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Economic Indicator in RCEP

¥ 39,246 uss

Trade in Goods Rules of Origin Labor Mobility

_ﬂ ASEAN Eliminates tariffs on more Give firms more Temporary cross-border
a3 3 348 uss billion than 90% of goods traded flexibility to source inputs labor flow for services,

' 873 million over a 20-year period from the bloc, while benefitting  other business activities

® 4972 uss from low tariffs
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Customs Procedures E-commerce and

Population = =
¥ GOP per capi and Trade Facilitation Trade in Services Digital Trade
New Zealand Single set of rules for At least 65% of RCEP Offers more provisions
@1 247 uss billion greater consistency in countries’ services sector relating to e-commerce,
- S million trade and customs practices, will be fully open, with greater aimed at increasing the level
¥ Ausiralic = fr 48,213 uss leadeing to greater efficiency  transparency of regulations of trust and confidence
s 1 635 Uss bill and measures of users
¢+ 25 million »
¥ 63.532us o / (Source: ITC, World Bank, IMF, UNCTAD, AMRO Staff)

CAMBODIA’'S TRADE

Cambodia’s Total Trade 2022 yan-sep)

$ 24,066.33 million

E I $ 454.72 million 1.89%

“ ‘ $ 19.00 million 0.08%
N2

ﬁ S 32.24 million 0.13%
, ‘ S 84.15 million 0.35%

- $ 3.056.12 million 12.70%

T
= - $ 3626.98 million 15.07%
EBEe—— 3

. I $ 600.43 million 2.49%
- $ 4,633.66 million 19.25%

- ‘ $ 162.98 million 0.68%
[Source: General Directorate of Customs and Excise of Cambodia)

CAMBODIA'S BILATERAL INVESTMENT TREATIES

"4 D

| 540446 milion 1.68%

*‘ $ 14.77 million 0.06%
_ $ 8796.01 million 36.55%

- I S 681.25 million 2.83%
. . $ 1,499.50 million 6.23%

N iag

LAO PDR JAPAN VIET NAM PHILIPPINES INDONESIA
Cambodia-Lao PDR BIT Cambodia-Japan BIT Cambodia-Viet Nam BIT Cambodia-Philippines BIT Cambodia-Indonesia BIT
Signed: Signed: Signed: Signed: Signed:
Nov 24, 2008 Jun 14, 2007 Sep 01, 2001 Aug 16, 2000 Mar 16, 1999
Not in force In force: In force: Not in force Terminated:
Jul 31, 2008 Oct 24, 2005 Jan 07,2016
*‘r'ﬂl
L ‘ f
KOREA SINGAPORE CHINA THAILAND MALAYSIA
Cambodia-Korea, Republic BIT Cambodia-Singapre BIT Cambodia-China BIT Cambodia-Thailand BIT Cambodia-Malaysia BIT
Signed: Signed: Signed: Signed: Signed:
Feb 10, 1997 Nov 04, 1996 Jul 19, 1996 Mar 29, 1995 Aug 17,1994
In force: In force: In force: In force: In force:
Mar 12, 1997 Feb 24, 2000 Feb 01, 2000 Apr 18, 1997 May 09, 1997

(Source: UNCTAD International Investment Agreements Navigator)
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\World Bank. 2022h. “Cambaodia’s Overview.” Accessed October 17, 2022.
https://www.worldbank.org/en/country/cambodia/overview.

2 Asian Development Bank. 2022. “Asian Development Outlook 2022: Mobilizing Taxes for Development.” Accessed 07 April
2022. https://www.adb.org/sites/default/files/publication/784041/ad02022.pdf.

3 https://asean.org/wp-content/uploads/2012/05/RCEP-Guiding-Principles-public-copy.pdf.

4 https://www.nis.gov.kh/index.php/km/

>Thangavelu, Shandre (et al.}. 2022. “Potential Impact of RCEP and Stractural Transformation on Cambodia.” In Regional

Comprehensive Economic Parternship (RCEP}: Implications, Challenges and Future Growth of East Asia and ASEAN, edited by
Fukunari Kimura, Shandre Thangavelu, and Dionisius Narjoko, 8.1-8.49, Indonesia, ERIA.
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®Lee, Cassey. 2022. “Focus Areas and Support for Small and Medium-sized Enterprises.” In Dynamism of East Asia and RCEP: The
Framework for Regional integration, edited by Fukunari Kimura, Shandre Thangavelu, Shujiro Urata, and Dionisius Narjoko, p.
277-298, Indonesia, ERIA.

7 Kimura, Fukunari., (et al.}. 2022. “Regional Comprehensive Economic Partnership (RECP}: Challenges and Opportunities for

ASEAN and East Asia.” In Dynamism of East Asia and RCEP: The Framework for Regional Integration, edited by Fukunari Kimura,
Shandre Thangavelu, Shujiro Urata, and Dionisius Narjoko, p. 1-11, Indonesia, ERIA.
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8 Kimura, Fukunari., (et al.}. 2022. Dynamism of East Asia and Regional Comprehensive Economic Partnership (RECP): The
Framework for Regional Integration. Indonesia, ERIA.
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Cambodia’s Readiness for RCEP

TAT Puthsodary™
CHAM Nimul**

This Special Edition presents Cambodia’s entry points and readiness for national macroeconomic
development policy, trade policy and strategies once the country enters into the Free Trade Agreements
(FTAs), especially Regional Comprehensive Economic Partnership (RCEP).

Cambodia’s Macroeconomic Performance

Cambodia’s the economic growth increased around 7.7 percent per annum for over two decades from 1998
to 2019°. However, the COVID-19 pandemic had a negative impact on the GDP growth which dropped at -
3.1% in 2020, and rebounded from 3.0% in 2021 to 5.3% in 2022 and is expected to climb at 6.5% in 2023.
The inflation dropped from 4.7% in 2022 to 2.2%in 2023. The positive growth results from the contributions
from taxes on products less subsidies, services, industry and agriculture??.

Reginal Comprehensive Economic Partnership (RCEP)
The RCEP is the biggest free trade agreement. It was launched in November 2012 between the ASEAN nations
and ASEAN’s free trade agreement partners; and RCEP entered into force on 1 January 2022. It encompasses
trade in goods, trade in services, investment, economic and technical cooperation, intellectual property,
competition, dispute resolution and other issues''. RCEP offers a trade framework to address the rising
protectionism due to globalization, COVID-19 pandemic and Russia-Ukraine war.

e GDP growth: 2.0%-3.8%

e Population: 15,552,211 in 2019 (NIS 2019)*?

e Employment: 3.2% - 6.2% (blue-collar workers)

e The sectors benefit the most: Agriculture, manufacturing, construction, maintenance and services

sector (Thagavelu et al, 2022)*°

e Total export to RCEP countries: USS$3.28 billion, increased by 11% as of 9 months in 2021-2022) in 2022

e RCEP market with Cambodia: USS 16.24 billion (increased by 9%) in 2022

e Taxrevenue: 2.0% - 3.9% (Thagavelu et al, 2022)

e Figure 1 below demonstrates Cambodia has gained benefits from the FTAs, especially RCEP. The

FTA coverage ratio of exports and exports among ASEAN nations and RCEP member countries
within nine months in 2022 has increased gradually.

Figure 1: FTA coverage ratio of Cambodian trade

RCEP enters into force (USS million) in 9 months 2022

The world | RCEP ASEAN Australia China Japan South Korea | New Zealand
23,764 19,363 10,297 121 7,901 602 426 17
(15% A) (12% A) (9% A) (51% A) (14% A) (27% A) (-3% V) (48% A)

* Advisor to the Ministry of Commerce
** Secretary of State, Ministry of Commerce

°World Bank. 2022b. “Cambodia’s Overview.” Accessed October 17, 2022.
https://www.worldbank.org/en/country/cambodia/overview.

10 Asian Development Bank. 2022. “Asian Development Outlook 2022: Mobilizing Taxes for Development.” Accessed 07 April

2022. https://www.adb.org/sites/default/files/publication/784041/ado2022.pdf.

U https://asean.org/wp-content/uploads/2012/05/RCEP-Guiding-Principles-public-copy.pdf.

12 https'//www.nis.gov.kh/index.php/km/

13 Thangavelu, Shandre (et al.}. 2022. “Potential Impact of RCEP and Stractural Transformation on Cambodia.” In Regional
Comprehensive Economic Parternship (RCEP): implications, Challenges and Future Growth of East Asia and ASEAN, edited by
Fukunari Kimura, Shandre Thangavelu, and Dionisius Narjoko, 8.1-8.49, Indonesia, ERIA.
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RCEP enters into force (USS million) in 9 months 2022

syodx3y

The world | RCEP ASEAN Australia China Japan South Korea | New Zealand
17,258 4,703 2,436 284 3895 898 175 16
(22% A) (6% A) (9% A) (133% A) | (-18% V) | (8% A) (21% A) (45% A)

Source: Ministry of Commerce, 2022

What are key challenges and opportunities for Cambodia entering the RCEP?
Although all the above figures show a positive economic outlook for Cambodia, Lee (2022) argues that

different RCEP countries will not gain equally from their participation in the free trade agreements (FTAs),
particularly RCEP,

1. The benefits from trade have been unequally distributed and biased between skilled and unskilled
workforces. Around 70% of the income generated from trade went to the top two high income
groups.

2. The FTA integration is negatively implicated with anti-globalization and protectionism (Kimura et al.
2022},

3. Cambodia’s policy-makers, trade negotiators, practitioners and SMEs may not yet fully understand
RCEP features, commitments, and impacts, especially trade balance in different sectors such as
agriculture, construction, services and banking sector.

4. The differentiations between RCEP and other trade agreements such as different tariff concessions,
co-sharing, single rule of origin, positive and negative lists in services liberalization (Kimura, et al.
2022)°,

Mapping of Cambodia’s entry points

Measures under RCEP framework
Capacity building
tn? : Research and | Information
NO. Cambodia’s entry points and technical and Public | o
: _ innovation in for
financia awareness ,
| trade business
assistance
1 Information sharing on success X
stories of RCEP
2 Prioritize key products (trade in X X
goods) and trade in services that
enable Cambodia to enter into
international markets.
3 A RCEP readiness assessment X

'“ Lee, Cassey. 2022. “Focus Areas and Support for Small and Medium-sized Enterprises.” In Dynamism of East Asia and RCEP:
The Framework for Regional Integration, edited by Fukunari Kimura, Shandre Thangavelu, Shujirc Urata, and Dionisius Narjoko,
p. 277-298, Indonesia, ERIA.

15 Kimura, Fukunari., (et al.). 2022. “Regional Comprehensive Economic Partnership (RECP}: Challenges and Opportunities for
ASEAN and East Asia.” In Dynamism of East Asia and RCEP: The Framework for Regional Integration, edited by Fukunari Kimura,
Shandre Thangavelu, Shujiro Urata, and Dionisius Narjoko, p. 1-11, Indconesia, ERIA.

16 Kimura, Fukunari., (et al.). 2022. Dynamism of East Asia and Regional Comprehensive Economic Partnership (RECP): The
Framework for Regional integration. Indonesia, ERIA.
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Develop trade policy framework to X X
address the rising protectionism
due to globalization, COVID-19
pandemic and Russia-Ukraine war

Advancement of Cambodia’s X X
strategic interests

Trade facilitation through great X X
coherence of trade rules

Explore opportunities for X
exchanges of experiences among
Parties’ entrepreneurial programs

New market access opportunities X X X

Cambodia should be ready to
comprehend tariff elimination
rates on RCEP member countries
such as ASEAN, Australia, China,
Japan, South Korea and New
Zealand

Source: Lee, 2022 (p.289)
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Trade Policy Brief

New Dynamism of East Asia and ASEAN: New Trade Institutions in FTAs and ‘Living
Agreement’ of RCEP

By Shandre Mugan Thangavelu®®
Jeffrey Cheah Institute for Southeast Asia, Sunway University

. Introduction

For the past decade, East Asia has been facing rising protectionism and anti-globalisation in regional and
global trade, which will have a large impact on growth and development in the region {(Rodrik, 2021. Kimura
et. al, 2022, Thangavelu, 2021). The pandemic COVID-19 shock, United States (US)—China trade war tensions,
Russia-Ukraine war in Europe, global inflationary pressures, global value chain (GVC) disruptions, and the
expected global and regional recession in 2023 are expected to have significant impact on the short-run to
long-run development of the region. With rising global uncertainties and GVC disruptions, it is expected that
we will experience more inward-looking policies, rise in protectionism and fragmentation of global and
regional trading arrangements. However, trade and GVCs are critical for a sustainable and inclusive post-
pandemic recovery in terms of poverty reduction and for creating a stable and resilient recovery process in
terms of a digital and green transformation of regional trade (World Bank and WTO, 2022).

Recent studies by Kimura (2019; 2021) have highlighted the importance of the rules-based international
trading order as an essential condition for effective and efficient functioning of international production
networks (IPNs) in East Asia. The production processes in the global production value chains are located
overseas, requiring close coordination of the movement of intermediate goods and services, which
necessitates a rules-based trading system that allows for stable and dynamic GVC activities in the region.
However, the rules-based trading system has become weaker over the past decade due to the United States
(US)—China trade war and the weakness of the World Trade Organization (WTO) in supporting the current
global trading system, amplified by the crisis of the WTO Appellate Body (Kimura, 2021).

In addition to the global uncertainties and pandemic shock, there are also significant pressures on trading
areas and arrangements to manage key domestic and regional issues beyond the traditional trade issues
related to movements of goods, services and capital. The high-level forum organized by ASEAN Secretariat,
ERIA and Ministry of Commerce, Kingdom of Cambodia on RCEP and Regional Dynamism highlighted new
economic and social agenda that trading arrangements have to address beyond trade related issues??. The
forum highlighted the following issues: (a) environment and climate change issues, (b) digitalization and
social impacts, (¢) domestic capacity building in terms of skills development and training, (d) GVC and
increasing the role of SMEs, (e) strengthening the ruled based trading, and (f) the sustainability and inclusive
growth of the region. The high-level participants also highlight the need to address the ‘living’ agreement of
RCEP.

¥ This policy brief is part of the keynote address at the ASEAN Ministerial Forum at ASEAN Summit on 10 November at Phnom
Penh, Cambodia.
4 The High-Level Forum on RCEP, ‘RCEP 10th-Year Anniversary: Reminiscing the Journey of RCEP and Launching of ERIA Second
Book: Dynamism of East Asia and Regional Comprehensive Economic Partnership (RCEP): The Framework for Regional
Integration’ on 2-3 November 2022 at Phnom Penh, Cambodia. https://www.eria.org/events/rcep-10-year-anniversary-
reminiscing-the-journey-of-rcep-and-launching-of-eria-book-dynamism-of-east-asia-and-regional-comprehensive-economic-
partnership-rcep-the-framewo/
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The above requires new economic and social agenda beyond trading arrangements and the need to align
global, regional and domestic policies and structural issues. It also requires the coordination within and
between countries and also between different trading arrangements to reduce overlapping effects of
policies, high transaction cost in border trade, and fragmentation of global and regional trading framework.
This highlights the urgent need for a new trading institution that requires more traction of trade policies on
economic and social issues at domestic, regional and global level.

The Regional Comprehensive Economic Partnership (RCEP), the largest free trade agreement (FTA) in the
world that came into effect on 1 January 2022, is expected to provide the new institutional framework, the
‘build-in’ institutional feature within RCEP agreement, for progressive liberalization of regional and global
trade and also to address the contemporary issues beyond trade and investment as a ‘living’ trade
agreement.

Il. RCEP as a ‘Living’ Agreement: New Trade Institution within Multilateral Agreements

The RCEP is the largest global trading bloc in the world, with a combined population of 2.2 billion (30% of
the world population), total regional gross domestic product (GDP) of around $38,813 hillion (30% of globa
GDP in 2019), and nearly 28% of global trade. It sets an important agenda for trade and investment in globa
trade in terms of opening large domestic markets (demand), releasing huge resources for trade and
investment, and creating dynamic regional and global value chain activities.

There are several key features of RCEP in terms (a) a single rule-of-origin framework for the 15 member
countries, which could have an accelerating and enhancing impact on global value chains (GVCs) in the
region; (b) the key element of the China—Japan—Korea (CJK) effect, as the RCEP agreement is the first FTA for
trade and investment amongst these countries; (¢) elements for digital transformation and services
liberalisation in crucial services trade in e-commerce, financial, professional, and telecommunications
services; (d) ASEAN centrality, and (e) RCEP as a ‘living’ agreement.

The key institutional feature of RCEP is the institutional provision given in chapter 18 of the agreement that
creates the forward-looking dimension of progressive trade liberalization and address key economic and
social issues beyond trade. Under chapter 18 (institutional provision) of RCEP agreement, the RCEP Joint
Committee (RJC) will meet within 1 year after the agreement enters into force, and the RCEP Secretariat will
coordinate all meetings thereafter. This unique feature of RCEP, to create the ‘build-in’ institution within
multilateral free trade agreement, creates the new agenda for developing next set of trade institutions
within multilateral FTAs that will align domestic and regional reforms in terms wider economic and social
benefits beyond trade in a ‘ruled-based’ trading framework. Currently, there is no other multilateral FTAs,
including CPTPP, that provides the establishment of an ‘build-in’ institution and a secretariat, although some
FTAs such as AANZFTA and AHKFTA established facilities at the ASEAN Secretariat to augment human
resources and support the Joint Committees in overseeing the implementation of their FTAs with ASEAN
(Rillo, Robeniol, and Buban, 2022). The institutional provision under RCEP also strengthens ASEAN Centrality
and creates the forward-looking agenda for ASEAN to create a sustainable and inclusive growth in the region.

As a ‘living’ agreement, the RCEP Joint Committee will be able to create a wider regional integration agenda
to address key contemporary issues such as the environment and climate change, skills development, green
transformation, and developing digital and smart urban centres. The role of RCEP Secretariat as independent
and progressive institution will be critical in the implementation, monitoring, evaluation and leveraging the
forward-looking component of the ‘living’ agreement of RCEP (Kimura, Thangavelu, and Narjoko, 2022;
Thangavelu, Urata, and Narjoko, 2022; Armstrong and Drysdale, 2022; ADB, 2020). The RECP Secretariat will
create a complementarity in policies with ASEAN Secretariat, mobilize more resources and will have new
institutional features to address the rising global uncertainties and emerging new challenges.
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lll. Significance of the RCEP in Sustainable and Inclusive Growth in the Post-Pandemic Era

The RCEP is a critical framework for global trade and regionalism, given the current context of uncertainty
and inward-looking policies induced by COVID-19 pandemic and the US—China trade war. It provides the key
impetus for global trade and investment and shifts the domestic and regional activities in East Asia to open
regionalism and global trade and investment.

The impact of the RCEP will be significant for ASEAN and its LDCs (ltakura, 2022; Park, Petri, and Plummer,
2021; Park, 2022). The dynamic Computable General Equilibrium (CGE) analysis by Itakura (2022) highlighted
the positive impact of the RECP on GDP for all RCEP members throughout the 2030s, particularly for the
scenario with deeper trade and investment facilitation and addressing behind-the-border issues (S4: tariff
reduction, services liberalisation, logistic improvements, and investment facilitation). Park (2022)
highlighted that the RCEP will generate more significant gains than the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) for RCEP member countries.

IV.Impact of the RCEP in Creating Sustainable and Inclusive Integration

The RCEP is a ‘living’ agreement, which allows it to address current key issues that affect regional integration
in terms of trade and investment under the institutional provisions {chapter 18). The following are the
current important issues that the RCEP should address urgently for sustainable and inclusive integration of
the region.

1. The effect of the pandemic shock tends to be felt more by unskilled and older workers. It also has an
uneven impact on gender and increases the vulnerability of females in the labour market and
households. There could be more support under economic cooperation to increase the technical
education and skills of vulnerable groups affected by the pandemic. Economic cooperation to support
skills development for the ASEAN LDCs could be undertaken with the support of other international
organisations such as the World Bank and the Asian Development Bank.

2. The effects of the pandemic are also felt unevenly on larger firms and SMEs. Given that larger firms
have more access to financial markets and banks to leverage their risk of pandemic shock, it is likely
that SMEs are ‘crowded out’ of the financial markets and banks. There is a need to review the
financial inclusiveness of SMEs due to the pandemic shock.

3. The RCEP framework also allows member countries to address economic cooperation to develop the
regional and domestic capacity to create a more resilient region against external shocks such as the
pandemic. Under the RCEP economic cooperation framework, a regional platform for the
consideration of mass testing and vaccination rollout against the pandemic shocks such as COVID-19
virus could be an important area of cooperation.

4. The pandemic has also increased the vulnerability of the fiscal status and sustainability of many East
Asian countries and AMS. There is a need to review the fiscal sustainability of the RCEP member

countries and to develop a platform for short-term loan support that could be provided under the
RCEP framework of economic cooperation.

5. The RCEP will provide domestic and regional platforms for the structural transformation of GVCs in
the post-pandemic recovery. The higher risk from the COVID-19 pandemic will induce most
multinational firms to undertake digital innovation and automation, which will directly affect the GVC
activities in the region. This will have implications for domestic industrial activities in manufacturing
and services. ASEAN LDCs must undertake policies to induce structural transformation of their
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industries to higher value-added activities, which will support the GVC activities induced by the CIK
effects through the RCEP. However, there is a need to accelerate the structural transformation of
these industries, especially in Cambodia, to increase GVC participation in parts and components.
Structural transformation in ASEAN LDCs, such as Cambodia, could be through investing in critical
infrastructure, upgrading their Special Economic Zones, or improving the skills and human capital of
workers.

6. Digital transformation will accelerate in the post-pandemic recovery and will have a direct impact on
services activities and services trade in the region. AMS should develop a policy framework to
manage the structural transformation of the services sector through digital innovation and
automation. The RCEP could provide the framework to manage the structural transformation of
services trade and investment in the post-pandemic period (Ando, Kimura, and Yamanouchi, 2022).

7. During the pandemic recovery, we expect an intensification of the unbundling effects of production
and economic activities in the global production value chains, facilitating participation by developing
economies, which is important for the structural transformation of East Asian countries and AMS.
These processes, in both goods and services value chains, will be intensified by the application of
digital technologies. We also expect the acceleration of digital and services trade in the next phase
of growth in East Asia (Ando, Kimura, Yamanouchi, 2022; Findlay and Roelfsema, 2022).

8. Under economic cooperation, the development of skills and capacity building of workers will have an
important priority under the RCEP agreement. As the region and domestic economies experience
structural transformation, it will be important to create the relevant skills for the next stage of growth
of the region. Economic cooperation under the RCEP could play an important role.

9. The RCEP framework could also address key issues related to climate change and the environment,
green transformation of the region in terms of trade and infrastructure, and the development of new
urban centres to drive the next phase of economic growth in East Asia.

There is an urgent need for the RCEP members to establish the independent and progressive RCEP
Secretariat within a year, which will be critical to manage the global uncertainties, reinforce ‘ruled-based’
trading activities, and also manage the economic and social issues beyond trade in the region. This will be
critical for the pandemic recovery, post-pandemic structural transformation and to create sustainable and
inclusive growth in the region.
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