costs are about double that of ploughing farms without tree
roots.

2 n most parts of Battambang, the Thai Baht is used more widely than the Cambodian Riel. All

prices were quoted and reported in Thai Baht.

30 “Rai” is a size measure commonly used in Thailand. One Rai is equal to 40m x 40m or 1,600m?.
Thus, one hectare equals to 6.25 rais.
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Table 6. Production Budget of Maize in Three Districts of Battambang
Province in 2002

Expenditure Items Baht per ha* Riels per ha USS per ha
Seed (2,500R x 50kg) 1,875 178,125 45
Soil preparation 3,125 296,875 74
Planting 750 71,250 18
Weeding 1,250 118,750 30
Harvesting 2,500 237,500 59

Total expenditure in Baht 9,500 902,500 226

Average Gross Revenue 15,000 1,425,000 356

Net income 5,500 522,500 131

Land rent/opportunity cost of land 1,500 148,438 37

* In the study area, all prices were quoted in Baht. Source: Interviews with four farmers in
Battambang, March 2003.

A small number of farmers now use chemicals instead of labour for
weeding. However, most farmers realise the danger of chemicals and continue
to employ labour to do the weeding. The daily wage rate for labour is about 50
Baht, or 4,500 riels, per day. Most labourers are migrants from other parts of
the country. They work both in Cambodia and in Thailand, doing mostly farm
work. Details for maize production budgets are presented in Table 6.

Overall, the three maize producing districts in Battambang are better off.
The main reason is that land is relatively abundant and very fertile. An average
household holds about 6 hectares of land, which provides a net income of about
$1,500 per year from two crops. In most other provinces, most households live
on $1,000 per year (Chan and Charya, 2003). However, an income gap is now
emerging following the low incomes that characterized the Khmer Rouge
administration before 1998. Those with more power have acquired more land
and have become relatively rich, each holding 20 - 30 hectares. In certain
villages, such as Sralao Chrum, there are about 10 to 50 tractors, each worth
$5,000 - $6,000. This is far better than many other villages in Cambodia. Future
prospects for these areas look good, despite the fact that all the forests may be
gone.

3.2.2.3. Cassava/Tapioca Production

‘Cassava’ (in Khmer Damlong Chheu) is produced mostly for domestic
consumption as a snack or rice supplement in every province in Cambodia. It is
easy to grow cassava, and many households grow it in their home gardens.
‘Tapioca’ is part of the same family, but it is used for processing into flour for
human food and animal feed. The terms ‘cassava’ and ‘tapioca’ are used
interchangeably in some countries. In the government statistics, the word
‘cassava’ is used to refer to both cassava and tapioca. For simplicity, ‘cassava’
is used in this report to refer to the production data in Table 7. However, the
current study focuses on tapioca and the term will be used in discussing details
of the crop.
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Tapioca has a low value of about $20 per ton. However, one hectare of
good land may yield 30 tons of raw tapioca for a gross margin of $600. This is
much higher than rice, which yields on average $220 per ton. Total
cassava/tapioca production in Cambodia in 2002 was about 122,014 tons. At
$20 per ton, this would be worth $2.4 million of gross revenue to the
Cambodian economy, which appears rather small in the context of the
Cambodian economy as a whole. However, the statistics appear to be grossly
under-estimated based on our field inquiries. For example, in certain areas of
Kampong Cham and Battambang, cassava production was reported to be twice
the amount that was reported in the official statistics.

Due to limited processing capacity in Cambodia, most of the raw tapioca
produced in Cambodia is exported to Vietnam and Thailand for processing.
According to the MAFF statistics presented in Table 7, the main producing
provinces are Kampong Cham, Kampong Thom and Siem Reap. Total cassava
production decreased from 228,622 tons in 1999 to 142,262 tons 2001 and to
122,014 tons in 2002. This dramatic decline is due to the drastic drop in yields,
which were down from 16 tons per ha in 1999 to 10 tons per ha in 2001 and 4.7
tons per ha in 2002. The reasons for such a drop are unclear and could not be
explained by MAFF officials. It could be simply a statistical or typing error in
the administrative channel. For example, our fieldwork in Kampong Cham
found that the average tapioca yield was still around 20 tons per ha in 2002 and
2003. Similar errors were observed in the Battambang and Kratie data. The
drop in 2001 was likely to be 'statistical' rather than actual.

Table 7. Harvested Area, Yield and Production of Cassava and Tapioca*

Province Harvested Area (ha) Yield (ton/ha) Production (ton)

1999 2001 2002 1999 2001 2002 1999 2001 2002
Kampong 4,855 4,740 8,532| 21.36 14.15  4.74| 103,700 67,051 40,421
Cham
Kampong 940 1,880 1,321 11.83 1046  7.66| 11,120 19,660 10,125
Thom
Siem Reap 845 865 1,060( 14.64 11.84 15.62| 12,375 10,243 16,555
Battambang 619 146 949| 19.04 6.18 11.43 11,785 903 10,847
Kampot 1,059 770 800| 16.53 5.18 7.71 17,510 3,990 6,169
Stung Treng 943 150 2231 11.86  4.00 434 11,180 600 968
Kratie 607 334 120| 16.84 9.03 15.13 10,220 3,016 1,816
Other 4,135 4,705 6,279 . . .| 50,622 36,799 33,113
provinces
Total 14,003 13,590 19,284| 16.32 10.47 6.33] 228,512 142,262 122,014

* According to Chief of Statistics Bureau of MAFF, tapioca is included in cassava data. Source:
Ministry of Agriculture, Forestry and Fisheries, "Agricultural Statistics, 1999-2000, 2001-02 and
2002-03".

Given the relatively abundant land in Kampong Cham, Battambang,
Rattanakiri, and Mondul Kiri, the potential for expanding cassava production is
very high. In certain districts of Battambang, the tapioca yield was 50 tons per
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ha in 2002 according to our fieldwork. However, the officially recorded
average yield for Battambang is only 6.18 tons per ha, which is a significant
discrepancy. The dramatic drop in yields in other provinces, such as Kampot,
Stung Treng and Kratie, is also very questionable and should be viewed with
caution.

There is some indication that tapioca production in Kampong Cham is
increasing because there is now a factory that processes raw tapioca in the
province. The factory absorbs about one third of the production in the province.
The other two-thirds must find markets in Vietnam, generally through informal
channels. Since raw tapioca is a heavy, low value product, reliance on
unprocessed exports to Vietnam may not be viable. Setting up processing
factories and improving the transportation infrastructure would provide the
right incentives for tapioca production to expand. Because it is the largest
producer of tapioca in the area, Kampong Cham province was chosen for
fieldwork to provide insights into production, marketing, export and processing
of tapioca.

Observations on Production of Tapioca, Memut, Kampong Cham

The red soil in Kampong Cham is very suitable for tapioca production. Most
farmers have 2 -3 hectares of farm land.*' In certain areas, the yield is as high as
35 tons per ha provided there is good soil and cultivation management.
However, the average yield in Kampong Cham is about 20 tons per ha without
the use of any fertilisers. The number of farms whose owners cannot afford to
have them ploughed reduces this average yield. The yield from these farms is
about 15 tons per ha. Nonetheless, the yield is still much higher than in other
areas, except in Battambang where the soil is better. For example, in Sihanouk
Ville and Kampong Speu, where the tapioca processing factory of the Mong
Reththy Group has shut down because of an inadequate supply of raw tapioca,
the yield is only around 8 tons per ha.

Tapioca is planted in April-May and harvested in December - March.
Though the harvest can be delayed, the ideal life span for yielding the
maximum amount of flour is 10 months. As a result, only one crop per year is
possible. The trees were originally bought from Vietnam at a cost of 150 riels
per 2-metre length of tree. The original trees were then eventually used to
produce additional trees.

It is quite simple to cultivate tapioca. The tasks include land preparation,
planting, weeding and harvesting. In the past 5 years, tractors have replaced
draught animals on many farms for land preparation. Weeding is done twice
during the cultivation period and requires hired labour at a cost of about 3,500

31 Many farmers, most of whom were new settlers in the study area, were also reported to be

landless.
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riels per day for each worker. Harvesting is also performed by labour. Total
expenditure is about $170 per ha, or about 30 percent of gross revenue for those
farms that plough. Crop budget details are presented in Table 8.

Table 8. Production Budget of Cassava in Kampong Cham Province in
2002

Expenditure Items Riels per ha US § per ha
Seeds 40,000 10
1* soil preparation 70,000 18
2nd soil preparation 70,000 18
Planting 50,000 13
1* weeding 105,000 26
2nd weeding 105,000 26
Harvesting 200,000 50

Total expenditure 640,000 160

Total expenditure including Land rent 940,000 235

Average Gross Revenue 2,250,000 563

Net Income excluding land rent 1,610,000 403

Land rent/opportunity cost of land 300,000 75

Source: In-depth Interviews with three farmers in Memot, Kampong Cham Province, March 2003
Note: The above figures are cash costs only, excluding family labour use.

The poor are disadvantaged in terms of profitability. They do not have
enough available cash with which to hire a tractor to plough their farms, which
costs about $40 per ha for two rounds of ploughing. Informal credit, which may
be available at an interest rate of 120 percent per year, is too expensive for
them. On their farms, one hectare of land only produces only about 15 tons,
compared with an average of 23 tons per ha for those who can afford to have
their farms ploughed. The difference between ploughing and not ploughing the
land is about 8 tons of yield, or $160 per ha. Based on our preliminary
fieldwork, it appears that poor farmers could make about $100 per ha if
affordable credit was available to them.

3.2.2.4. Cashew Production

Cashew is a perennial crop, which is different from the above-mentioned three
crops. Cashew nuts are among the healthy foods that have gained popularity in
the world. India, for instance, has a long history of growing, processing and
exporting the nuts. The crop generates considerable employment in both
production and processing sectors (Kannan, 1983). The young trees are
generally grown in the wet season and can live for up to 30 years. It requires
about $100 to plant cashew on one hectare of commercial farm land. Cashew
trees begin to bear fruit after three years. However, the amount of fruit will
gradually increase with the size of the tree. One hectare of cashew trees can
produce 500kg to 2,000kg of nuts in shell, which are currently sold at $530 per
ton. As a result, one hectare can yield an average gross revenue of about $300.
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Cashew has been grown in Cambodia for a long time, although
production has been only commercialised in recent years. During the past
decade, production has been significantly expanded for export, bringing
millions of dollars to the Cambodian economy. Many new farms have been
planted with cashew recently, and this is likely to increase in the future. Given
the high prices in the international market, Cambodia has the potential to
expand this crop further for export. In the past three years, the total annual
production in Cambodia was estimated by traders and wholesalers at
somewhere between 10,000 to 15,000 tons of nuts in shell, most of which has
been for export to Vietnam.

Almost no official statistics exist for cashew production. MAFF only has
data on planted areas, which are rough estimates that are likely to be too low.
This is because many of the cashew trees are grown on homestead land or in
orchards where it is difficult to measure the actual area. Nonetheless, MAFF
data presented in Table 9 below help provide a broad picture of the scale of this
perennial crop.

Table 9. Planted Area of Cashew in Cambodia from 2000 to 2002

Province Planted Area (ha)
2000 2001 2002
Rattanakiri 917 15,848 16,485
Kampong Cham 10,872 10,872 10,758
Kampong Thom 4 1,016 2,744
Koh Kong 840 873 894
Kampong Speu 162 236 1,086
Kratie 228 228 1,295
Takeo 207 207 970
Bantey Meanchey 427 427 1
Siem Reap 416 416 390
Mondulkriri 380 380 380
Kampong Chhnang 376 379 226
Pursat 0 326 334
Kampot 319 5,796 305
Svay Rieng 248 312 136
Other provinces 257 357 281
Total 15,653 37,673 36,285

Note: There was no data on cashew in 1999 although it was being grown at that time.
Source: Ministry of Agriculture, Forestry and Fisheries, "Agricultural Statistics 1999-2000, 2001-
02 and 2002-03".

Cashew can be grown in a variety of conditions, and every province has
some land under cashew cultivation according to MAFF statistics. However,
among the total area of 36,285 hectares of cashew planted, the majority is in
Rattanakiri, Kampong Cham, and Kampong Thom provinces. While many trees
are grown on family farms or orchards, large numbers are also planted on
company plantations. In Kampong Cham, the largest plantation, which is about
2,000 ha, belongs to a private company called Agrostar. This plantation is
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jointly owned by 10 people, and accounts for almost 20% of the total cashew
planted area in Kampong Cham. In Rattanakiri, where there is a great potential
to expand cashew production because the land is rich, most cashew trees
reportedly belong to company plantations. However, questions concerning land
tenure must also be addressed.

Not all the trees in the total planted area in Table 9 bear fruit, since it
takes 3 to 4 years for newly planted trees to mature.’”” According to our
fieldwork, one hectare of land yields between 0.5 - 2 tons of cashew nuts in
shell, depending on soil quality and stage of growth. If the average yield is 1
ton per hectare, then 36,285 ha of mature trees can potentially produce about
36,285 tons of nuts in shell. Given an average price of $500 per ton over the
past three years, Cambodia could potentially earn about $18 million per year
from this crop. Meanwhile, the value of cashew exports is estimated between
$5 million and $7.5 million, since annual production has been estimated
between 10,000 and 15,000 tons in the past four years.

3.2.3. Main Issues in Production

Commercial production of non-rice crops is relatively new. There are a few
critical issues that were identified by our fieldwork, along with general issues
such as improving yields, input availability, and price movements. The major
issues that deserve mention are:

3.2.3.1. Credit

It appears that a lack of credit is an obstacle to expanding maize, soybean, and
cassava production. The lack of credit also widens the gap between the better
off and poor farmers. There are no special credit schemes to promote cash crop
production in Cambodia. The limited number of creditors may view some of
the emerging remote production areas, such as Preah Vihear and former Khmer
Rouge districts in Battambang, as too risky.

3.2.3.2. Expansion of Farms and Deforestation

The ongoing expansion of the four crops studied is occurring at the expense of
deforestation. This raises an important question: "Is it viable to convert forests
to farms"? Clearly, high population growth has put great demographic pressure
on land utilisation in the absence of adequate jobs created outside the
agricultural sectors. In this sense, how much forest can Cambodia afford to
maintain? At present, land clearance is occurring in an anarchic way, much to
advantage of the powerful who can obtain certain forms of tenure and to the
disadvantage of the poor.

32 The trees can last for 40 years, although they are most productive from years 10 to 20.
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3.2.3.3. Absence of Technical Support:

There has been little support from the public sector for non-rice crops beside
vegetables because so much effort has been put into increasing rice production.
Such efforts have included a focus on high yielding rice varieties and
appropriate application of fertilisers. There seems to be a lack of expertise
among the government's technical and extension staff concerning production
issues associated with non-rice crops.

3.3. Marketing and Export
3.3.1. Marketing and Export of Soybean

Marketing plays a crucial role in determining prices and production prospects
of commodities. There would be little to do with products and no incentives to
produce without marketing. “Marketing transforms products over time, space
and form through storage, transportation and processing. Through marketing,
goods are exchanged and prices are set. Markets communicate signals to
producers, processors, input suppliers and consumers about the costs of buying,
selling, storing, processing and transporting”. (Norton and Alwang 1993:251).
As in the case of many least developed countries, Cambodia has serious
marketing deficiencies due to a lack of infrastructure, a lack of information
among producers, and government induced market distortions. However,
considerable efforts have been made to develop the marketing systems in
Cambodia, and have resulted in a reduction of marketing deficiencies and
enabled a competitive market structure to emerge (MAFF 1997 and PRASAC
112003).

The majority of the soybean produced in Cambodia is exported to
Vietnam and Thailand, most of which is done informally. Vietnamese and Thai
traders, who follow the world market price, therefore determine the price for
soybean in Cambodia. Soybean markets in Cambodia face considerable price
variations throughout the year, as can be seen in Figure 13. For example,
according to our field interviews, the top quality soybean was sold for about
1,200 riels per kg in November 2002 immediately after early harvest, but then
the price suddenly fell to 900 riels per kg in December before rising back to
1,300 riels per kg in March 2003. It is, however, interesting to note that during
the period of November - January, which is soon after harvest, prices do not
vary considerably, as compared to the periods before harvest. During the past
five years, when price statistics have been complied by MAFF, there have been
no clear patterns of price movements. In 1999 and 2001, prices were higher in
December and January, and caused wholesalers who stocked soybeans to loose
money. The opposite is true of the experiences of 1998, 2000 and 2002. As far
as the interviewed wholesalers could explain, the reasons for drastic price
movements had more to do with the Vietnamese markets, rather than market
forces in Cambodia.
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Our fieldwork found that the local soybean market structure is quite
competitive, as there is tough competition amongst middlemen. This has
apparently led to competitive farm-gate prices received by farmers. Except in
remote areas, farmers in general have several traders from whom to choose. In
Bos Khnor commune, for instance, there were seven wholesalers in addition to
three middlemen from district markets who came to buy soybean produce
directly from farmers. However, a number of poor farmers are obliged to sell
their products to certain traders who are also their creditors. Otherwise, there
seem to be too many layers of middlemen, which reduce the value added that
could accrue to farmers.

Figure 13. Wholesale Price of Soybean in Kampong Cham 1998 - 2003
(1998 - 2003)
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Source: Wholesale Price Bulletins, Marketing Office, MAFF, issues 1998 - 2002.

At the village level, there are two levels of traders. The first level of
traders collects produce directly from farmers to sell to the second level, which
in turn stocks the produce to sell in bulk to outside traders. In the case of Bos
Khnor village, there is also a third level of traders from the district town of Prey
Torteung, where there is a larger market on National Road 6. These third level
traders may buy the soybeans to stock or sell to wholesalers in Phnom Penh or
Neak Loeung (Kandal Province). The wholesalers or traders in Neak Loeung
then sell the products to Vietnamese traders who take them all the way to
Vietnam. If the soybean is for re-export, a couple of levels of traders are added
in Vietnam.
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The margins gained by each trader are difficult to estimate. They can be
remarkably high or even negative depending on uncontrollable market forces.
The estimates in Table 10 below are based on several traders who reported that
they would be satisfied with a $5 margin for buying and selling one ton of
produce, which is a typical gain from trading agricultural products immediately
after their purchase. Of this $5, $1 is for loading and unloading labour. Based
on this estimate and transportation costs, the costs in the marketing chain for
soybean along one route from Bos Khnor to Vietnam can be worked out as
presented in Table 10.

In March 2003, farmers sold one ton of soybean for $230. Taking into
account all the modest marketing margins and transportation costs, one ton of
soybean would arrive in Taing Chov in Vietnam at the cost of $291. The
marketing cost is, therefore, $61 per ton, or 27 percent of the farm-gate price.
This does not include any of the informal fees, which were reported to be not
significant along this particular route.

Table 10. Price of Soybean in the Marketing Chain ($/ton) along a trade
route from Bos Khnor commune, Kampong Cham Province to Taing
Chov, Vietnam

Trade route US $ per ton
Average| Transport| Load and Total | Selling
Margin unload price
@ @ G  (d+243)
[Farmers 230
1™ level middlemen (in village) 5 2 0 7 237
2" level middlemen (in village 5 0 2 7 244
land market)
3 level middlemen (outside 5 2.5 2 9.5 253.5
village: Prey Tortoeung)
U™ level (Neak Loeung) 5 7 2.5 14.5 268
5" level (Vietnam — Taing Chov) 5 15 3 23 291
[Total 25 26.5 9.5 61

Source: Interviews with wholesalers and transporters in Kampong Cham, Neak Loeung March
2003

Cambodia is a small country, and is a price taker rather than a price
determiner. In order to increase farm-gate prices, transportation costs and the
layers of middlemen will have to be reduced. It is widely acknowledged that
transportation costs in Cambodia can be reduced considerably through road
construction and improvements, as well as lowering the tax on fuel. The fact
that most Cambodian farms are small suggests that forming farmers’
cooperatives would reduce the layers of middlemen.

3.3.1.1. High Discount Rate for the Poor
A significant problem is that about 40 — 50 percent of farmers, almost all of
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whom are poor, reportedly sold their soybeans before harvest time. As a result,
they received only about 400 - 600 riels per kg, depending on the length of time
before harvest. The price they received was only about 40 — 60 percent of the
post-harvest price, which is often around 1,000 riels. This is a serious problem
that perpetuates poverty, and occurs mainly because of a lack of credit at a
reasonable cost for the poor.

There are also middlemen involved in this type of “futures” market.
Small traders take money from wholesalers and lend it to farmers, thus taking
some potential gain away from farmers. On average, a household in Bos Khnor
sells about 400 kg of soybean, which is about 20 percent of their total
production, before harvest time. Among other needs, farmers especially need
cash for consumption and contributions to the temples during the religious
ceremony of Phjum Ben.

There were no formal credit schemes in the villages, perhaps due to their
remoteness. As a result, informal moneylenders play a major role in providing
credit. Households that own more than 3 ha of land can obtain cheaper loans
from moneylenders at a flat rate of 5 percent per month. However, those
households with little or no land must pay much higher interest rates of at least
10 percent per month. This is the case in all the areas that were visited in
Kampong Cham, Preah Vihear and Battambang.

One reason why there is such a low price given to farmers before harvest
time is that “transactions costs” are high. Poor farmers are likely to default by
selling their products to other traders while remaining in debt to the original
lender. In order to enforce the agreement, the lender must monitor their
borrowers closely and immediately collect products from them on the spot once
the crop is harvested. This is not efficient because sometime there is no time to
dry the grains. When a creditor dries the soybeans, there is a significant
reduction of about 10 percent in weight.

In Bos Khnor, farmers wished to have price guarantees from prospective
buyers in order for them to increase soybean production. At present, it seems
more profitable to grow bananas, which yield an annual income of about $600
per ha for local markets. Farmers suggested that if one hectare of soybean were
to provide gross revenue of $400 - 500, they would shift from growing banana
to soybean. At the moment, many farmers prefer growing bananas, even though
banana trees deteriorate after three years due to disease and must then be
rotated with other crops.

3.3.1.2. Cheating in Weighing

Another important issue is cheating in weighing by middlemen. There was a
general belief by all the traders and farmers who were interviewed that there
was cheating when products were weighed. A former trader admitted that in
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1996, middlemen, including himself, gained 70kg from cheating in weighing
500 kg of soybean. However, farmers gradually learned to take a sample of
their product to village wholesalers and tried to sell to them directly. This
helped avoid cheating by first level traders. A number of farmers also obtained
their own scales. However, farmers still lost about 5 kg as middlemen still
managed to cheat by offering farmers an opportunity to compare their scales
with those of the farmers. After testing the first sack, farmers believed that the
trader's scale would be better for them and decided to use that one for weighing
the rest of their sacks. The trader was able to "somehow" manipulate his scale
in favour of the farmer for just the first sack, but was able to gain about 3-5 kg
per sack by rigging the scale in his favour for the rest of the sacks. This is
according to a report by a first level middleman who admitted so doing.

Small traders in the village try their best to arrange transactions from
which they can benefit, though many farmers have learned to bypass them in
order to sell their products directly to the wholesalers in the village. The small
traders, however, offer higher prices to farmers than wholesalers do. They
expect to gain from cheating in weighing to make up the loss in offering higher
prices to farmers. For instance, it was reported and confirmed by a few traders
that a first level trader offered a price of 920 riels per kg to farmers in January
2003. They, however, sold the soybean at 900 riels per kg to the wholesalers in
the village. It seems as though the trader may have made a loss, but in fact he
still made some gain. The only way to make such a gain, as admitted by the
traders who were interviewed, is to cheat in weighing. The gain achieved by the
small trader is not extraordinary, but they still take revenue away from farmers
who would not sell the products to them.

3.3.1.3. Transportation costs

The road to the village remained bad during the study, although people
appreciated certain repairs that had taken place earlier. It costs 10,000 riels to
transport one ton of soybean from Bos Khnor village to Prey Torteung market,
located 26 km away. Transportation costs have been reduced over time mainly
due to increased competition among transporters, as more second-hand trucks
from Korea are now available in Cambodia. Road conditions are also a factor in
reducing transportation costs. Better roads enable more middlemen to travel to
the village, thus increasing competition for farmer's products, which in turn
tends to increase farm-gate prices. Within the village, horse carts are used to
transport the soybeans to the wholesaler’s location. The cost for this traditional
mode of transportation was 2,500 riels per sack in the wet season and 500 riels
per sack in the dry season.

3.3.1.4. Fees along the roads

It was reported that fees along the roads were currently not a problem.
However, before 1997, it cost $22 per ton from Bos Khnor to Neak Loeung,
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compared with $8 per ton now. The sharp reduction in transportation cost was
obviously conducive to soybean marketing. One reason why transportation
costs were so much higher in the past was because there were anarchic armed
forces along the road demanding money from transporters. Also, there were
fewer trucks available to compete freely.

Box 1. Mr. Ee Sophal, a wholesaler/trader in Bos Khnor, Kampong
Cham Province

Mr. Ee Sophal is one of the seven agricultural wholesalers in Bos Khnor Commune,
and is believed to be the largest one among the seven. About 1,000 tons of soybean
are traded through him. Of this amount, about 30 percent goes to a nearby district
market in Prey Torteung, 50 percent to Neak Loeung, and 20 percent to Phnom Penh.

Sophal followed his mother who had been in the trading business for more
than 20 years. He knows many traders in both Cambodia and Vietnam. He also
claimed to know about 10 Vietnamese traders through his clients in Neak Loeung,
who trade between him and the Vietnamese traders. The Vietnamese traders are a
main factor in his decisions concerning whether or not he should stock additional
produce. He said that he would only believe the majority of the 10 middlemen, and
had never been cheated by the Vietnamese. It is interesting to observe that it would
not be easy for a new wholesaler to build up strong personal ties with Vietnamese
traders over the years. Though such relationships have helped facilitate trade, they
also act as a kind of entry barriers.

Mr. Ee Sophal would be satisfied to make a margin of $5 per ton. Of this,
$1 is for labour to load and unload the produce, and $1 is for the sacks. Immediately
after harvest, he buys the product directly from farmers. He later buys from small
traders who go around to collect from stocks maintained by farmers who can afford
to stock soybean for better prices. He believes that the prices of soybean and mung
bean offered to him is indirectly determined by the Vietnamese traders, and is not a
function of supply and demand in Cambodia. He was told that his soybean went all
the way to China.

Sophal has never lost any money from trading soybean during his past 10
years of independent business. However, he did lose about $10,000 in 2002-03 when
the price of mung bean fell drastically. He had purchased mung bean at $320 per ton
to stock, but the price later fell to only $120 per ton. Then in March 2003 the price
increased to $210 per ton, and he was considering selling some of the 100 tons in his
stock.

As someone who has considerable capital in the commune, there is demand
for credit from him. He joins others in acting in the ‘futures’ markets (locally known
as bandak). He lends money for about 20 tons in return every year. Many of the
transactions were through smaller traders who take 50 - 100 riels per kg from
borrowing farmers. He believes there would be demand for 100 tons if he wanted to
do that much. Before Phjum Ben, or about two months before harvest, the price of
soybean sold to him is 400 riels per kg. Then during Pjum Ben, or one month before
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harvest, the price goes up to 500 riels. After harvest, it is 900-1,000 riels per kg.
However, he said that every year about 20 percent of his clients could not deliver the
contracted amounts, so they must wait until the following year without carrying over
the same terms. He believes that it is difficult for poor farmers in this commune,
saying that “The poor farmers become poorer. This creates more theft than before.”

3.3.1.5. In Thbeng Meanchey, Preah Vihear Province

In this remote area, there are 7 traders competing for an estimated 2,000 tons of
soybean.*”* They do not stock the product for long because they are not willing
to take the risks of possible falling prices. They usually transport the soybean
to Kampong Thom at the cost of $10 per ton in order to sell the product to
wholesalers there and in Kampong Cham.

As in Kampong Cham, a trader is usually satisfied with a margin of
about 15 - 20 Riels per kg, or $4-5 per ton. There were five 5 middlemen in
Kampong Thom who bought soybean from Preah Vihear. These traders
advance the money to the middlemen in Preah Vihear because the latter are
often short of cash. As a result, traders in Preah Vihear are bonded to traders in
Kampong Thom to a certain extent. However, from the viewpoint of the traders
who were interviewed in Kampong Thom, there is considerable competition
among traders there. Traders who bring soybeans from Preah Vihear have a
choice of selling their products to wholesalers in Phnom Penh, Neak Loeung or
Kampong Thom. They often make a phone call to all the traders before making
their decision. However, many traders in Preah Vihear take loans from
wholesalers in Kampong Thom and tend to be obliged to sell their stock to
them.

Competition among middlemen in Thbeng Meanchey is not very tough.
The traders appear to have made high returns from their trading and lending
activities. After one interview, one trader revealed that he had started his
business four years ago with only $3,000 in hand. Of this amount, $1,000 had
been borrowed from relatives. He was currently using his own $20,000 as
working capital. More profit may come from his lending activities than from
the actual trading itself.

The majority of farmers in Preah Vihear reportedly take loans with an
interest rate of 5-6 percent per month, mostly from the traders. They need cash
to pay for labour hired for planting, weeding and harvesting. They are then
under pressure to sell their produce to the creditors at prevailing market prices.
However, in practice there is an implicit threat of a penalty by denying future
loans if farmers are disloyal by selling their products to other traders for better

3 Traders estimated that soybean production in their district was about 2,000 tons in 2002,

whereas the official statistics show only 413 tons in 2002.
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prices. This practice is different from that of Kampong Cham, where about 20
percent of farmers reportedly sell in advance as in Kampong Cham. They
receive a price of only 400-500 riels per kg fixed at the time of the credit
advance, as compared to 900 riels per kg after harvest, which represents a large
discount over a period of two months or so. The default rate, for at least one
trader who had about 200 borrowers, was about 20 percent.

3.3.2. Marketing and Export of Maize in Battambang

Maize production in Battambang is almost totally dependent on Thai markets,
as the domestic market absorbs only a small proportion (less than 10%) of total
maize production in Battambang. For example, the interviews revealed that
most maize farmers were quite worried when the Cambodian-Thai border was
closed following the anti-Thai riots in Phnom Penh on 29 January 2003.

Even though there appeared to be no major barriers to entry, there were
a few middlemen. This could result in an oligopolistic market. In Kampong
Reang district, a few Cambodians work for Thai traders by collecting maize for
them. In return, they receive a payment of 2 Baht per sack of 120 kg. These
local collectors gather maize from farms after it is harvested, sack it, and then
store it in warehouses on the farm. The Thai traders only do business with those
they know and trust. There is only one Cambodian who has become a trader on
his own after working for a Thai businessman for 4 years.

However, in Sampeou Loun district, the largest producer of maize in
Cambodia, there are more trader-exporters of maize. Some of them are from
Battambang town because people in the local area are reportedly hesitant about
doing trade. As a result, there seemed to be more competition there, although
farm-gate prices did not differ very much.

In general, farmers in these districts seem to pay great attention to the
problem of cheating in weighing, as do soybean farmers in Kampong Cham.
According to one interviewee who was suddenly interested in this problem,
there is a good possibility that cheating takes place. However, given that maize
is relatively cheap and the yield is high, weight cheating may not matter much
to other farmers in general.

There is a clear opportunity for “Cambodianising” maize trade, even
though the Thai businesses now have better bargaining power to act as a sole
buyer of maize in the area. There have been some efforts to set up markets for
maize on the Cambodian side, or create associations, in order to increase the
bargaining power of the Cambodian farmers. But this has not been successful
so far due to various reasons.

In 2002, there was an initiative to create a farmers’ association and a
market in order to strengthen the bargaining power of farmers. However,
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according to district officials, "Thai businessmen did not agree with the idea,"
and threatened to close the border if the Cambodian side were to go ahead with
the idea. On the Cambodian side, there was also concern about the speed of
transactions if the maize had to go through the association before reaching
buyers in Thailand. Rapid cash flow is of great concern to farmers, since credit
is very expensive for them.

In the past seven years, the farm-gate price of maize has been quite
stable, fluctuating by only 2.8 - 3.2 Baht per kg, or about $70 per ton. Thai
wholesalers, who are about one hour away from the border, offer 3.8 - 3.9 Baht
per kg. Transportation cost is 150 Baht per ton, or 0.15 Baht per kg. Thai
farmers reportedly receive 3.6 Baht per kg even though their maize is not as
good. Thai farmers use chemicals for maize production, while Cambodian
farmers do not because the new land is already very fertile.

Table 11. Margins along the Marketing Chain of Maize in 2003

Baht per ton  Riels per ton USS per ton

Farm-gate price 2,900 275,500 69.05
Fees along the road (30-40 Baht each place) 10 950 0.24
Fee imposed on truck 20 1,900 0.48
'Pheasy' imposed in Cambodia 100 9,500 2.38
'Pheasy' imposed in Thailand 183 17,417 4.37
Fee for border police 10 950 0.24
Road contribution to Transport Authority 15 1,425 0.36
Total fees 338 32,142 8.06
Threshing 167 15,833 3.97
Loading and unloading in Cambodia 125 11,875 2.98
Transportation from farm to main road 167 15,833 3.97
Transportation Cost in Thailand 150 14,250 3.57
Total marketing costs 947 89,933 22.54
Net benefit for trader 100 9,500 2.38
Price offered in Thailand 3,947 374,933 93.97
Farm-gate price as % of price offered in Thailand 73.5%
Total fees as % of farm gate price 11.7%
Total fees as % of net benefit for farmer 31.4%
Total fees as % of net benefit for trader 336%
Net benefit for trader as % of farm gate price 3.4%

Source: Based on in-depth interviews with two traders and two districts officials in Battambang in
March 2003; Note: The purpose of presenting in three currencies is for ease of calculation for
different audiences.

District and border authorities also demand high fees, which in effect
suppresses farm-gate prices. Details of costs and margins in the maize trade are
presented in Table 11.

3.3.3. Marketing and Export of Tapioca in Kampong Cham

In terms of weight, tapioca is the cheapest among the four study crops. The
price in 2003 was 80 - 90 riels per kilo, or $20 - $22 per ton. Most of the
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tapioca, either raw or chopped, peeled and dried, is exported to Vietnam. As a
result, there is a high dependency on Vietnam's markets. The trade is informal
in nature, which is a disadvantage for Cambodian traders and farmers. For
example, in March 2003, the Vietnamese authorities abruptly decided to stop
buying raw tapioca from Cambodia, reportedly due to the adequacy of local
production in Vietnam. This caused Cambodian farmers significant trouble
because they could not sell their products in large quantity anywhere else. In
addition, according to the farmers and traders interviewed, they did not know
about the decision beforehand and therefore suffered considerable losses when
they transported the product all the way to the border. Fortunately, Vietnam
still allowed the peeled, chopped and dried tapioca to enter their markets. Thus,
people had to undertake this processing on their own. Though there was some
value added gained from this processing exercise, the total revenue for the
products was lower.

There is limited local processing capacity to absorb tapioca produced in
Kampong Cham. Only about one third of the total product can be processed in a
newly set-up factory in the province. People compete to sell to the factory,
though some are not happy when their product is not bought. They believe they
are discriminated against as a result of not having any relationships with
anyone in the factory. However, farmers must register first before the factory
can purchase their products. It may take some time for everybody to be clear
about such rules and procedures.

There are also traders who buy raw tapioca from farmers and export it to
Vietnam. It is common for farmers to sell their crops in bulk on a rough
estimate of the total product. However, this is probably to the disadvantage of
farmers because traders are more experienced in estimating the amount of
produce.

Although there are no official fees required from tapioca trade, traders
still have to expend a significant amount of money and time to deal with
unofficial fees along the road. One trader who was interviewed reported that he
had to pay fees at nine places within a distance of 12 km while sending his
product to Vietnam. Most of the checkpoints are illegal and mobile. They
demand small amounts of money, such as 500 riels or 1,000 riels per truck
carrying 7 tons. This makes the journey slow and bothersome. In Battambang,
raw cassava is also exported to Thailand. No export fees are required from this
crop, though a truck load is charged 200 Baht by Cambodian border authorities.

3.3.4. Marketing and Export of Cashew

Prices for cashew can vary dramatically. For example, the price of cashew nuts
in shell has changed significantly from more than $1,000 per ton in 1999 to
$400 in 2001 and then to $450 in 2002 and $530 in 2003. The dramatic fall in
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price between 1999 and 2001 could be attributed to both the fall in world prices
and problems in the domestic market structure. Given its low production
compared to the world production of about 1 million tons, which is about one
percent of the world production, Cambodia is a price taker and has almost no
influence on world market prices (Table 10). However, the drop in price from
1999 to 2000 was perhaps not so much the result of the slide in the world price
of cashew, but the result of higher levels of demand than usual from
Vietnamese processors in 1999. They were therefore willing to pay the
extraordinarily high price.

There is a high degree of competition among middlemen. For example,
in Kampong Thom, farmers and traders have quite a few choices of wholesalers
in the Kampong Thom market, since there are 7 of them. The wholesalers in
Kampong Thom also have a choice to sell to traders in Neak Loeung, Phnom
Penh or Kampong Cham. Bargaining is done via mobile phones before
transactions take place.

However, within the village, farmers - especially those having fewer
trees and far from the market - are faced with a limited number of traders who
buy their produce. Moreover, farmers often do not know the prevailing market
price.

Many farmers borrow money from traders before harvest time. Although
they are supposed to sell their produce at market price, their bargaining power
is reduced. In this case, middlemen may dictate prices to their bonded clients.

There are several layers of middlemen in the marketing chain for
cashew. Basically, a trade route from Kampong Cham goes from farmers to the
first level of middlemen (in Khmer called Kon Day) within the village to the
second level of middlemen at the district market, and then on to Phnom Penh,
or Neak Loeung before going to Vietnam. Another trade route is from
Kampong Cham to Suong, a district of Kampong Cham close to Vietnam, and
then to Vietnam.

Since agricultural production, and thus agricultural prices, fluctuate
according to the weather, prices received by Cambodians are also volatile.
Moreover, Cambodia is like a buffer market for Vietnam, which receives
contracts directly from consumer countries and collects cashew products from
Cambodia if its domestic supply does not meet the quantity stipulated in the
contracts. Cambodia has yet to export any significant amount of nuts without
shells to final consumer countries. A processing factory has been set up very
recently and is processing about 5 percent of the total cashew production in
Cambodia (see more details under the processing section). As a result, the
market price for cashew in Cambodia may continue to be dictated by Vietnam,
unless there is competition among Vietnamese buyers. On the other hand, the
Cambodian market for cashew is very informal and faces many distortions that
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can also substantially affect farm-gate prices. Meanwhile, Vietnam, which
exports about 100,000 tons of cashew nuts per year, remains a critical market
for Cambodia. Our field inquiries reveal that since 2001, the majority of
cashew nuts go to Vietnam through Smach, a border area in Kampong Cham
province. Such exports are informal and unrecorded.

There appears to be great potential for further expansion of cashew
production. Cashew is suitable for many types of soil, and there is more land
available for production. The demand for cashews in the world market also
looks promising given the nutrients the nuts contain. As far as land is
concerned, it appears that cashew production can be substantially expanded in
Rattanakiri, Mondulkiri and Steung Treng, where produce can be exported to
the Vietnamese markets over relatively short distances, as well as in Kampong
Thom, Siem Reap and many other provinces. Due to marketing constraints, the
farm-gate prices for cashew have been low, which has reduced incentives for
farmers to make or expand investments. It is very likely that more production
will be achieved when marketing costs are reduced.

Table 12. Export of Cashew Nuts in Shell Estimated by Wholesalers

1999 2000 2001 2002 2003
Cashew nuts in shell exported (tons) 11,000 12,000 10,000 12,000 15,000
Average price received by farmers (US $1,000 $600 $400 $450 $530
$/ton)
Export value accrued to farmers (million $1lm $7.2m $4.0m $5.4m $7.9
Us$)

Source: Based on interviews with farmers in Kampong Cham and Kampong Thom, and
wholesalers and traders in Kampong Cham, Kampong Thom and Neak Loeung in March 2003.

Table 13. World Raw Cashew Production 1997-2001 (000 MT) In-shell
Basis

1997-98 1998-99 1999-00 2000-01
India 430 360 300 325
Brazil 185 175 115 180
Vietnam 140 110 70 100
Tanzania 80 110 80 100
Mozambique 30 40 40 40
Indonesia 20 40 20 30
Cambodia* 11 12 10 12
Others 104 58 60 138
Total 1,000 905 695 925

Source: International Tree Nut Council, Global Statistical Review, April 2001, Spain, Obtained at
http://inc.treenuts.org/stats_cashew aprO1.html
* Estimated based on fieldwork.

Another factor concerning potential production is that farm-gate prices
may be higher when peeling facilities are installed in Cambodia. Cambodian
cashews could then find markets directly in large consumer countries such as
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Japan and the US. Such a scenario would induce more investment in
plantations, and would create more value added within Cambodia. Currently,
one enterprise is being set up in Kampong Cham to peel cashew nuts. It
remains to be seen whether or not the factory will be efficient and viable, as it
is unlikely to enjoy the same economies of scale and low fuel costs enjoyed by
those in Vietnam.

3.3.5. Assessment of Current Exports of Agricultural Products

It is generally agreed that Cambodia is endowed with good natural resources
and weather conditions and, therefore, has a potential comparative advantage in
agriculture. However, its actual comparative advantage in agriculture has yet to
materialize (Kato, et al, 1998 and Chan, 2000). A number of studies have
identified the obstacles to expanding agricultural exports. The most commonly
cited impediments include post harvest inefficiency, inadequate information
flows, high transportation costs, illegal checkpoints and a lack of external
markets.* This study attempts to assess whether or not the potential for
Cambodia's agricultural exports can be expanded without duplicating other
studies that has been done recently, such as the comprehensive study completed
by the Ministry of Commerce entitled "Integration and Competitiveness Study".
While new findings from the analysis of existing data and the field inquiries are
the main focus of the discussion, a number of critically important problems still
deserve reiteration.

Table 14. Export of Products in Agricultural Sector Based on Official Data

Chapter of Goods Value of Exports ($
million)
HS 2000 2001
01 Live animals 0.05 1.07
03  Fish and crustaceans, and other aquatic invertebrates 5.90 6.07
10  Cereals 0.96 2.39
40 Rubber and articles thereof 31.99 25.83
44 Wood and articles of wood; wood charcoal 34.07 23.10
Total (excluding wood..) 38.90 35.36
Total (including wood..) 72.97 58.46
Garment 985.00 1112.00
Total exports 1408.00 1438.00
Agricultural export excluding wood to garment exports 3.9% 3.2%
Agricultural import excluding wood to garment exports 7.4% 5.3%
Agricultural export excluding wood to total exports 2.8% 2.5%
Agricultural import excluding wood to total exports 5.2% 4.1%

Source: Ministry of Commerce, Exports 2000 and 2001

3 See for instance, MoC, 2001, Integration and Competitiveness Study, and MAFF, MAFF (1999)

“Cambodia: Agricultural Strategies and Policy Framework for Sustainable Food Security and
Poverty Alleviation”, Ministry of Agriculture, Forestry and Fisheries, FAO, UNDP (Phnom
Penh: January 1999)
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As can be seen in Table 14, which shows official figures compiled by
the government, total export of products including wood in the agricultural
sector was recorded at $58.5 million in 2001. This is very small compared to
total garment exports, which reached $1,112 million in the same year. In other
words, agricultural exports, excluding wood, accounted for only 3.2 percent of
garment exports, or 2.5 percent of total exports, in 2001.

Table 15. Export Value of Key Agricultural Commodities/Products Based
on Estimates by Wholesalers and Traders and on Official Figures

Commodity/Product Estimated export value Potential for export
in 2002 ($ million) expansion*®

Grains
Rice 7.0 High
Soybeans 8.0 Very High
Cashew 5.4 Very High
Mung beans 1.5 Very High
Maize 12.0 Very High
Sesame seeds 3.5 High
Cassava and tapioca 2.0 Very High
Sugar cane 0.5 High

Subtotal Grains 39.9
Fish 6.0 Very High
Live cattle and buffaloes 2.0 Very High
Rubber 25.8 Very High

Subtotal 33.8

Total 73.7

* This is judged by the information gathered in this study.

Source: Based on interviews with farmers in Kampong Cham and Kampong Thom, and
wholesalers and traders in Kampong Cham, Kampong Thom, Neak Loeung and Sihanouk Ville in
Mar 2003.

However, judged from information gathered during our field inquiries,
real agricultural exports should be much higher. Senior statistics officials at
MAFF also acknowledge that their figures underestimate the actual amounts.
Based on interviews with wholesalers and traders, total non-wood agricultural
products exported in 2001 should be about $70 million, not $35 million as
recorded in government statistics, which is in fact good news. The main
difference comes from cereals, which the government reported at $2.39 million,
while our estimate is about $40 million. Nonetheless, even optimistic figures in
Table 15 suggest that agricultural exports are still very low compared to
garment exports. Table 15 also assesses the degree of potential for expanding
production and export of crops and certain sub-sectors in agriculture.
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Box 2. Transportation Costs on Certain Trade Routes

Paddy, soybeans, cashew, mung beans, maize, sugar cane, sesame seeds, lotus,
tapioca, and even cattle and buffalo are currently exported absolutely raw. Compared
with other countries, where roads are much better and fuel taxes are much lower,
there must be remarkably high transaction costs given the very poor infrastructure
and small-scale nature of Cambodian farming. Relative transportation costs will be
addressed in the second phase of the study. Cambodia is a small country, and thus a
price taker for any product. As a result, high transportation and transaction costs
substantially suppress farm-gate prices. For heavy, low-value commodities such as
sugar cane and tapioca, transportation costs practically prohibit certain areas from
receiving profitable farm-gate prices. The findings of transportation costs along
certain routes covered by the fieldwork follow.

From Bos Khnor commune, Kampong Cham province, to Neak Loeung,
Kandal province, through Prey Veng provincial town, the cost of transporting
agricultural products was $8 per ton. It took about 6 hours for a truck carrying 18
tons and consuming about 100 litres of diesel ($40) to travel the distance of 120 km
between the two locations. The rate of $8 per ton was inclusive of all the fees along
the roads, which were about $1 at present, but not the loading and unloading costs,
which were another $1. During periods of insecurity prior to 1998, the cost was $22
per ton.

Another route from Bos Khnor to Neak Loeung is through Phnom Penh. The
length of this route is 180 km and it takes approximately 8 hours, while using about
120 litres of diesel. The total amount of informal fees along the route was about
80,000 riels, or $20. According to one transporter, the fees included payments to
avoid being weighed.

It cost $10 per ton to transport soybean by truck from Thbeng Meanchey district of
Preah Vihear province to the Kampong Thom provincial town. Then, from Kampong
Thom to Neak Loeung, the costs were $10 per ton by small truck or $8 per ton by
larger truck. Payment along the road between Preah Vihear and Kamong Thom was
about 5,000 riels per truck at one place. There could be two or three such places, all
of which are illegal.

3.3.6. Major Deficiencies in Marketing Systems and Exports

3.3.6.1. Poor Information Flows

Enough has already been said about poor information flows in agricultural
markets. Efforts and plans have already been made by the Ministry of
Commerce to improve the flow of information, mainly to farmers. This will no
doubt help reduce the exploitation of farmers who have inadequate information
about their products. However, less attention has been paid to information
flows at the international level. The field inquiries found that most important
wholesalers in Cambodia do not have reliable sources of information with
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which to predict changes in production and prices. Wrong decisions concerning
the amount of product to stock are often made because of false information
received from other rivals. The uncertainty by wholesalers that arises from false
information has direct consequences for producers, including poor farmers. In
Cambodia, buyers in remote areas are monopsonists, and can dictate prices in
the local market. The majority of wholesalers or traders do not use the Internet,
which could provide information helpful to their businesses.

3.3.6.2. High Transactions Costs

It is well recognised that high transactions costs impede trade and discourage
production. In the case of Cambodia, it is clear that transaction costs are higher
than those in neighbouring countries as a result of inferior institutional and
physical market infrastructure. A number of key factors that push up
transactions costs deserve mention.

e Poor Roads. This problem has been cited already, but deserves
reiteration. Despite rehabilitation efforts made in the past two decades,
both the quantity and quality of roads, and in certain cases bridges, in
Cambodia are far from adequate. The state of the roads is so poor that
both products and people are costly to transport. This is a fundamental
obstacle in the agriculture sector as it progresses beyond a subsistence
level. Poor roads discriminate against heavy products with low value,
such as tapioca and sugar cane. Speedier action is required to build roads
and bridges if agricultural production and trade is to be expanded.

e High Transportation Costs. In addition to poor roads, there are other
factors that increase transportation costs. First, the high tax on petrol is
the most costly component of transportation. The "Integration and
Competitiveness Study" of the Ministry of Commerce clearly points out
that the tax on petrol in Cambodia is the highest in the region.”® This
seriously erodes Cambodia's competitiveness in the region. As in the
case of poor roads, high petrol taxes increase the costs of transporting
goods and people, impede trade, push down farm-gate prices and, as a
result, discourage production. Second, transport vehicles in Cambodia
are not efficient compared to those in neighbouring countries, due
largely to the poor quality of roads and bridges. This also adds to the
unit costs for transporting agricultural products by increasing transaction
costs associated with maintenance and repairs.

e High Bureaucracy Costs. Formal exporters of agricultural products
complained about the costs of moving products through authorities, such
as customs offices and the police. They maintained that such

3 Moc (2001)c, Integration and Competitiveness Study - Part C, Phnom Penh
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“bureaucracy costs” are a major constraint to doing competitive business
and that such costs are passed on producers. However, informal
exporters of agricultural products do not complain much about these
costs. They do not require papers from relevant authorities, although
they make informal payments to officials on the roads and at
checkpoints.

e High Collection Costs. Cambodian agriculture is characterised by small-
scale farms. Because there are many small farms, the collection of
products or buying in bulk is costly. There are too many layers in the
intermediary sector of the market chain. For instance, for certain grain
markets, there are collectors (called in Khmer Kon Kamchreng) who
directly buy produce from farmers. Then, these collectors sell the
produce to district market traders (called Me Kanchreng). These traders
do not stock for long but re-sell the produce to larger provincial traders
who can afford to stock longer if they wish. These provincial traders sell
their goods to the larger wholesalers who deal directly with foreign
buyers. This kind of structure, which is common in long life grain
markets, has four layers in the intermediary level. This increases the
transaction costs enormously for farm products to reach final consumers,
especially those in other countries. When one country with so many
small farms competes with another country with fewer yet larger farms
in exporting a particular product, the country with smaller farms will be
less competitive, other things being equal. This is because the high
collection costs associated with small-scale farming pushes down
market farm-gate prices.

3.3.6.3. Lack of Quality Standardisation or Long Term Thinking

A number of wholesalers who were interviewed revealed certain "bad"
practices in the trade of several agricultural products that have led to the failure
to capture certain markets. One common problem is that produce such as
soybeans and lotus are soaked in water to add weight. For a few weeks the
grains look fine, but afterwards they spoil. Although such short-sightedness is
not widespread, it did in fact help eliminate a number of wholesalers who lost
certain markets. For example, it was reported that in the early 1990s, Thailand
was a large market for Cambodia's soybeans. However, Cambodia has since
lost this market because of the above problem. Also, in the late 1980s, lotus
grains no longer found markets in Singapore or elsewhere because of such
practices. It is unclear why such practices started, though poverty induced
short-sightedness may be one reason. A free rider problem may also be one of
the reasons. In any event, this kind of cheating is believed to still exist in
certain agricultural markets. Further examples of bad practice include the fact
that ripe cashew nuts are mixed with unripe ones when prices are higher.
Sesame is mixed with sand. Slaughtered chickens are injected with water. Nails
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or other metals are inserted into prawns. All of these practices are of course
intended to add weight to the product. While such practices may eventually
disappear in the long run as markets stabilise, public education is vital for
speeding up their elimination. The costs are also much too high when one
considers the potential for exports. In this sense, phyto-sanitation is critically
important if Cambodia wishes to enter European markets and those of other
developed countries.

3.3.6.4. “Thin Markets”

It was interesting to learn from wholesalers that when there is large demand
from outside Cambodia for certain products, farmers or retailers who have
heard about it will then demand superficially higher prices. The new prices that
they demand are higher than prevailing market prices to such an extent that
wholesalers cannot collect enough products to meet export contracts. It is
generally true that higher demand leads to high prices, other things being equal,
and there is nothing necessarily wrong with farmers or retailers asking for
higher prices. However, it is the excessive level of speculation by those who
demand such high prices that cause transactions to fail. The way it works can
be summarised as follows. Demand from outside the country is based on
prevailing prices in the Cambodian markets. When prices are increased, the
transactions cannot be completed. Of course, prices must come down
eventually, but if it is too late it will pose additional transactions costs to
wholesalers. This is one of the main problems in terms of securing large
contracts from overseas. Currently, wholesalers simply buy products at market
price without causing any shock in demand, and stock them while waiting to
sell to Thai or Vietnamese traders who come to buy in Cambodia for re-export.
This is a good example of “thin" or small volume markets for certain crops
other than paddy.

3.3.6.5. Contract Farming Difficult to Establish

One way to deal with the "thin markets" problem would be to establish
"contract farming". Wholesalers reported that they have tried it already, but it
did not work. They have even provided cash inputs and other means to farmers
to produce a desired crop. They also agreed to buy the product at a fixed price,
which of course should be lower than the market price. However, even when
everything is agreed, farmers often do not follow the contract. They may sell a
portion of their product to the contractor, and then sell the rest secretly to the
market at a higher price. Futures markets, therefore, do not seem to work in the
current context of Cambodia, which is characterised by severe poverty and a
lack of effective enforcement of contracts. Nonetheless, such markets should be
established if wholesalers are to export large amounts of product directly to
other countries beyond Vietnam and Thailand, which simply take away a
degree of value added from Cambodian farmers.
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3.4. Agro-processing

Promoting the production of cash crops goes hand in hand with promoting
agro-processing enterprises. Most of Cambodia's raw agricultural products are
currently exported for processing and re-export elsewhere. A large proportion
of paddy, soybean, cashew nuts, mung bean, maize, sugar cane, sesame seed,
lotus, tapioca, cattle, buffalo, fish and resin are exported raw to Vietnam,
Thailand and Malaysia. While this contributes to raising demand for
Cambodia's products, it reduces potential value added that could be created by
setting up processing factories in Cambodia. There should not be any reason
why Cambodia cannot develop an agro-processing industry, which is not
necessarily high-tech. As a result, there is considerable potential to develop this
sector.

In fact, modern agro-processing has just recently emerged in Cambodia.
A small number of processing factories have been established and operated
over the past few years. If this new industry were to expand, the direct benefit
would be more jobs and value added created within the sector. It would also
absorb at least some of the 200,000 new labourers that enter the labour force
each year. The indirect benefit would be an increase in crop production to meet
the demand for inputs by the enterprises. Moreover, the locally processed
products could substitute for imported ones, many of which are sold in
Cambodian markets. This would save a considerable amount of foreign
exchange used to import processed food.

Setting up processing factories near farming areas, rather than in another
country, would at least save transportation costs and could potentially push up
farm-gate prices. Such incentives are badly needed for farmers to expand
agricultural output and to reduce poverty. Due to the limited processing
capacity at present, most of Cambodia's raw produce must travel all the way to
Vietnam and Thailand. The trade costs incurred along the way effectively
reduce farm-gate prices, as factory-gate prices in Thailand and Vietnam are
unlikely to be raised for Cambodia's products, which apparently account for
just a fraction of total inputs.

It is therefore important to assess the development of the infant agro-
processing factories in Cambodia. Four enterprises were interviewed for this
purpose, since there is really only a small pool of agro-processing enterprises in
Cambodia. In fact, there are no other significant agro-processing enterprises.
One purpose of the inquiries was to assess the potential for profitable expansion
in this new sector.

In this regard, efforts have already been made with mixed results.
Overall, it can be said that the private sector has taken some initiatives in the
processing sector already. However, it remains to be seen if all these ventures
will be successful. The advantage of location gained by being near the farms is
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only one of the many factors that determine the profitability of businesses in
this sector.

3.4.1. Mong Reththy Investment Cambodia Tapioca Flour Co., Ltd
(Sihanouk Ville)

The Mong Reththy Group invested $2.8 million to install a tapioca-processing
factory in Sihanouk Ville in 1999. The factory was imported from Thailand and
has the capacity to process 200 tons of raw tapioca per day to produce 50 tons
of tapioca powder. It was the first factory of this kind in Cambodian history. To
run at full capacity, the factory requires 52 people including guards and daily
workers. A daily wage for a worker in the factory is 7,000 riels ($1.75), and
there would be 24 of them working several days a month when the factory is
operated. A salaried worker earns $50 to $80 per month. Most of the staff and
workers were recruited from the home village of Mr. Mong Reththy.

The Mong Reththy Group allocated 1,800 ha, out of 11,000 ha that it
received as a concession from the government, for growing tapioca. However,
only 387 ha was suitable for cultivating the crop, producing an average yield of
12 tons of raw tapioca per hectare. This was not enough, and the company had
to rely on nearby farmers to supply the raw tapioca for them.

The raw tapioca produced by the company together with the raw tapioca
that was bought externally was still far from sufficient to run the factory at full
capacity. Ideally, the factory provided a market that motivated farmers to
produce more tapioca and earn more income. The availability of land for
growing tapioca seemed great, and to encourage more tapioca production, the
company offered seedlings (originally imported from Vietnam and Thailand)
free of charge to prospective farmers or other investors. The company would
also do the land preparation work and collected the fee only after the harvest,
which serves effectively as an interest-free loan of $90 per hectare. The
company also guaranteed to buy tapioca from producers at the rate of $20 per
ton at the factory gate. However, the company’s incentives seemed too small to
trigger much response by landowners.

In Kampong Speu province, the farm-gate price was $17 to $18 per ton.
With an average yield of 12 tons per ha, the gross revenue would be about $150
per ha. The cost of land preparation and labour was already over $100 per ha. It
seems clear, then, that the compensation was not sufficient for producers in
provinces such as Kampong Speu and Kampot with relatively poor soil. Either
the price or the yield had to increase in order for them to benefit from growing
the crop. As for the price, the company said it could not offer a higher rate
because the world price continued to be low. The company sold about 40
percent of its product domestically at the price of $170 per ton of tapioca
powder, and exported 60 percent of production to Korea.
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Since there was not enough tapioca nearby, the company went further
away to collect raw tapioca in Kampong Cham where the soil is rich. Various
farmers were selling their tapioca to the company before another factory of a
similar type, called T.T.Y., was established in the province. Mr. Mong offered
$15 per ton to middlemen and the company transported the produce to the
factory, which cost more than $5 per ton. Fuel prices were the most expensive
input for transportation, although the trucks were also sometimes stopped at
checkpoints. The yield is as high as 25 tons per hectare in the red soil of
Kampong Cham. With a farm-gate price of approximately $14 per ton, the
gross revenue for producers there could be as high as $350 per ha, as compared
to $150 in Kampong Speu. The factory would be better off moving there
because most of the raw tapioca produced in Kampong Cham was being
exported to Vietnam.

As of 2003, the factory suspended operations due to the lack of raw
tapioca. In fact, tapioca production can only be expanded if the price is high
enough. The company maintained that it could not raise the price because the
price of the processed product could not be raised. However, the price of raw
tapioca could be increased if production costs, primarily fuel, could be reduced.
In Cambodia, the tax on fuel is by far the highest in the region. Mr. Mong
Reththy observed that agro-processing enterprises in Thailand can claim tax
refunds for fuel, which is a significant incentive needed to promote this
particular sector.

3.4.2. T.T.Y. Agricultural Plant Development and IMEX. Co. Ltd
(Memut District, Kampong Cham Province)

T.T.Y., with an investment of $6 million by a Cambodian, started operations in
December 2001. It has a factory to process 200 tons of raw tapioca to obtain 50
tons of tapioca powder per day. When running, the factory employs a total of
108 workers, working in three shifts of 8 hours each. Each worker earns an
average wage of 8,000 riels, or $2 per day. T.T.Y. also employs 31 additional
staff to take care of non-production work. Most workers come from nearby
areas.

The factory was purchased from Thailand and installed in Memut
district of Kampong Cham province. It was the second of this type existing in
Cambodia after the one installed by the Mong Reththy Group in Sihanouk Ville
in 1999. The T.T.Y. factory was located in a strategic position and does not
face a supply shortage of raw tapioca, as did the Mong Reththy factory.

From December 2001 to March 2002, the factory could not procure
sufficient raw tapioca to process because it was too expensive. A Vietnamese
trader was buying raw tapioca at the price of 105 riels per kg from farmers, or
about $27 per ton. The company thought it could not make profit at that price,
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so it operated for only one month, processing 6,000 tons of raw tapioca and
producing 1,500 tons of tapioca powder. In 2002-03, the factory was able to run
at full capacity for 5 months between December 2002 and May 2003, procuring
30,000 tons of raw tapioca to produce 7,500 tons of tapioca powder. The price
of raw tapioca was about 87 riels per kg, or about $22 per ton.

In Memut District alone, production of raw tapioca in 2002-03 was
estimated at about 90,000 tons, according to a study by the company. The
intake by T.T.Y was therefore only one third of the total production in the
district, not to mention the entire province. The company therefore faces no
shortage of raw tapioca supply unless Vietnam offers a higher price that the
company cannot meet. In March 2003, Vietnam abruptly banned imports of raw
tapioca from Cambodia, apparently due to sufficient domestic supply. This
certainly helped T.T.Y. to enjoy monopsony power in buying the raw tapioca.
The rest of the raw tapioca was peeled, chopped and dried and then sold at a
cheaper rate to Vietnam.

Vietnam has been buying tapioca from Kampong Cham to supply its
processing factories for export. A company official who visited the bordering
Tai Ninh Province of Vietnam reported that in the area near Kampong Cham,
Vietnam had 7 medium-sized factories that were each processing 100 - 200
tons of raw tapioca per day, and more than 100 factories that were each
processing 5 tons. The processed product is mainly for export. Vietnam
reportedly produces large amounts of tapioca to supply the factories. Kampong
Cham, therefore, is like a buffer supply area for Vietnam. When there is a
shortage in Vietnam, then raw tapioca is purchased from Kampong Cham by
Vietnamese traders, and when there are sufficient amounts of tapioca, then the
Vietnamese traders do not buy tapioca from Kampong Cham. The March 2003
ban is a case in point. However, most of the products have somehow found
markets in the recent past, although at low prices.

T.T.Y. is the only factory in Kampong Cham, and one of the two
existing in Cambodia, that processes tapioca. The crucial question here is that
while factories in Vietnam can purchase raw tapioca from Cambodia to process
and export to Malaysia and Korea, why cannot factories in Cambodia do the
same? They at least enjoy a location advantage over those Vietnamese
factories, which pay larger transportation costs and fees along the road.

T.T.Y. reported that it was not as competitive as those factories in
Vietnam, although technology and production efficiency were comparable.
Orders from Malaysia offered the same price (f.0.b.) in Sihanouk Ville Port as
that in Ho Chi Minh Port. However, delivery costs from the factory in
Kampong Cham to Sihanouk Ville Port push down the factory-gate price to the
extent that it is not profitable for T.T.Y. Transportation cost from the factory
site in Memut to Sihanouk Ville was $20 - 25 per ton. In addition to this, the
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company had to incur significant costs associated with paying various formal
and informal fees at the port. The amount was not revealed, but the point was
made that the total cost worked out to be higher than sending the product
through Ho Chi Minh Port, passing through border checkpoints and middlemen
in Vietnam. The other reason given was that the costs of shipping from
Sihanouk Ville to any port in the region are high as it is the most expensive port
in the region.

The company exported 500 tons of tapioca powder to Malaysia in 2002.
To send the product from the factory to a border check point in Smach cost $8
per ton, including $5 for transportation and $3 per informal fees. Then from
Smach to Ho Chi Minh Port it cost $37 per ton. The total delivery cost worked
out to be $45 per ton. The company claimed that it did not make any profit, but
wanted to publicise its product in the international market. According to the
interviewed officials, potential customers from Vietnam, Thailand, Malaysia,
France, and England have explored their interests with the company. They
reported that these visitors considered the quality of their tapioca powder to be
the best due to better land and water quality in the area.

Nevertheless, T.T.Y. does not have to worry too much about exports
because there is considerable local demand for tapioca powder. Local
consumption is estimated at 700 tons per month, higher than current factory
output. T.T.Y. has sold 1,000 tons of powder at the factory-gate price $150 per
ton. In fact, domestic demand is met by imports as well, according to T.T.Y.
estimates. The future prospects for T.T.Y. look good, and as a result, the
company intends to double its processing capacity. However, the company
complained about the high costs of fuel, much of which is due to high taxes.
With higher marketing costs, the company did not expect to do well in
competing with Vietnamese enterprises in terms of expanding its export share.

3.4.3. Animal and Animal Feed Production Company (AAFP)

AAFP is a Thai owned agro-processing enterprise that employs 230 staff and
workers. It was established in December 1997 in Kandal Province, 25 km west
of Phnom Penh. AAFP produces animal feed primarily for pig production, and
secondly for poultry. Along with this processing activity, AAFP has a
programme to promote yellow maize production in downstream sectors, and to
promote pig and poultry production in upstream sectors.

AAFP absorbs a significant proportion of Cambodia's agricultural
production for its inputs. Local input contents for the enterprise include maize,
soybean, paddy, broken rice, rice bran, weed bran, dried fish, oyster shells, and
lamb stone. In 2002, the company purchased 8,000 tons of yellow maize, 1,000
tons of soybean, 3,000 tons of paddy, broken rice and rice bran, and about
1,000 tons of dried fish. Although the amounts of these purchased intermediate

72



Cambodia Development Resource Institute Major Cash Crop

goods were significant, they accounted for only a small proportion of total
production in Cambodia. Based on official 2002 production data presented in
Table 1, which are likely lower than actual production as discussed above,
AAFP purchased only about 5 percent of total maize production, 3 percent of
total soybean production, and 3 percent of total tapioca production.

In addition to local inputs, AAFP must import a number of intermediate
products, such as soybean meal, protein and vitamin content, and equipment for
poultry and pig production. It was revealed in the interview that these imported
intermediate goods and equipment are subject to import duties of 7 to 35
percent. Since 1999, AAFP has imported 5,000 tons of soybean meal from
India through Vietnam. One ton of soybean meal costs around $210 (c.i.f. in
Phnom Penh), and as a result the total value spent on import was $1.05 million.
An import duty of 35 percent was charged, amounting to $367,500. This was
treated as a high cost that was passed on to farmers buying animal feed from
the enterprise, and eroded the competitiveness of the AAFP products. Other
intermediate inputs were also charged import duties of 7 to 15 percent.

AAFP is the only animal feed production enterprise in Cambodia, and
one may think it enjoys a monopoly power in Cambodia. However, according
to the company, its animal feed products must in reality compete with
Vietnamese and Thai products, most of which enter the Cambodian market
informally or through smuggling. The imported products are sold at lower
prices compared to the AAFP products. This seems to be a common case
reported by domestic enterprises, and it raises serious questions as to why it is
s0, since local enterprises should at least have a location advantage, while other
factors may be comparable.

The main reason given concerned a combination of factors that cause
production costs to be higher than in Thailand and Vietnam. First, certain
inputs, such as soybean meal and vitamin and protein content, are not available
in Cambodia due to a lack of processing capacity. They must be imported and
face high import duties. Second, fuel, which is a major input for running a
factory, is more expensive than in neighbouring countries due to higher tax
rates imposed by the Cambodian government. Third, enterprises in Cambodia
normally pay higher hidden costs as a result of slow improvement in
governance. Fourth, the economies of scale do not seem to prevail for AAFP
relative to Thailand and Vietnam, both of which are much larger economies.
All of these factors combine to erode the potential competitiveness of AAFP
and constrain its growth.

In terms of future prospects, it is arguable that demand for animal feed
could potentially be much higher if there were credit schemes for farmers who
wish to produce more pigs and poultry. Currently, micro credit, if available, is
too expensive for agricultural projects to be profitable. The interest rates of 40 -
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60 percent per annum currently charged by Micro Finance Institutions and
some NGOs are unaffordable for farmers willing to raise pigs or poultry.
Farmers in Thailand and Vietnam reportedly have access to cheaper credit
through special support programmes of their respective governments.

AAFP has nevertheless grown amid the problems cited above. When it
started in 1997, animal feed production was much lower than now, totalling
about 2,000 tons per year. In 2003, the production rate is 300 tons per day,
potentially amounting to more than 10,000 tons per year. However, the
argument here is that the potential for growth is much larger. First, there seem
to be no major constraints for the supply of intermediate goods to AAFP, which
currently absorbs only about 5 percent of some major grains used as inputs.
Second, demand for poultry and pig production may be higher if the prices for
animal feed can be lowered. An analysis of pig production shows that profit is
low due to expensive credit and the high price for animal feed.

3.4.4. Khmer Agricultural Product (Cheung Prey District, Kampong
Cham Province)

Established in 2001, Khmer Agricultural Product (KAP) is a company that
processes cashew nuts, mainly for export. The company has a factory located
on National Route 7 in Kampong Cham province. It is the only enterprise to
have undertaken this business in Cambodian history, despite the fact that
Cambodia has grown cashew for many decades. Cashew nuts are peeled and
packed for export, using labour intensive technology. It employs about 280
workers, who are mostly young women from nearby areas. Each worker earns
on average $30 per month, based on output. The equipment and tools for
peeling cashew nuts are simple and can be replicated within Cambodia after
first being imported from other countries.

At current capacity with 280 workers, the factory is processing about
1,000 tons of cashew nuts in shell per year. This amounts to less than 10
percent of the total production of cashew nuts in shell in Cambodia, estimated
at 12,000 tons per year. The remaining nuts go all the way to Vietnam for the
same simple processing and re-export to a third country. The company has the
potential to expand and employ 3,000 workers to peel about 40 tons per day or
12,000 tons per year, which is Cambodia’s current estimated total production.
The only question concerns the export markets.

KAP has so far secured a market in Canada. The owner has Cambodian
relatives living in Canada who manage the company’s marketing tasks there.
He reported that his product has sold well in Canada as it is specially publicised
as organic cashew from Cambodia, branded KAP. The company is looking to
expand its market to China and USA. However, it must compete with Vietnam
for export markets, and this has turned out to be difficult for the company.
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According to the company owner, the main problem is that its
Vietnamese competitors, who buy raw cashew nuts from Cambodia to
supplement their export contracts, can sell the processed cashew nuts at a price
that is below a break-even price for KAP. The price paid by potential clients is
$3,000 - $3,300 per ton of peeled nuts. This price is satisfactory to processors
in Vietnam, but it is not high enough for KAP to earn economic profit. The
main reason given concerns cost, which is also the case for other enterprises.

According to the owner, the total cost of processing and marketing one
ton of peeled nuts is about $1,000. Of this, a large amount represents payment
of informal fees before shipping in Sihanouk Ville to the overseas market.
Labour costs, which are about $30 per month per worker, or about $350 per ton
of peeled nuts, is low and competitive compared to Vietnam. However, fuel is
much more expensive in Cambodia than in Vietnam.

Prospects for KAP nevertheless look good. There is plenty of raw
cashew for the company to process provided there is sufficient demand for
peeled cashew nuts from KAP. And as discussed above, the potential for
expanding cashew production is huge if there are enough incentives for
farmers. In addition to the supply prospects for raw cashew nuts, the owner is
also optimistic about finding markets that will offer him world prices for his
peeled nuts. The critical challenge for expansion is to reduce the marketing
costs from the factory to the ship in Sihanouk Ville. Reducing costs in the
marketing chain can potentially increase profits for both processors and
farmers, all of which will stimulate growth in production and export.

3.5. Conclusion

The production of non-rice crops in Cambodia has a high potential for
expansion due mainly to the abundance of fertile land recently cleared of forest
cover. This potential is being achieved in many areas of the country, though
official statistics do not seem to be keeping pace with the growing cash crop
sector. Our field inquiries concerning soybean, maize, tapioca and cashew have
revealed that production in the study areas was grossly under-estimated in the
official statistics. It is perhaps time for Cambodia to undertake an agricultural
census in order to provide accurate data for analysing the agricultural sector.

A critical question concerning cash crop expansion concerns the trade-
off between forest preservation and farm expansion. Cambodia has recently
experienced considerable deforestation due to both timber extraction and farm
expansion. Demographic pressure on land has been increasing as the population
has grown from around 6 million in the 1960s to 9 million in late 1980s and 13
million in 2003. Unless intensification of agriculture is achieved at a
sustainable level, farm expansion into forested areas is likely to continue,
assuming non-agricultural sectors grow at the same rate in the past five years.
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The nature of cash crops is that they are produced for sale. As a result,
marketing has a crucial bearing on production matters. In Cambodia, the market
structure appears somewhat competitive since it has many buyers and sellers of
major crops, but the marketing systems in terms of both physical and
institutional infrastructure remain seriously deficient despite significant
progress made so far by the Royal Government of Cambodia. Among other
obstacles, Cambodia still faces a severe lack of roads, supporting institutions
such as cooperatives and market places, poor information flows worsened by
low literacy rates among farmers, and government induced distortions in the
form of informal fees imposed on trade and transportation.

Agricultural exports seem much higher than what customs officials
document. Most of the exports are informal in nature and subject to high
informal fees charged at border crossings. These informal fees in effect work as
taxes on traders, who cannot raise world prices, and therefore pass the costs on
to farmers. Reducing such fees would likely raise farm-gate prices and, as a
result, increase farmers' income.

Most of the agricultural exports are raw products because Cambodia has
a very limited agro-processing capacity. A few modern agro-processing
enterprises have emerged, however, including the four major enterprises
covered in the study. Their future prospects look good based on an abundant
supply of raw products such as maize, soybean, tapioca, and cashew as well as
the promising output market. However, in comparison to their competitors in
neighbouring countries, these enterprises currently face cost disadvantages in
terms of fuel, taxes on inputs, and informal fees charged at border points.
Policy measures to enhance their competitiveness would help boost crop
production, thereby benefiting both farmers and traders.

As the study is in its preliminary phase, the current report raises more
questions for further in-depth and comparative research with collaborating
institutions in Vietnam and Thailand. For example, production cost details will
be further researched for greater depth and scope. In addition to production
costs, the research will focus on other questions. What are the key determinants
of farm-gate prices in Cambodia and how do they compare to determinants in
Thailand and Vietnam? What are the major costs associated with moving an
agricultural product from farm-gate to export? The study will also identify the
typical marketing chains (farmers, traders, wholesalers, transporters, exporters)
for each crop to assess costs and efficiencies, including transportation methods
and costs, formal and informal fees, transaction costs (information seeking and
negotiation), institutional arrangements (physical markets, cooperatives), post-
harvest technology (storage, spoilage/loss reduction, and quality control), and
so on. And finally, how do government policies and regulations affect crop
production, trade, marketing, and export? The study will therefore also identify
policies, regulations, taxes, licences, subsidies, and other government
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influences on agricultural production, trade, and export and assess their
relevance to agricultural competitiveness.

71






References

Chan Sophal and Sarthi Acharya (2002), Land Transactions in Cambodia: An Analysis
of Transfers and Transaction Records, Working Paper 22 (Phnom Penh: Cambodia
Development Resource Institute)

Chan Sophal, Tep Saravy, and Sathi Acharya (2001), Land Tenure in Cambodia: A Data
Update, Working Paper 19 (Phnom Penh: Cambodia Development Resource Institute)

Chan Sophal (2000), "Cambodia's Agricultural Sector in the ASEAN Free Trade Area",
Unpublished Master's Dissertation, Imperial College at Wye, University of London.

FAO (1999) "Selected Indicators of Food and Agriculture Development in Asia-Pacific
Region, 1988-98", Regional Office for Asia and the Pacific, (Bangkok: October 1999)

FAO (1999) Trade Yearbook 1998, Vol. 52, FAO Statistics Series No. 151 (Rome:
1999)

FAO (1994) "The Asian Soybean Network: Proceedings" Regional Office for Asia and
the Pacific (Bangkok: 1994)

FAO, UNDP (Phnom Penh: January 1999) International Tree Nut Council, Global
Statistical Review, April 2001, Spain,

Kato, Toshiyasu, Chan Sophal, and Long Vou. Piseth (1998) “Regional Economic
Integration for Sustainable Development in Cambodia”, Cambodia Development
Resource Institute, (Phnom Penh: September 1998)

K. P. Kannan (1983) "Cashew Development in India: Potentialities and Constraints"
Agricole Publishing Academy.

MAFF (1999) “Cambodia: Agricultural Strategies and Policy Framework for
Sustainable Food Security and Poverty Alleviation”, Ministry of Agriculture, Forestry
and Fisheries,

MAFF “Agricultural Statistics”, Statistics Office, Various Issues from 1999-2002,
Phnom Penh

MAFF (2003) "Annual Conference on Agriculture, Forestry and Fisheries” (Phnom
Penh, 10-11 April 2003)

MAFF (2003) "Report on the Pilot Cost of Production Survey" (Department of
Planning, Statistics and International Cooperation: Phnom Penh, 28 February 2003)

MAFF (2003) "Report of Agricultural Marketing in Cambodia" (Department of
Planning, Statistics and International Cooperation: Phnom Penh, July 1997)
79



Cambodia's Annual Economic Review Chapter Three

MAFF (1998) "Final Report on Agricultural Marketing Costs and Margins"
(Department of Planning, Statistics and International Cooperation: Phnom Penh, June
1998)

McKenney, Bruce and Prum Tola (2002), Natural Resources and Rural Livelihoods in
Cambodia: A Baseline Survey, Working Paper 23 (Phnom Penh: Cambodia
Development Resource Institute)

MOC (2001)a, Integration and Competitiveness Study - Part A, Phnom Penh
MOC (2001)b, Integration and Competitiveness Study - Part B, Phnom Penh
MOC (2001)c, Integration and Competitiveness Study - Part C, Phnom Penh
MOC (2001)d, Integration and Competitiveness Study - Part D, Phnom Penh

Murshid, K.A.S, (1998) Food Security in an Asian Transitional Economy: The
Cambodian Experience, Working Paper 6, Phnom Penh: Cambodia Development
Resource Institute.

Norton, A. and J. Alwang (1993), Agricultural Development, McGrawHill, New York.

PRASAC II (2003) "Report on the Workshop on Assessment of the Agro-Industry
Situation in Cambodia Held on 03 February 2003 at MAFF" (Phnom Penh: February
2003)

PRASAC 1I (2003) "Assessment of the Agro-Industry Situation in Cambodia: Final
Report" (Phnom Penh: February 2003)

Royal Government of Cambodia (2002) "Second Five Year Socio-economic
Development Plan 2001-2005" (Phnom Penh, Cambodia).

Sok Hach, Chea Huot and Sik Boreak (2001) “Cambodia's Annual Economic Review —
2001, (Phnom Penh: Cambodia Development Resource Institute, CDRI).

Sok Hach and Sarthi Acharya (2002) “Cambodia's Annual Economic Review — 2002,
(Phnom Penh: Cambodia Development Resource Institute, CDRI).

80



Table 1:
Table 2:
Table 3:
Table 4:
Table 5:
Table 6:
Table 7:
Table 8:
Table 9:

Statistical Appendix

Main Economic Indicators...........ccvevieriieierieniieieeieeiesceeeie e 82
GDP by Sector at Current Prices (million US dollars) ....................... 84
GDP by Sector at Constant 1993 Prices (million US dollars) ............ 85
GDP by Expenditures at Current Prices (million US$) ...................... 86
GDP by Expenditures at Constant 1993 Prices (million USS$) ........... 87
Budget implementation (million US$) ........ccccoviiiiiniiiieee 88
Monetary Survey (million USS$) ........ccocovieeiriereirieieiieieceeeeeeeenes 89
Balance of Payments (million USS$) .......ccevivieirinininineiceeeeen, 90
Labor, Productivity & Wage........ccoevverieriiiieiierienieeie e 92

81



[4

%CTT %y €T %y 1T %2 0T %6°0C %9°0C  |%v'9C [%c0C  [%98l |%c /L (daD %] BuiAbs [0}0]
%0°S1 %971 %Y1 %6C1 %91 %6Vl %P9 |%v 6l %S |%rel (daS %) Awouoo3 o} UOKNGUUOD [PUISIXT
(dao
%70 %L %9°0 %9 1- %6°¢- %87~ %re- | %SEe- %59-  |%Tv- %) sieysup} [DIDYO *|OUl JUNODDY JUBLND
%6 L+ %L°9- %E°8- %/°8- %9°8- %801~ [%9€l- [%/01- [%S0l- [%S8 {daD %] @oupjpg eppiL
%E'8Y %Y [y %8’ Ly %9°9¢ %86 %06e  [%cve  |%e8e  [%80¢ [%6¢€T (da9 %] spoo9 jo spodu|
%y 0y %/ 07 %96 %6'LT %6°0S %eve  |%S0C  |%9/z¢  |%e0r  [%vSL (da9 %] spoo9 Jo spodxg
%E°9- %0~ %E°G- %T V- %.°G- %Sy~ %T - %0/ %89-  [%es- (dao %) #1o1ed 21qnd [1018A0
%L L1 %061 %691 %Sl %EY | %6'€1 %091 %9°G 1 %9l %10l (da9 %) einjipuadx3 tobpng
%ET1 %911 %911 %011 %9°8 %E6 %16 %18 %56 %8Y (daD %] enusasy disewog
316'C ¥26'S 7G8'C 718'C v//'C 166C 09T 97T 695C /61T (eBpIoAD 108K "[ooo] Aund §sn/ery
%Sv'C %/5 - [%e8 - [%véT %06~ [%l2v- [%S10  [%9zTl  [%ee8  [%05°¢€ ['BIAY JA"001=000¢ "22a] §SN Ul uoyojju|
%6C°€ %220 %6.°0-  |%€0Y %LV %96 %S1'L |%08' L %06°0-  [%S1'S2L ("BIAY "IA 00 1=000C *22Q) 91 Ul UOLDU|
%C %1~ %9~ %C %9- %9- %C- %61 %9 %e 1 (eBuoyd %] §sn uilojpyea 4das
%Z %1 %S- %E %61 %9 %S % | %¢- %16 (eBupyd %] o1y Ul looed das
%3LY %999 %re L %869 %Sy 1 %.9€  |%6v'e  |%918  [%er'9 %97/ [espanul 4] ddo 108y
($snlcssl
8vST T9vC 996z 1’922 8912 v'vST L9y |0Lve ¢oez  |esoz 82lid JUD}SUOD P ‘PHAPD Jed 4do
7'89¢C ¥'€5C SYe 0S¢ 6'S€C 9°€6C ¢eoe  [9coe Syyz €50 [$sn] @214 yusund o ‘oA 1od 4ad
vy [ez/ze [82z0e [9298c 859z  [s/€9z [ewvSe [vesve  [eTiecz [8scle [$SN UOIIIW] BD1id €661 $UDISUOD 10 4D
cevSe6  [99916  [9vess  [29008  [evsys U8 [Uotis (29289 |e/se9 [6'€465 (s;e1y uolig) ®21d €661 $UDSUOD 10 daD
v'v65¢ l'z/iee [s981e [9°691€  [80l6T I'yy0e  [£Scle [8960€  [9Tlve [8S¢elT {$SN UOIIIW] 821d 1udlnD 10 4dad
6C80r1 [czerel [608zzl [6880CL |[SS860L |6¥0l6 [28/28 8689/ [62619 [6°€/65 (s|e1y uol|ig] 821d 1udlnD 10 4dds
200T 1002 000C 6661 8661 L6861 9661 5661 v661 €661

SI10)EIIPU] JIWOU0IY UIBA] [ d[qE

xipuaddy [poysyvis

MIIADY DIUOUODT [DRUUY S, DIPOGUID))




€8

'aav pupb ‘JN| Juog

PHOM ‘HUSWUISAOS) UDIPOGUIDD 8Y} WO} DIDP UO pPaspd ‘[¥dD :82Inos

%11 %01 %8 %/ %E %01 %9 %E %11 %L (92104 J0qD1Y) fuswAojduidun
%S’ %E'TY %3’ Ly %S’ Ly % Ly %YLy |%6SY  [%0'SY %0Sy %L1y {uoypindody) ©2104 J0gp1]
vel leel 66T1 991 veTl 89¢’0l [re0l 0l 6986 870l {uoliW] uoypindod
%y 0T %991 %671 %611 % L1 %81 %011 [%58 %/ %1/ (dao %] ApinbiT [ojo]
%6°0S %8 /1 %6'ST %191 %7'91-  [%872l %T 1€ %108 %851 [%lze (espaioul %) TW AlpinbiT [0jo]
TveL 0195 9Ly [ 8'Gze G68¢ £Gye 1'€92 €61 SIS ($sn uoliwW) W Alpinbry [pjo]
[ew
%E69 %669 %089 %6°09 %T¥S %1LS %1€y |%E95 %915 [%0ve %) syisodeg Aousund ubleiod JO junowy
(eBuoyd
%9°6C %T'1T %S 0¥ %908 %9°0C-  |%1'T %69y |%L'€9 %8S, %08 %) sjisodeg Aduaund ubieiod Jo junowy
($sn uonw]
9°805 £T6¢ 8'eTe ¥'0€T §9/1 £ L1112 44! S'06 S'1S sjisodeg Aduaund ubieiod 4o Junowy
%/°0€ %1°0€ %0E %1°6€ %8'Sy %6Ty  |%69¢  |%LeY %78y %099 [TW %) 1913 J0 junowly
%1°€E %901 %€ %01~ %.01-  [%U1e (%011 [%5°S¢ %UG1- [%991 (eBuoyd %] 181y J0 junowy
96T 891 STS1 EZd c6vl T /91 9/C1 6yLL 378 0001 ($Sn uoliW] 191y JO junowy
% 1T %281 %791 %07 | %S¢l %e 11 %06 %6y %T°€ %20 (dao%]) peziuboo8y - sjgeq [PuIeixg
(s%9
1€ Se £e 1€ 9'¢ ST 44 91 7l Sl spOdWl JO SYIUOW) soAISsDY UDISIOH SS01D
£'9€9 T8rS L'78y [A444 1'06€ 1292 /€€ /181 966 L/ [$SN UoI[IW] seAISsey UBII04 S50
(S5)
43 0¢ 8T L'e ¢ 61 Sl ol 60 el spodwll JO SYUOW) soAesey Ubielod JoN
L [vS 6997 30ly T 6ve 6708 /61 ¥l 6601 0/ [53 ($Sn uollIW] seAalesey ubIeIoH JoN

PONUIIU0I—SI0JBIIPU] J[WOUOIF UIBIA | d[qe ],

xipuaddy poysyvis

IMINISU] 204NO0SIY NQNSQQ\@;NQ pipoquiv)




78

'gaVv PUD ‘JW| ‘JUOG PHOM ‘JUSWUISAOS UDIPOGUIDD 8y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

765 TLEE L8L°E 0LLE 116 yv0'e (K3 160 elv'e 9ELT :(dao) 1onpoid dysawoq sso01
'Sy ey <y e 0¢ee ULy 6'€C 9°6C 9 K seBIoyD Yuog pejndu] :sseT
3/ [ '8 3 8¢ 4 /'S R4 /1 30 soIpIsgNS 1S58
/061 728l 9¢/l 70/l ¢ /Sl 9181 8881 1'591 61l [ ${ONPOId UO soxp]
9eel Soel 9°/C1 6Tl 6811 76ll ¢/l Syl 'S0l 70l SODIAISS 1BU40O
0'8z¢ 06lc Tele 200z KA 3'00C S'e0C 6561 8G/1 §'Tee SsBUISNg 3 40§53 [0DY
681 /6C1 9.6 0/6 €88 001 440 /76 688 305 UOPISIUILIPY D1IdNd
1S oey 8ve €6 9°9Z /28 3¢ 0l¢ /0l S8 ESNEVE
6/TC ¢0le 5002 /981 EEED /8/1 [ S1/1 1’051 vl UOLPIIUNWWOD g podsupi]
T6/T €S U151 G/EL 80l 7'STl /TEL 7SIl 1’26 369 S{UDINDSSY § [9}OH
162y S06€ S 1¥e C6re 3'82¢ 0'78¢ 580 Y68 G'8¢ee SOre R
88l 9.8'L 99L°L 6zL'L €20°L eyL'L 0zZ'L [TL'L 196 1T6 EEEINERS
0¢€le ¥'SSC 9'1€C /'S/T 3'82¢ 8/l 7'eel /8S1 Své 38 UOI}ONISUOD
06l 861 el 7Ll €Tl ¢l TS1 091l 0cl 98 J9IDM 8 SO "Ajiouoe3
[y 0Ty 90y [ 07 3 Sy €/€ BES 8¢ 8'GC BuunjoojnUDW 18U40
STe 8'0C S1e 44 70T e Shy Loy 8¢ 682 1200Ny 3 DIYSOId S|ODIWBYD
S1e 8'0C 6TC (84 €65 (54 /Ty /'€ 9°/¢ 30C Bulysiiand g 1odpd "POOM
95y 6v/¢ S¥Te 6/81 CYel 3101 1'0S 61T 961 €6 108M}004 @ [210ddy "Bjjxe]
OllLl 3601 9°¢01 1oLl 7'€0l oLl ZEll 6001 /'S8 9v/ 000DQP] 3 8B0ISASg 'POO
£°€59 7899 TeLS 7'G8¢ 975¢ ) 0'88¢ 6/€C 580 GS/1 BulNODJNUDW
BE 54 Sy Sy L'y 9y 6y [y Y 54 Buluw
156 ¥v8 T9L LL9 865 12 [322 L1y 41¢ TLT Aysnpu|
901 Ll 0901 9611 EXT! S'lLie [AET 920C 4 6101 BuIbbo1 g Aijsaiod
¢18l1 1'€0C 6172 [T ST6l 6761 001T 391¢ v'Tél 9°T61 solaysl
7881 ¢ 18l 7161 1’612 6081 7061 3'80C 0861 9°C/1 6T/ AI|NOd g JO04SOAI
3 1¥S 1’725 2809 8679 1'2€9 /689 v/ 1’708 SOry 670y sdolD
810°L 0z0'L veL'L €€T’L 0LL'L 062°L SLE'L [4Z 4] 600°L TL8 Aysa104 3 sauaysly "ainjindLBY
200T 1002 000C 6661 8661 L661 9661 5661 Y661 €661

(STe[[Op SN UOI[IW) SIILI JULIN) J& 10)23S Aq JAD T dIGEL

xtpuaddy jpousyvis MIIADY DIUOUODT [DRUUY S, DIPOGUID))



S8

gy PUL ‘JW| JUOgG PUOM ‘JUSWIUISAOS UDIPOQUIDD 8y} WO DIDP UO Paspd ‘[§dD :92In0S

yLy'S LLT'E €L0°C £98°C 99T 1£9°C YvS'T 85V’ €LTT 9€LT (4a9) $onpoid dysawoq ss01H
S0y T'6¢ 1'/€ 3¢ 86T gl¢e 6l 02 S9 K sobJoyD Yuog pejnduwl :sseT
991 G651 L'vS1 0651 9vel EEET Syl v /Tl A G569 SIPISANS $59| ${ONPOId UO SOXO]|
I6cl 69¢1 6611 g0l 8l 9601 121 SolLl 6501 1'y0lL EEEINEENTe)
v'81C /01T 6'€0C 8961 /681 9281 6LL1 9.1 01/l ST SSBUISNg 3 ©}P}53 [0y
0/¢l sel 9°G6 S'e6 766 3 006 19/ v/ 305 UOHPISIUILIPY D1IdNd
[ /'8¢ 60€ S'ST /v €/ €97 /7T €0l S8 9ouUpUl
7'z8l 97691 051 (34 el /el v /S Rl Syl 7l UOIPIIUNWWOD g Hodsupl]
0/€C v'SIT ceyl S6Cl 0101 €501 6801 /8l 698 369 S{UDINDYSOY R [9}OH
0'86€ 1'0/E ULe 1'€0¢ 0°€0¢ 1'0z¢ 6178 ¥'82¢ /0g€ Sore E
85E'L 0LT°L SSO'L €00°L 196 €L6 0L0'L 086 LT6 S'LT6 S3DIAIDS
[€1T 1002 88l 67El B3 "0l ozt G6ll /'8 38 UOIONISUOD
4 361 0/l ovl gel o¢cl 3Tl /Tl €6 98 J9IDM 8 SO "Ajouoe3
30y [ /'/€ 79¢ 0v¢ 0ve 1'0S 36C /'8¢ 36T BULN}ODJNUDW JBY}O
/€ 8ve /v€ Sve z0¢ ¢l '€ 062 06 6'8C 1999y 3 DSOId ‘S|OOIWBYD
0/1 08l 00T ST /€9 1'99 STy ['/€ 9°0¢ 30T Bulysiiand @ 1odpd ‘POOM
3615 9yey 6TLE 9°/TC g191 Soll '8y 59 9°0C ¥4 108M}004 3 [2Inddy "B|ijxe]
L6 €96 G'Gé 6¢6 706 768 [[8 18 6/ 9/ 020DQP] 3 ©BDISASg 'POOS
611 €9 3095 AT 708¢ 0'1€e e 0T G881 G'G/L Buunjoojnuow
v'S 0§ 9y 9y 44 44 44 vy 44 54 Buluw
vS6 8v8 S9.L LLS 06% SSh 8.E LvE 18T TLT Aysnpu|
0'¢6 810l /201 yolLl L0/l 60L1 BEIT 8'8¢l 1'/81 6101 Buibb0o7 g Aijsaiod
9°8€T 0¢€/T 9°10¢ 9962 6'55C /'Tre K44 [A0%4 /81T 9261 solaysld
£'T61 V8L Syl SLIT glle 8°00C 5861 €061 9 1/1 6Tl AI|N0d 8 XO04SOAN
SISy 1'98% 0TS 6175 TSy Ty 9°'G8Y 1’59y 879¢ 670V sdoiD
9.6 6€0°L 9eL'L 991L pLL'L 980°L 820'L v€0’L ové TL8 Aysa104 3 sauaysly ‘ainjinduby
200T 1002 000C 6661 8661 L661 9661 5661 Y661 €661
SIE[[Op S[) UOI[[IWI) SAILLJ €661 IUBISUOD) JB 10323 Aq JAD :€ AqEL
xipuaddy [poysyvis MI1ADY JIUOUOIT [DRUUY S, DIPOGUID))




98

'gaVv PUD ‘JW| ‘JUOg PHOM ‘JUSWUISAOS UDIPOGUIDD 8y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

765'€ TLE'S L81'E 0LL'E 116C yv0'€ 9€L'e £L60°E 44 9€L'T sainyipuadx3 dao
00 00 00 00 00 00 00 00 00 00 Adupdalosid |0OIsIOIS
L'v0€ 0€LC 0'25¢ 0'90C [434! 088l 0'Gle 0/8l 0yl S'ocl SOOIAISS
9'GeLl 00091 0'v2Sl 06511 4y 0901 0201 89811 Ovv/ [YA4 Q0’4 "SSIPUBYDIBW
0v0'C €L8°L 9LL'L S9€'L zLe'L (£ L8T°L pLE'L 588 [43] $32]AI3S 8 Sp00S Jo podui|
8'88¢ 0€5C 0'0re 066l 8601 y091 0e9l o¢lLl 0vS 6'€9 SOOIABS
L'EsyL Ov/EL 01921 088 0006 09¢/ h444 2’588 0'06v £'€8¢ 'q'0} 'esipupy2IeW
({24 £29°L 10S°L 60°L 0L0°'L 968 £08 896 44 8v¢ spodx3
£'50S 9'/05 0'esy 605y € lyy 0'GLy 1'[29 08¢y §'gle §'eee D}PAld
2'€6C £°08¢ 6'6¢C 8061 9°/L91 y1GL 6'00C G861 G0€El 92'¢8 ollgnd
66L 88L €89 (424 609 929 628 929 (144 L0€ jusuysaau|
91548 1'69yC  |€1LvC  [S'9CSC  |6'GS€C  |€°C0ST  [L/8¥C  |8'165C  [€C¥OT L'Ov6l S}PAlld
€T 8'09¢ €/0¢ €'/8¢ §'8y¢ (O ¥44 v'66C '¥8¢ €'29¢ 9'cel olldnd
¥60°€ 0£8'C 6LLT v18'C ¥09°C €LL'T £8L°C 9.8°C S0E'T €40'T sainjipuadx3 uoydwnsuod
200 L00T 000 6661 8661 L661 9661 S661 P66l €661

($SN uoryIu) s3dLIJ JudLIn)) Je saampuddxy Aq JAO ¢ dqeL

xipuaddy [poysyvis

MIIADY DIUOUODT [DRUUY S, DIPOGUID))




L8

'gaVv PUD ‘JW| ‘JUOg PHOM ‘JUSWUISAOS UDIPOGUIDD 8y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

pLy'e LLT'E €L0'C £98'C 9L9C LE9'T yvS'T 8Sv'C €LT'T 9EL'T €661 S92 P dAO
00 00 00 00 00 00 00 00 00 00 Adupdalosid |0OIsIOIS
Sv/C [WAZ4 y'9CC L7181 vyl 8651 ¢l e c9¢el S'ocl SOOIAISS
819/1 L'ey9l L'yyS1L §cell 67901 G048 '9¢8 696 1'09S [YA4 Q0’4 "SSIPUBYDIBW
9€0'C 688'L 0LL'L v0g’L 14 0€0°'L 600°L SLL'L 969 [43] $32]AI3S 8 Sp00S Jo podui|
009¢ §'9¢C €ric 01/l 9'86 0eel 1'0€L 86 Sy 6'€9 SOOIABS
¢'C891 ¥'909 1 Sy LvE0L L'¥86 ¥'80/ 6915 ¥°00£ S'¥0S £'€8¢ 'q'0} 'esipupy2IeW
Te’l €€8°L T69°L 90Z°L €80°L Ly8 Lv9 S6L 6vS 8v¢ spodx3
(244 1'00y £'€S¢€ 7'8¢¢ 9Ll ¥'66C 0'0¢y cele l'6cl §'eee S}OAUd
L'VEC JAN44 0081 eayl x4 1'¢cl £9S1 el cLlL 92'¢8 ollgnd
9L9 444 s viE 9T¢ [444 LLS SLE 95T L0€ juswiisaau|
1SSC 0'68€C |r8rec [915€T |vySTT |6/l |0680CT |O€LL'T  |8SE6L  [LOvé’L S}PAUd
1'18¢ 9'00€ 1'/5C 6'5€C y'vee 6'S2C €0re ¢'0ee 1'8¢¢ 9'cel ollgnd
T€8C 069°C 909'C 885'C bLY'T S0v'C 62T &4 9L’ €40'T sainjipuadx3 uoydwnsuod
200 L00T 000 6661 8661 L661 9661 S661 V66l €661

($SN uorIwr) s3dLLJ €661 IueIsuo)) je saamipuadxy £q JAD S dIqEL

xipuaddy [poysyvis

MIIADY DIUOUODT [DRUUY S, DIPOGUID))




88

'gaVv PUD ‘JW| ‘JUOG PHOM ‘JUSWUIBAOS UDIPOGUIDD 8Y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

00 00 00 00 00 00 00 00 €0 00 10113
€0 78 8'8- 00l /1 /Y- 70l S0 - - suop1edo BulpupisiNO
€0 9°0- [1- 9°0- el 4l 60" L0 oY - 43W pup DgN usemjeq dob-oov§
89l- |58L 9°8C v/ el [V Sy ce- 0l - 10}08S ©}0Ald
gl 0l v'0- 80 [l ce- 9°0- - - - {UNODDD SJIW J8Ut0
89¢- |z91- [s0e- [g€61- |oce €91~ |59 4 00l- |60l Buioupul UPg toN
/Sy |lT 6°¢ 8L~ 'L /el- |9e- U'l- 06- 1'8C Buidoupuly dysawoq
6 1- 'l- - 00 00 €0 /S1- est- |- - 109P [DUISIXS UO UOHDZHIOWY
z/tz  |e6c€le  [80SL  [ovel L'vel |98zl L'zZL [€061  [891L [818 pIo 108l01d
S'SY 8¢l €62 'l 70 9°/C 895 [44% §'1S [ Hoddns jebpng
[0/ |92 [r08l Isel |svel [66S1L [esle [zziz [esel  |oss Burdupuiy ubiaiog
[yTT |9/€C |S91 |veel |91 |S/eL [1Scz |99l [TE9L IelL Buidupuyy
LvTe- [9L€T- [9L91- [veel- [Ti9L- [sieL- [usze- [991- [se9L- [LELL- ‘(Hoyaq) sniding |p1IBAO
v 0¢- KZ! 0l 6°¢- 0C 61 98- vl - - sjuswisnlpo ainjipuedxy
/61T |580C |66l |zTEL  |9°SEl Uzt |sZzzt vz foool [g18 ©DUDJSISSO [DUIIXg
Sel K7 008 9°85 0Z¢ €0 ¢'eT 1'ze 908 El BuidubUl DIjseWO]
7e6C  |£08¢  [66cc  [8061 9791 [pISL  [600C [§861 [s0€l  [9°€8 ainjipuedx3 [oHdPD
yeoz  |0lec  [8€/l  [STISL ezl |Sevl  [0691L  [Lévl [66rl [0769 S8BOM-UON
68El |62l [9€el |86El U6ll |8zl |woel  |svel  [|vzil |€9 soboMm
cIve  |809¢ [€/0c [€/8C |S8vc |O'l/c  |vé6C  |T¥Sc |€29T  |9TEl a1njpusdxd juslind
§'S€9  |VIv9 [T/€S |18y L9y |pTey [€00S |LZ8y |8TEE [T 9LT ainypuadx3 jobpng
44 €T 9/ 9°¢ 8’8 L'y 67l 00 00 00 anuaAdy [pydoD
/91 |os0l [9716 96 19 6L 999 9/ v'/8 St BNUBASY XD]-UON
cole  |resc [969z |szsz  s08l  |z661  |szoz  |oesl [6wl |64z EANEZENECH
0/8y |5/8€ [c19¢ [Usve  |ocve |68/ |169C |L6ve  |€6cc  |1'€0L anuBASY JuslND
Ty |868€ [889€ [/8¥E [60SC |0€sz |0¥8T |LévC  |€6Zc  |L€0L 2NUASY dlsawoq
2002 100z [000C  [6661 8661  |L6bL 9661 S66L  |pé6L  |€66lL

($SN uoru) uvoneyudwR[dur 323png :9 dqeL
xipuaddy [poysyvis MI1ADY JIUOUOIT [DRUUY S, DIPOGUID))




68

'gaVv PUD ‘JW| ‘JUOG PHOM ‘JUSWUIBAOS UDIPOGUIDD 8y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

9805 [czee  [scee  [vocz  [s9/L ez [rzie Jesyl [s06 SIS sjisodeg Aduaund ubieiod
68l el Tl €8 4 98¢ Jo¢ [ 'z el sjisode( SBUIADS pup Swi|
§'/es [ssoy  [o9ee [z8cz  [L18L  [6'09¢ L0z [zoSL [Li6 |19 Asuow-1sbnd
0zl '8 A OllL 6 96 OlL 4 1’6 079 spysodeq puowieq
[v6l [ezvl foset [yszl [evel  [osil [octl [z100 [9sy 08 $jupg opisinO Aousund
L90z [s'ssL [eobL  [secL  [uwvL |98zl [9veL [eTiL (L2 |98 Asuow
TveL  |0'19S  |€9Lv  |T8L€  |8'9T€  |9°68E |€'SpE |L'€9T |€'GLL [STLSL :(2w) Appinbn
1'e9 1'08 ['SS 769 90/ 0/9 |voz 1e9  [zes rse BETe)
6C6v-  [r6ev- [899v- [vézy- [6vOv- [¥'88C- [v'8vz- [€161- [r'881- [8¥%9- ENEENEIENEER)
cve- |¥'Se- |vee 60C-  |¢6l- /el- e (91 [ri- |96 spsodeq pajolisey
1SSy [2vwy- [9cer- [e08e- [sese- [1'sez- [zeoz- [sorl- [UZcl- [6°6y- SETe)
6csc  |evee  [relz [eosl  [8891L  [z18l [e6st [ovil [s812 Sy Adusun) ubieIo4 Ul :m/0
z69c  [r8cc [rece [roor  [sest [eciz [ovel [esll [gTe  [ev9 10}08S DAL~
S0 gl 60 /T 91 0C 0T 1'C €T 9T sosudiojug ©40}s-
'69¢ [vove  [9ver [8coz [0S/t [evic (9991 [0zl [ove  [699 HUBWUIBA0D-UON ©Of
1’601~ [£88- 669- [y zé6r  [LTs- frze- Jese- fosz- [eel- {usWUIBA0D O spisodaq-
38/ 169 30/ v/ 59/ /0, 018 188 [/¢8 06 HUSWUIBA0D UO SWID|D-
£0¢- 61~ 60 0/t cly 08l ¢y 009 1SS [86s (}ou] juswiuIBA0S O}
veer |elee  [sscc 86tz [ecze  [ezer [ewic [o18l [y'0SL [Z9vL {pa1D dlsewog
L'S1z- |veze- [UZeL- [UsL- [TigL- [ee- 8Ll [zovr [zez  [s00L s}9ssy dlsawoq 2N
91y~ 1'0S-  [z9r-  [99S- 165 [0z~ e Jez9- [rve- [vee- suog ASUOW jisodeq JO
796 |06 6Tl 8Tl 19 169- [e1s fves- o6z |es- D4N JO
g/el- [Urecl- [retl- esel- [e9z1- [Uevl- [seel- [sovl- [2€6- [262- sallligor ubielod
ce/l [ezlc 918l syl [SOovl [8cez [lc6l [¢/91 [ozzl [S0L ung ASUOW fisode( Jo
vyle €969 6019 [560S [rery 010 [6€sz [s961 [881l [z0C DaN JO
/801 [9clé [szész 9259  [6€8s  [sees 199y [re9e [8svz [y9zl s{ossy uble104
0056 |vv8L |veL9 [cses  [ozsv |16 [9€ce [6Tez [L'zsL [90S sjassy ublaiod joN
T00T 100z 000z  [686L 8661 L661 [9661 [S661 [vesl [cébl

($SN uoryrur) £3AIng AIeJIUOIA L dqe ],
xipuaddy [poysyvis MI1ADY JIUOUOIT [DRUUY S, DIPOGUID))




06

08¢ [ 244 L/C 80¢ 661 2’88l LEY Gee ole yoclL (1au] siojsupi] [0
€L 0/ [24 0/ y've 2’59 0C 0C 0C 0C (1au] siojsupi] 8}pAlUd
£5¢ yye £€re 8/C | 4544 ¥'€5C LSy GG€ 0€C y' 95l SIdjsupi| juaund
£'Sl- Ll 61 Sl- Ll- el- 61- 8l- Sl- 8'l- 1S9194Ul 1YOIYMm Jo-

€'69- 99- 8- 29 y'1G- §'8S- 86~ 6'99- by~ 991~ S{USWADJ
'9¢ SC [43 0C Ll 9l €l 16 4 S0 sidieoay
1"6€- Ly 0S- - y'ye- SCy- G8- LS Ly- L'91- SOUD|og SUWOSU|
G'88- 8- 18- /1" 85 18- 001- G6- 29- 6'6.- Jayjo-

y'9¢€- ye- 6C- ve- /- €l- Gl- 8- /- /- |9ADI} JO-
86Ll- |/l [44% SOlL- 86~ v6- 00l- y8- 74 9'¢ce- uolpodsui} Jo-
L'v0e-  |€LC S¢e- 90¢- e9l- 881- Sle /81- 4% S'0cl- S{USWADJ
JA4 ST S€ [44 8'8¢ vy e 6¢ 6 Gl Jayjo-

yESL 14" yel SCl |44 89 8 €5 143 8'8¢ |9AD1} JO-

y'801 /8 74 514 JA) S 0s L€ Ll 10l uolppodsupij jo-
8'88¢ €3¢ ore G6l 8601 y'091 €91 €Ll £ 6'€9 sidioday
6G1- 0C- 1% L1- y'es- 9'/[C- 4 v/~ /8- 9'9G- 9oUD|og S2IAISS
1'¢9G1- |Seyl- ySel- /86" €58- §9L- €CL- 109- €0S- 8'¢ee- "0’} "spodWl pauIn}al 1YDIYMm Jo-
9'5e/l- [0091- yesl- 65LL- L'6ylLL-  |¥90l1- ¢/01- 898LL- |vy/- L' L2y "q0°} ‘spoduw|
LT/ S/l (074} [424! 96¢ [494 6v¢ /8§ 8¢¢C el spodxe-ay-
G08EL [6611 1601 [4Y4 ¥09 yes §6¢ 89¢C 29¢ Géyl splodxe dlyseulod-
L'esyl  |viel 19¢1 788 006 9€L v9 [ 06y £'€8¢ sHodX3
G'C8C-  |9¢C- €9¢- S/C "6y ¢ 8¢¢- 8¢y- Q1€ vSe- v /81 9oup|og SpPiL
Sv9C- |/l €5¢- 85¢- Sele- 6'CEe- SYS- 8'Cyy- 89¢- L'ove- (S19JsUD1} [DIDYJO "[OXS] JUNODDY JuslND
Sl LS 8l 0§- pLL- SplL- 80L- 80L- 8§1L- yoL- (s19jsupyj [PI2YO “|2UI) JUNOIDY jusund
[44 L00T 000 6661 8661 L661 9661 G661 V66l €661

($Sn uoriu) syuswiie Jo sdueleq :g AL

xipuaddy [poysyvis

MIIADY DIUOUODT [DRUUY S, DIPOGUID))




16

"ddy PUD ‘W] HUDYG PHOM “JUBWIUISAOS UDIPOQUIDD) 8Yi WO DIDP U0 Pasnd ‘(§dD :92In0S

v'S 7’8 gLl 69 - ¥'0 l'e- Ly [T (44 (200¢ 104 §do0x®) DuUIdUDUY [PUOHTASXT
66 <6 2 B vl- - - ey 861 - ($Sn uol|iw] 11pa1d NI JO 8sn
6981~ [€06 o [2ze- 6T 1'ze- 9y/- Gl L €T S}OSSD ©AISSa Ul 9BUDYD
/L1~ 18- 26 VG- /0g- L'ze- v/~ e 716 €T DAN JO s}osso ubIa10} JoN
9LLL- [9TL- 9°58- S'Ly- £°0¢- L1g" LLL- 5'92- T'9¢- 8°0Z- Bujoupuly
9Ll [9TL 9'58 S'Ly L'0¢ L'1E L'LL T9C T9¢ 8'0C :@2up|pg ||PIBAO
ve S8 ve- S9C 66 s el 91l 699 60 SUOISSILUQO PUD SI0Li3
/11~ 901~ /8- 79- 98- 9y~ vTl- '88- 61 6'€S- (}ou] sjuswiiseAul 1BY4O
86 el zll adl /0T /€0 76 3051 69 175 (}ou] sjuswijseAul §2011q ubie104
61- / ST 08 1zl /51 0/1 779 1’75 Z0 (fou] juswysoAUl [DIDHO-UON
68 8- 9- 9- 0/ 00 /- zl- 00 00 sjuewAndel-

051 1'G6 18 05 6y 1’29 96 [ [ [ # sBuImpIp-
Tl '/8 S/ vy 454 1’29 68 09 [ y'eTl (4WI Buipn|oxa] sunoT [PIOHO
Tl [L've 00L vel L'ySL 8'61T 45T [Z44] ezl [9€eL junodJY [pIouUbUlY

panupuod— (§S) UoIIw) s)udwWAeJ Jo due[eq :§ dqeL

xipuaddy poysyvis

IMINISU] 204NO0SIY NQNSQQ\@;NQ pipoquiv)




6

'gaVv PUD ‘JW| ‘JUOg PHOM ‘JUSWUISAOS UDIPOGUIDD 8Y} WOJ) DIOP UO Pasod ‘[§dD :92In0S

Gee /1€ 6'8C S0¢ €8 G'9¢ 08¢ 6'8¢ 3'Z¢ /T yiuow 1ad “[$sn yusunD] }1j0id
'eorSel [zeze6ll [revliel [£296r 1L [£505€01 [r'S6816 [6776026 (222858 [£0v81L [9716829 ($sn spuosnoy} Ul seBOM 0401
39y Svy Sy LSy 0oy 61y (442 9°0F 6'€e 0ve SODIAISS
089 G'G9 929 1'/S 6'€S 07S S0 99y Ty 8'Ge Aisnpu
671 671 671 Rl 9yl Syl Iyl 9¢l 9Cl1 SLL A1}s2104 @ souLYsl "©In{NoUBY
LI've 9°¢T Ve ST 'z /0T /0T 76l 8l 67l yiuow 1od §sn ($sn ul) eBom

yjuow
9°/S 45 Tes ovS vy €4S 9'85 £'8S 01§ 0Ty Jod ‘(seold juaund o) AjAIONPOId
oevél  [yo0o8l  [esezl  [Ussll [260LL  [60/51 [66651 [SISvL [r0osll |vZlel EEREN
zeviz [otioz [9ziel  [9ocel  [revzz  [ozsze 6160z [e9over [96641 [6v611 Aisnpu
65T 19z 901¢ 6'Ere Lole €69 [s/8 |8vOy  |gove  |Tv9C AJj$9104 g s8ldYsl “81n}|NdUBY
0169 6799 G829 0'8r9 6'T65 /89 [reos  |1669  [£119  [SvOS 10aA 1od §5n (se2ud jusnD O] AJAONPOI]
099/ SY9L 6176 6756 6126 9/t [929s |99/ [r208 Jovos SODIAIDS
LSy 86ly 9'86€ G'ZSe £91C otz [Ute 9wl ezt |szze Aisnpuj
61668 [0c06e  [66v9¢  [9s8se  [olz/e  [e16ve [szeye [viise [8856c [0zoce Ajse104 @ seusysly "Ny induby
9'10cS  [££805 [rossr |olesy [ce0sr  [Lézvy [Tosvy [ ézvy |seves [secey 5,000 fuswiioldwi3
00e8S [00£9s [ooers [00szs  [0080S  [00Lsy [00S/y [0°06Sy  [0Orvy [0OLEY 5,000 92104 10901
2002 1002 0002 6661 8661 L1661  [9661L [sesL  [vesl  [césl sjun

aZep\ % K)IANINPOIJ ‘I0qeT 6 dIqeL

xipuaddy [poysyvis

MIIADY DIUOUODT [DRUUY S, DIPOGUID))




CAMBODIA’S ANNUAL ECONOMIC REVIEW

The Cambodia Development Resource Institute takes great pleas-
ure in publishing its third Annual Economic Review. As in the
past, this study aims to provide a comprehensive review of. the
Cambodian economy and an analysis of its performance in 2002
on the basis of the most recently available data. In addition, each
year, the Review presents CDRI research findings on an important
area of concern. Thus, in 2002, the focus was on private sector
development. In 2003, we look at the question of agricultural
competitiveness, particularly in the non-rice crop sector. Four
crops. were taken up as case studies in this regard, namely soy-
bean, maize, cassava and cashew.

This study attempts to understand the constraints facing non-rice
crop production in Cambodia, and in particular focuses on trade
and marketing costs and distortions that result in low farm-gate
prices and poor producer incentives. The study is preliminary in
nature based largely on secondary data and selective interviews
with key marketing and trading agents. In our view; even these
preliminary findings are interesting enough to merit publication in
this volume. CDRI is currently engaged in a second phase study
on the same topic employing a multi-country, regional approach
that will enable us to directly compare: Cambodian agricultural
competitiveness in specific cash. crops with competing regional
countries, namely Vietnam, Thailand and Laos.

We hope that the analysis and findings of this year’s Annual Eco-
nomic Review will be useful to policy makers, practitioners and
analysts in the wider development community.

Dr. Kang Chandararot.and Mr. Chan Sophal are researchers at
CDRL

Cambodia Development Resource Institute

56 Street 315, Tuol Kork, Phnom.Penh, Cambodia

(Postal address: PO-Box 622, Phnom Penh, Cambodia)

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

$20.00




