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Investment Cooperation in East Asian infrastructure building: Mechanism and Operation
Recent Development in world economy:

The US economy is in serious recession: in the fourth quarter of 2007, US GDP increased only by 0.6%, much lower than in the previous quarters. In accordance with many predictions, the US economy is likely to grow by 1.5% in 2008. The value of theUS dollar has gone down compared to many other currencies; prices of most of the goods in the world market are going up.  The facts show as follow:
(1). The regression of the US economy, which accounts for 25% of the world’s total GDP and over 15% of the world’s total import turnover, has seriously affected and led to the recession of many other economies. Prices are sharply increasing in most of the countries, even in the powerful economies where low prices have been maintained for years 

(2). Many countries have readjusted their targeted growth rate by 1-2% 

(3). If the US economy falls in its cycle of recession, the situation is likely to become more complicated.

(4) Price of crude oil in the first quarter of 2008 increased by nearly 40% compared to the average price in 2007 and is predicted to stay high. It is even forecasted to go up further to reach US $150/barrel. Price of steel in early 2008 went up by 45.1% against late 2007; currently the asking price US $900/ton. Prices of urea fertilizers, wheat flour, and rice doubled in March 2008 in comparison with last year.

(5) Consumption price in China in February 2008 rose up 8.7% against the same period of 2007. Meanwhile, the increase was 2.7% in February 2007 compared to February 2006. In Thailand, the figures were 5.41% against 2.32% respectively; in the Philippines 5.36% against 2.64%; and the Euro-using market 3.2% against 1.84%.

(6) In 2008, many countries have readjusted their growth norms to cope with the situation: the USA 1.5% (last year 2.7%); Euro-using market 1.6% (2.6%); Japan 1.5% (1.9%); China 8% (11.4%).

Due to these complicated impacts from the world economy, the deficiencies and weaknesses in management and the causes from within the domestic economy, the first quarter of 2008 saw unfavorable developments and a high inflation rate; the consumption price went up by 9.19% in March compared to December 2007. These factors made negative impacts on production, people’s livelihood, especially concerning the salaried and the poor, macro-economic stability, and the investment and business environment. 
In this context, the financial crisis and the downturn of the US economy, altogether with fierce competition in the region, could add more pressure on Cambodia’s garment sector. In particular, the depreciation of the US dollar is a two-edge knife for Cambodia. The depreciation of the US dollar has been putting pressure on Cambodian economy, especially the pressure on inflation, due to the high level of dollarization. 
Therefore, within the framework of ensuring sustainable economic growth and creating a conducive, the Cambodian government will implement the following policies: 

1) Continue the implementation of prudent macroeconomic policy which includes cautious monetary policy and efficient and balanced budget policy within the framework of public financial management reform by focusing on mobilizing revenue and increasing effectiveness, transparency, and accountability of public expenditure which gives priority to investment in physical infrastructure, support and promotion of production especially agriculture sector as well as investing in social sector to promote people’s welfare; 

2) Actively diversify the economy to ensure the expansion of growth base in the medium and long terms. In particular, regarding the inflation, it is a global issue and Cambodia has very limited ability to deal with it, but in short and medium terms, apart from the implementation of past measures, the government should focus on more actual measures.

Government has taken several measures to tackle this issue, those are as follows:
a. Monetary policy: within the overall framework, the monetary policy must focus on addressing the demand of money in the market cautiously and the stability of exchange rate which aims at controlling medium term inflation, ensuring balance for those who earn in US dollar and Riel, increasing national reserve, controlling credit for the private sector through the banking system and the continued strengthening of the national banking system. 

b. Public Finance Policy: in general, the government must continue to implement the Public Financial Management Reform Programme which has just completed Phase I and in the process of launching Phase II. The budget management must follow the 10 commandments as stated in the Rectangular Strategy of Samdech Akka Moha Sena Padei Techo HUN SEN, Prime Minister of the Kingdom of Cambodia, which has been further strengthened in the form of regulation in Law on Public Finance System, which was adopted and put into effect recently. 

c. Fiscal Policy: other than the role of mobilizing revenue for the national budget, the fiscal policy plays an important role as an economic accelerator and price regulator. In the context of increasing inflation pressure, the RGC may introduce a number of fiscal policies, especially the tax policy on international commerce, as follows:

·  Along with further reduction of custom tax and other taxes on imports for the agriculture sector and SMEs, the government is looking into possibility of lowering the import taxes on a number of necessary goods, especially import taxes on consumption goods such as food which is the basic necessity with great impact on everyday people lives.  

· In the case of sever threats to the food security, in particular with regards to the shortages of paddy and rice, in order to reduce the exports of paddy and rice or other vital food products, the RGC can look at measures of introducing export taxes on those products with reasonable rate and time frame without violating the WTO agreement in which Cambodia is a signatory. It should be noted that this measure is based on market mechanism rather on administrative measures such as export band or introduction of export quota. This is one of the options to be considered only when the economy and food security situations worsen.

d. Supporting Policies: these are the policies and special measures to compliment the above mentioned monetary, public finance and fiscal policies in order to control the inflation in the medium term; to ensure food security; to broaden and strengthen the base of growth; and increase value added of the national economy, in particular in the agricultural and agro-industry sectors. It is both consistent with the potential of Cambodia economy and the current global trend of economic development. In this connection, the important factor that should be focused is to strengthen the management of paddy rice exports aiming at strengthening the administration of the food security and increasing the value added of processing in the country.

Private Sector involvement and Public-Private Partnership:
As most of LDCs governments have always considered the private sector is the engine of growth. Therefore, the strengthening of the partnership between the government and private sector must be harmonious and consistent with the Government’s rational interventions in the economy, combined with thorough development and enforcement of laws and regulations, as well as the effective support and facilitation by the relevant government agencies.

Indeed, a healthy private sector is a key to promoting economic development. Thus, the Government has to continue strengthening the legal framework, regulations and institutional capacity to facilitate business and private investment activities, especially in ensuring fair competition, transparency, accountability, predictability and fruitful partnership between private and public sectors. In this context, favorable environment for private sector has to be strengthened through good governance, as well as the promotion of human resource development. 

There are several phases of policy implementation to improve business climate:

First, we have to set up a policy dialogue between the government and private sector from that dialogue we can identify constrains and opportunities for private development.

In the case of Cambodia, a government has established the joint-working groups on different sectors, agriculture & agro-industry, tourism, manufacturing and SMEs, Law governance and taxation, services sector including banking and financial service, energy and infrastructure, export processing and trade facilitation, and professional service and labor, each working group co-chaired by minister and representative from that particular private sector. All the issues that we cannot solve at the Working Groups level, we will bring that matters to the biannual government-private sector forum chaired by the Prime Minister. This forum considers as a whole cabinet meeting. Last month, we have convened the 13th Government-Private Sector Forum, which participated in more 600 business representatives, the Prime Minister, in respond to the request of private sector, has introduced a medium term measures and policy to tackle the inflation caused by the recession of US economy and the rising of oil price as mentioned above.
Second, Political commitments have to be clearly defined the Action Plans for future implementation, for example:

· Trade facilitation

· Investment streamlining

Third, tasking a team, who are committed to reform policy regime institutional capacity building with a strong support from political master and financial means.
Fourth, to make sure that these kinds of policy and measures can be implemented for the improvement of the business climate, the government has to establish a system of transparent performance measurement including the private sector monitors. The system will report the time and cost of doing business in the countries. 
Do we need to re-strategize that policy or improve the process?

While the government is advancing on its institutional and public governance reforms for improving the business climate, the business community has to strengthen its corporate governance and to uphold the behavior of honesty and responsibility.

The areas that the government has to take immediate actions are such as:

· Rationalizing government’s agencies that impose high cost and delays on private sector.

· Reducing transaction cost on the import and export of goods

· Elimination of all unnecessary and overlapping licenses and permission for business transaction.

· Need to set up a real one stop service for investment application process and approval and for servicing investors/facilitation

· Changing the attitude and mentality of the public sector from regulatory function to the investment promotion activities.

To ensure concrete results from investment in the East Asia, the public and private sectors need to jointly engage in a strong partnership for development. The governments must strengthen investors’ confidence by providing transparent, consistent, and efficiently administered laws and regulations, as well as developing appropriate infrastructure systems in support of investment. In parallel, the private sector should invest in and support the region’s development by sharing technical know-how. To accomplish this, mechanisms to coordinate development between the public and private sectors need to be created and/or improved. Most important, governments need to develop a clearing house in each nation, to improve mutual understanding, share knowledge, negotiate misunderstandings, and guide future development to achieve maximum benefits. 

The expansion of infrastructure, improved access of tourists to and within the region, and a more positive attitude from East Asia governments towards the private sector is providing significant opportunities for investors, operators, training institutions and consulting companies. These include:

(a)
Investment opportunities in tourism infrastructure, travel facilitation, and products
(b)
Human resource development opportunities. Training activities in hotel management, ICT for tourism, tour guiding, destination management, tourism planning

(c)
Efficient management of tourism resources (historical monuments, natural parks and reserves) and tourism-related infrastructure (airports, public utilities, etc.)

As governments are constrained by limited resources to deliver needed public services, efforts should be made to attract private sector investments. This would require policies and actions to promote an enabling environment, particularly through various administrative, financial and political reforms. There is a longer term requirement to address the legal and institutional deficiencies in property right and contract law, that are necessary to support the emergence of a vibrant private sector. Another requirement is the infrastructure needed for private sector operations, whereby improvements are needed in transportation, power and communications networks to enhance private sector competitiveness. Finally, there exists the need to revitalize institutions to develop platforms for dialogue and information sharing for the private sector, particularly the sharing of experiences from differing legal and regulatory perspectives at various levels of development from within the East Asia. 

Several areas that would be potentially attractive to the private sector include the development of small and medium enterprises through training and provision of micro-credits; development of livelihood and vocational skills; management of public utilities such as water supply provision, sanitation, and solid waste collection, delivery of social services such as health and education; technology transfer and ICT; plantation management and processing services; raising capital funding for public/private partnership to reduce risk on investment.  

East Asia countries are bound by shared natural resources, with a rich environmental endowment and a diverse ethnic population. There exists great economic potential as well as a commonality of the challenges facing these countries. However, despite economic development and modernization, a large portion of the resources remain untapped. Poverty is still widespread and progress within the subregion remains patchy. Governments in the East Asia should seek ways of optimizing these potentials, weaving policies into workable strategies, engaging in subregional cooperation to develop its human resources, and managing the environment to enable them to pursue sustainable development goals.
The private sector, aside from the international donor community, is a potential partner in development despite its early stage of involvement. However, there is a need for governments to facilitate a conducive environment to attract private investments, overcome legal and institutional barriers that constrain private sector development, and change the existing adverse circumstances under which the private sector operates.
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