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ASEAN-Hong Kong, China
Free Trade Agreement
signedin 2018

ASEAN-Australia-New Zealand
Free Trade Agreement (AANZFTA)
signed in 2009

Regional Comprehensive
Economic Partnership (RCEP)
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MARKET ACCESS LIBERALIZATION FOR CAMBODIA COMPARISONS

ASEAN-Korea FTA RCEP CKFTA
// \\\ // \\\
(HSK2017) (HSK2019) (HS Code 2012)

89.98

(11,294 Tariff Lines)
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Cambodian PM Highlights Potential Areas for Future
ASEAN-EU Cooperation

Source: Khmer Times

Hun Sen, Prime Minister of the Kingdom of Cambodia
and Chair of ASEAN 2022, has emphasized key areas for
intensifying future cooperation between ASEAN and
EU. Priority areas of cooperation will include, among
others:  transport, connectivity and quality
infrastructure development; trade and investment;
strengthening of MSMEs; energy transition; digital
economy and technology; food and agriculture;
science, technology, and innovation; people-to-people
exchanges; and the attainment of Sustainable
Development Goals (SDGs) by 2030, Hun Sen told
EURACTIV Media in a written interview ahead of the
ASEAN-EU Commemorative Summit to celebrate the
45th Anniversary of ASEAN-EU Dialogue Relations.
Click here to read more

Cambodia’s Exports to U.S. Worth over $8 Billion in 11
Months

Source: Khmer Times

Cambodia exported $8,217 million worth of products
to the U.S. market in the first eleven months of this
year. The figure represents an increase of about 23
percent compared to the same period last year,
according to the latest report from the General
Department of Customs and Excise (GDCE) at the
Ministry of Economy and Finance. About 40 percent of
Cambodia’s total exported goods went to the U.S.
during the January-November period. The U.S.
remained the largest buyer of Cambodia’s products,
followed by Vietnam, China, Japan, Canada, and
Germany. Meanwhile, Cambodia imported $292.7
million worth of goods from the U.S., a year-on-year
decrease of 4.8 percent, pointed out the same report.
Cambodia’s major exports to the U.S. include textiles,
footwear, travel goods and agricultural products, while
its main imports are vehicles, animal feed and
machinery. Click here to read more

Farmers Urged to Register for China Peppercorn
Export

Source: Khmer Times

The Ministry of Agriculture, Forestry and Fisheries has
called for farmers and processing plant owners to
register for quality inspection related to the export of
peppercorn to China. The call was made after
Cambodia and China recently signed a protocol on
phytosanitary requirements for the export of
peppercorns. In a statement on Monday, the ministry
said that pepper plantation owners, pepper
agricultural cooperatives, and pepper processing and
packaging factories that wish to produce and process
pepper, and export peppercorn to the Chinese market,
may apply for registration of pepper plantations and
processing facilities for exporting pepper to China at
the ministry’s General Department of Agriculture
(GDA). The newly-signed protocol paves the way for
the two countries’ specialised ministries and
institutions to continue negotiations on phytosanitary
requirements to allow Cambodian pepper to be
directly exported to China. Currently, the area of
pepper land is over 6,700 hectares, with an average
yield of about 30,000 tons. Click here to read more

Over 20,000 biz Registered with MEF Single Portal
Source: Khmer Times

As of December 12, 20,189 businesses had been
approved with a total capital of $5.70 billion, according
to a report from the Online Business Registration
System under the Ministry of Economy and Finance.
Some 12,742 business names of companies are in the
stage of approval, the report said, adding that two
business names have been rejected. The government
launched the online business registration system,
known as the Single Portal, in June 2022. New
businesses can register on the packet information
system, and all other documents can be provided and
received in digital form. Through this platform,
complex procedures, repetitive information, time and
cost incurred under the old process will be minimized.
Several ministries and state-run institutions — the
Ministry of Commerce, General Department of
Taxation, Ministry of Labor and Vocational Training,
Ministry of Interior, and Council for the Development
of Cambodia — have been integrated into a business
registration system on the platform. Click here to read
more
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European Union reaches landmark agreement on a
pollution tax for imports

Source: CNBC

Plans for the European Union’s Carbon Border
Adjustment mechanism took a significant step forward
after a provisional deal between the Council of the EU
and members of the European Parliament was
reached. The CBAM is a significant cog in the EU’s
broader goal to cut greenhouse gas emissions by at
least 55% by the year 2030. It will cover a range of
goods and sectors such as electricity, fertilizers,
aluminium, cement, steel and iron. Carbon Border
Adjustment Mechanism, the EU has a plan to create a
levy to equalize the price of carbon. Only countries with
the same climate ambition as the EU will be able to
export to the EU without buying CBAM certificates.
Click here to read more

The big opportunity behind small businesses
Source: World Economic Forum

Smaller companies represent 90% of all companies and
are responsible for nearly 70% of both jobs and gross
domestic product (GDP) worldwide. Recent Forum
research highlights that 67% of SMEs and mid-sized
companies report fighting for survival as their top
challenge. A Year On report finds that smaller
businesses have what it takes to enable widespread
growth, innovation and sustainability in our global,
regional and local economies. According to the report,
the top challenge currently preoccupying 67% of
executives of SMEs is survival and expansion and
almost half of them highlight talent as one of their main
challenges. Click here to read more

Digitalization helps promote financial inclusion
among ASEAN youth

Source: World Economic Forum

Digitalization can unlock greater financial inclusion
among the ASEAN digital generation, according to a
new report. The ASEAN region has seen unprecedented
growth in digitalization, and this trend looks set to
continue, according to the World Economic Forum'’s
ASEAN Digital Generation Report 2022. The uptake of
digital financial services is also increasing across the
region. However, the report found that women, micro-

business owners, rural communities, and other
underserved groups experience gaps in accessing
financial services in the region. Click here to read more

EU requests WTO panels over trade disputes with
China

Source: ALJIAZEERA

The disputes concern alleged Chinese restrictions on
EU companies’ rights to use a foreign court to protect
their high-tech patents, and trade with EU member
Lithuania. “In both cases, the measures are highly
damaging to European businesses,” the Commission
said in a statement, adding that measures against
Lithuania disrupted intra-EU trade and supply chains.
One of the disputes concerns China’s downgrading of
diplomatic ties with Lithuania from December 2021
and pressure on multinationals to sever links with the
Baltic nation of 2.8 million people after it allowed
Taiwan to open a de facto embassy in Vilnius. In the
other case, the Commission said Chinese courts had
since August 2020 issued “anti-suit injunctions” that
prevent European companies from seeking redress
over standard-essential patents in non-Chinese courts,
such as EU courts. Click here to read more

China readying $143 billion package for its chip firms
in face of US curbs

Source: The Economic Times

China is working on a more than 1 trillion yuan ($143
billion) support package for its semiconductor industry
in a major step towards self sufficiency in chips and to
counter U.S. moves aimed at slowing its technological
advances. China plans to roll out what will be one of its
biggest fiscal incentive packages over five years, mainly
as subsidies and tax credits to bolster semiconductor
production and research activities at home. With the
incentive package, China aims to step up support for
Chinese chip firms to build, expand or modernise
domestic facilities for fabrication, assembly, packaging,
and research and development. Click here to read
more
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IMF, World Bank Sound Alarm about Global Economic
Outlook

Source: Bloomberg

The International Monetary Fund, World Bank and
others raised concerns about a worsening global
outlook, while hopeful that China’s reopening will help
support world growth. The IMF currently forecasts
global growth will be 2.7% in 2023, slowing from 3.2%

in 2022. David Malpass, head of the World Bank, was
deeply concerned that the world is at risk of a global
recession, which is a true long-term crisis for people in
developing countries. Ngozi Okonjo-lweala, director
general of the WTO, estimated global goods trade will
only grow 1% next year, a sharp slowdown from the
estimated 3.5% expansion this year. China will have to
reduce its excess stocks of food and fertilizer to help
with shortages elsewhere to lift the world out of
stagflation. Click here to read more
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1. Introduction

In recent decades, we have witnessed the proliferations of free trade agreements (FTAs). Globally, the number of
bilateral and multilateral FTAs increased dramatically from about 100 in the 1990s to about 800 in 2022 (World Trade
Organization 2022). Increasingly, we are observing the FTAs between developed and developing countries covering
key trade and investment liberalization issues. The proliferations of FTAs provide important opportunities and
challenges for openness strategy and economic structural transformation at domestic and regional levels. For example,
the Association of Southeast Asian Nations (ASEAN) has been using FTAs (bilateral and multilateral) to increase market
access and regionalism. FTAs set the rule-based trading activities, and the necessary conditions for regional integration
through trade negotiations. The trade and investment liberalization framework set by FTAs (both bilateral and
multilateral) provides the necessary conditions for greater regional integration, structural transformation of member
countries, and forward-looking strategies to shift the regional to next stage of growth, i.e., the Comprehensive and
Progressive Agreement for Trans-Pacific Partnership (CPTPP) and the Regional Comprehensive Economic Partnership
Agreement (RCEP). However, we require the domestic reforms and structural transformation at the domestic economy
(needing sufficient conditions) to fully maximize the benefits and opportunities provided by the regional integration
framework (necessary conditions) provided by the FTAs. The sufficient conditions for full integration of FTAs require
domestic participation and structural transformation of the domestic economy, i.e., participation of domestic firms,
domestic capacity and linkages in manufacturing, service linkages, and forward-looking institutions such as technology,
innovation, artificial intelligence, and e-commerce to facilitate trade across borders. The sufficient fundamentals
(sufficient conditions) within the domestic economy for integration are to develop industrial policies to align to the
framework of FTAs so as increase the allocative efficiency and reduce the ‘policy risks’ of industrial planning, reduce
the structural transformation cost, and empower businesses to plan forward-looking investments and technology
adoptions.

Forward-looking FTAs are important to set the necessary framework for deeper regional integration in terms of
technological changes and innovation, market access, dynamics of global production value chain, and maintains the
‘rules-based’ trading framework for future developments. For example, RCEP consists of 15 member countries that
sets the agenda for regional integration and increase market access for trade in goods, trade in services and
investment, and to address ‘behind-border’ issues. RCEP also sets the agenda for regional cooperation and institutional
building to strengthen regional integration in East Asia. RCEP can address key current and forward-looking issues as it
is a ‘living’ agreement (Thangavelu et al. 2022). Under RCEP, least-developed parties enjoy benefits from transitional
‘Safeguard Measures’ and differential treatments for their level of trade and investment commitments. For example,
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an originating good of any least-developed party shall not be subject to any safeguard measures by developed parties?,
and developed parties that applies safeguard measure shall not be requested for any compensation by the affected
least-developed parties?.

Even though the scope and depth of the level of liberalizations vary across the FTAs given the diversity of the member
states, most of FTAs are all designed to generally increase market access through reducing tariffs and to extensively
remove behind-the-border barriers by regulating foreign direct investment, protecting intellectual property rights,
maintaining competition policy, and liberalizing services (Baccini 2019). Hence, the key objectives of domestic policies
are maximizing the benefits of FTAs for domestic industries and businesses. However, recently, trade negotiators have
realized that local businesses are unlikely to use these FTAs. Recent studies emphasize the low utilization rate of
regional FTAs by businesses, only adopted by larger firms (Chia 2010; Tambunan and Chandra 2014; Kawai and
Wignaraja 2011; Taratorn, Tassanee, and Nuttawut 2008). This raises important policy questions on the impact of FTAs
on the business activities and the overall trade policy in Cambodia. In this regard, this policy brief aims to explore the
framework to increase the utilization of Cambodia’s FTAs. It also provides key policy recommendations to increase the
impact of FTAs on the Cambodian economy.

2. Evidence of FTA Utilization

The utilization of FTAs® is determined by behavioral, structural, and institutional framework of domestic industrial
structure. First, behavioral FTA utilization identifies the behaviors of firms in different sectors, including large, medium,
small, and micro firms—exporters and importers have different behaviors towards regional and global trade and
investments. The utilization of FTA varies depending on the characteristics of the firms and the firms’ awareness of
the existence of the FTAs. Second, structural FTA utilization characterizes the structural issues on high transaction cost
and paperwork and high compliance. For example, parties of the FTA need to comply with substantive and
administrative requirements to prove the origin of the products in order to benefit from preferential tariffs. The
overlapping FTAs will increase the transaction cost of participation in the respective FTAs (Thangavelu, Narjoko, and
Urata 2021; Hayakawa and Shiino 2021). More restrictive rules of origin will make businesses consider ‘most favorable
nations’ (MFN) tariffs instead (Kasteng and Inama 2018). Lastly, with institutional FTA utilization, institutions should
be facilitating and not regulating with respect to respective FTAs, i.e., simplifying export procedures, enhancing
National Single Window and integrating with ASEAN Single Window (Thangavelu, Narjoko, and Urata 2021; Hayakawa
and Shiino 2021).

While the FTAs are rapidly emerged in recent decades, the utilization of the FTAs remains a challenging question
among trade policymakers and policy researchers. Existing studies have pinpointed the learning effects (Kawai and
Wignaraja 2011), the margin effects, scale effects, and rules of origin effects (Hayakawa, Kim, and Lee 2014) to be the
important determinants of FTA utilization. Hayakawa and Shiino (2021) and Kawai and Wignaraja (2011) highlight that
the FTA utilization rate increased through ‘learning effect’, where under the learning process, firms took considerable
time to learn the export markets and to take advantage of new preferences from FTAs. Another studies have found
that the proliferation of FTAs as well as the subsequent erosion of preferential margins have potential and major
reasons for low FTA utilization rate in East Asia, i.e., very few Japanese firms use the Japan-Singapore FTA due to
Singapore’s near zero MFN rates (Takahashi and Urata 2010).

Other recent studies use custom-level data at product and firm level to examine the effects of preferential margins on
FTA utilization. Among others, Hayakawa, Nuttawut, and Yoshimi (2021) investigates a larger preferential margins
between MFN tariff rate and FTA tariff rate that tend to have a positive impact on the FTA utilization rate. Other
studies also emphasize the positive effects of FTA utilization in Asia and ASEAN. For example, the positive impacts are

1 RCEP agreement, Art. 7.6.2, De Minimis Imports and Special Treatment.

2 |bid, Art. 7.7.6.

3 Kasteng and Inama (2018) presences two main indicators to measure the FTA utilization. First indicator is the ‘preference utilization rate’
measured based on the ‘value of utilized preferences’ and the ‘value of non-utilized preferences. Second indicator is the ‘preference savings
rate’ measured based on the ‘value of preferential duty savings’ and the ‘value of preferential duty costs’. Further, the authors also proposed
two complementing indicators to measure the benefits and/or costs of utilizing the preferences, namely the ‘average preference margin of
utilized preferences’ and the ‘average preference margin of nonutilized preferences’.
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found for Taiwanese firms import under China-Taiwan FTA (Chang and Hayakawa 2014), for Korean imports under the
ASEAN-Korea FTA (Hayakawa, Kim, and Lee 2014), and Japanese imports under Japanese FTAs (Hayakawa and Shiino
2021). However, the margin effects on the FTA utilization rate vary substantially across importing countries. For
example, Hayakawa, Kim, and Lee (2014) shows that the coefficient of the margin effects is around 0.01 in Korea, while
Keck and Lendle (2012) finds it to be 0.1 in the United State of America, 1.1 in Canada, and about 2.5 in Australia. The
study on ASEAN-Australia-New Zealand FTA (AANZFTA) by Thangavelu, Narjoko, and Urata (2021) provides evidence
of the positive preferential margin for ASEAN members in AANZFTA, after accounting for the overlapping FTA effects.

The ‘scale effect’ is simply the scale effects from the high volume of imports in the specific sector with respective FTAs.
Most literature shows that the scale effect has a positive impact but varies across importing economies from about
0.03 to 0.07 (Keck and Lendle 2012; Hayakawa, Kim, and Lee 2014). Furthermore, the overlapping FTAs (‘spaghetti
bowl’ effect) tend to increase the information and transaction costs across the FTAs and the entry cost in using the
FTAs, by which only scale and larger firms utilize the FTAs (Thangavelu, Narjoko, and Urata 2021).

In contrary to the nature of FTAs, Kasteng and Inama (2018) indicates that European Union FTAs are less important,
whereby large number of firms pay high tariffs without taking advantage of FTA preferences. Thus, tariff preferences
do not necessarily indicate the movement of goods across border due to high administrative and compliance costs,
value of exports, and savings due to the use of FTAs. Additionally, based on surveys and using customs level data,
Taratorn, Tassanee, and Nuttawut (2008) highlights key factors for low utilization of FTAs in Thailand due to the lack
of information of FTAs.

In recent years, many studies have paid more attention to the rules of origin effects due to the belief that more
restrictive rules of origin will reduce the utilization of FTAs. Among others, Kaufmann (2014) and Keck and Lendle
(2012) find the significantly negative effects of the rules of origins. Expanding this notion, Hayakawa and Nuttawut
(2017) finds that harmonizing rules of origins across different FTAs can lower costs and further increases the utilization rates.

However, some studies demonstrate the positive effects of FTA. Examining the Australia’s FTAs, PwC (2018) finds that
FTA utilization is more than just trade in goods. Australian businesses in trade in goods, services, and investments are
all benefited from FTAs. With clear rule-based trading activities, FTAs provide more forwarding-looking strategies in
participating in trade and investment in the region, increasing global value chains (GVC) activities.

Recent study by Thangavelu, Narjoko, and Urata (2021) examines the impact of ASEAN-Australia-New Zealand Free
Trade Agreement (AANZFTA) on Australian trade, particularly on imports from 10 ASEAN member countries to
Australia using custom level data from 2012-2016 at 6 digit-trade classification. The study also accounts for overlapping
bilateral FTAs that will likely impact the utilization of AANZFTA. The result indicates positive impact of preferential
tariff margin on FTA utilization. However, the results also indicate that the utilization rates of AANZFTA are low across
the ASEAN countries compared to bilateral FTAs with Australia in Malaysia, Thailand and Singapore. The study also
found evidence of positive impact of co-sharing rule of origin on the utilization of FTAs.

3. The Utilization of AJCEP: Evidence from Cambodia

To date, Cambodia has been involved in numerous FTAs. As a member of ASEAN, Cambodia participates in ASEAN
Trade in Goods Agreement (ATIGA), ASEAN+1 FTAs (i.e., ASEAN-Australia-New Zealand (AANZFTA), ASEAN-China
(ACFTA), ASEAN-Hong Kong (AHKFTA, signed in 2017), ASEAN-India (AIFTA), ASEAN-Japan (AJFTA), ASEAN-Korea
(AKFTA)), and Regional Comprehensive Economic Partnership (RCEP, coming into force on 01 January 2022). Besides,
Cambodia has also concluded the bilateral FTAs with China (CCFTA) that came into force on 01 January 2022, and with
Korea (CKFTA) entering into force on 01 December 2022. Cambodia is also actively involving in ongoing FTA
negotiations, including Cambodia-United Arab Emirate Comprehensive Economic Partnership Agreement (Cam-UAE
CEPA), ASEAN-Pakistan FTA, and EAEU-Cambodia FTA. Other than FTAs, Cambodia also receives numerous GSP
preferential tariffs from developed and developing countries, including the United States of America®, Japan, European

4 USA GSP preferences for Cambodia has suspended since the end of 2020 (May 2021).
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Union, and other developed countries. Among others, this policy brief will study the utilization of AJCEP for Japan’s
imports from Cambodia.

Table 1. Rules of Origin by FTA schemes at an HS 6-digit level Product Classification

Types of Rules of Origin AJCEP AANZ ACFTA ATIGA AIFTA AKFTA
cc 1079 247 1 - - 5
CC&RVC 2 - - - - -
CC&SPR 400 37 - - - -
CC/(RVC&SPR) - 200 - - - -
CC/RVC 122 606 8 340 - 524
CC/RVC/SPR - 35 - 171 - -
CC/SPR - 13 - - - -
CTH 152 117 - - - 11
CTH&RVC 5 - - - - -
CTH&SPR 264 - - - - -
CTH/(CTSH&RVC)/RVC - 197 - - - -
CTH/(RVC&SPR) - 6 - - - -
CTH/RVC 2921 2151 113 4232 - 3880
CTH/RVC/SPR - 23 - 327 - 21
CH/SPR - 86 - - - -
CTSH 7 - - - - -
CTSH&RVC - 3 - - 5204 -
CTSH/RVC 34 1037 - 129 - 74
RvC 222 68 4682 - - 75
RVC/SPR - - 392 1 - -
SPR - 70 - - - -
WO 3 300 8 4 - 607
WO/SPR - 8 - - - -
Total 5211 5204 5204 5204 5204 5197

Notes: “CC,” “CTH,” and “CTSH” are change in chapter, change in heading, and change in subheading rules, respectively. “WO” and “RVC” are,
respectively, the wholly obtained and regional value content rules. “SPR” is a specific process rule. “&” and “/” indicate the rules required
adhering to both and either of rules, respectively

Source: Hayakawa, Nuttawut, and Yoshimi (2021, Table 2)

AJCEP’ is a comprehensive agreement which includes trade liberalization on goods and services, investment, rules of
origin, sanitary and phyto-sanitary (SPS), technical barriers to trade, dispute settlement mechanism, and economic
cooperation. The AJCEP started negotiations in April 2005 and got signed in April 2008°. This agreement entered into

5 AJCEP was first amended by the ‘First Protocol to Amend the Agreement on Comprehensive Economic Partnership among Japan and Member
States of the Association of Southeast Asian Nations’, signed on February 2019 for Japan and March and April of ASEAN Members (Ministry of
Foreign Affairs of Japan 2020). On 01 August 2020, the First Protocol to Amend the AJCEP Agreement entered into force among Japan, Laos,
Myanmar, Singapore, Thailand, and Vietnam, and entered into force among the other ASEAN Member States on 01 February 2022. The Protocol
adds the provisions concerning liberalization of trade in services, movement of natural persons and investment to the AJCEP. The Protocol is the
first economic partnership agreement (EPA) on trade in services and movement of natural persons in relation to Cambodia, Laos, and Myanmar.
The Protocol also includes the rules and liberalization commitments from ASEAN members which are not included in the bilateral EPAs and
related agreements concluded between Japan and each ASEAN members.

6 The negotiations were initiated by The Joint Declaration of the Leaders of ASEAN and Japan on the Comprehensive Economic Partnership,
signed in Phnom Penh on 05 November 2002, and the Framework for Comprehensive Economic Partnership between ASEAN and Japan, signed
in Bali on 08 October 2003.
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force on 01 December 2008 for Japan, Laos, Myanmar, Singapore, and Vietnam, 01 January 2009 for Brunei, 01
February 2009 for Malaysia, 01 June 2009 for Thailand, and 01 January 2010 for Cambodia.

The AJCEP provides crucial benefits to ASEAN Member States (AMS). As one of AJCEP members, Cambodia can enjoy
about 90% of goods exported to Japan with zero tariffs immediately and other 3% within 10 years, while Brunei,
Indonesia, Malaysia, the Philippines, Singapore, and Thailand provide immediate eliminations or phase-out reductions
on about 90% within 10 years, Vietnam within 15 years, and Laos and Myanmar eliminate about 85% within 18 years
(Kagami 2011). Further, the AJCEP allows for back-to-back shipment of goods within member countries, i.e., AJCEP
originating goods brought into Cambodia from member countries and are re-exported within these countries, without
any processing in Cambodia, can enjoy tariff concessions. Originating products passing through the member states can
also retain their originating status. AJCEP also allows for third party invoicing of goods, i.e., customs authorities in the
importing countries may accept a certificate of origin when the sales invoice is issued from a different country or
company exporting the originating goods in various sectors, provided that the good meets the necessary requirement.
This invoice can come from countries that are not Parties to this Agreement. Additionally, AJCEP allows for regional
cumulation, i.e., originating raw materials sourced from AJCEP member states can be considered when assessing the
origin criteria of the final product manufactured in Cambodia.

The AJCEP agreement introduced trade-facilitating rules of origin, which gives cross-border traders flexibility in
selecting the rule to use in order to take advantage of the preferential tariff treatment. Table 1 presents numbers of
rules of origin adopted in AJCEP comparing with other ASEAN FTAs. The common rule in AJCEP is change in tariff
classification (CTC, such as CC, CTH, CTSH), with RVC being adopted more frequently as an optional rule. AJCEP’s rules
of origin are less restrictive than AIFTA’s, but more restrictive than ATIGA’s and other ASEAN+1 FTAs’. Under AJCEP,
1,753 products at 6-digit HS code, accounting for about 34%, face more restrictive rules of origin (i.e., mainly CC rule),
while less restrictive rules (i.e., co-equal sharing rules, mainly CTH/RVC) are imposed on about 3,077 products.

Figure 1. Cambodia's Trade with AJCEP Parties (in Billion USD)
18

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
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Source: ITC Trade Map (International Trade Centre 2022)

It is noticed that Cambodia’s bilateral trade with AJCEP parties increases significantly since AJCEP came into force.
Figure 1 presents the bilateral trade trends between Cambodia and its AJCEP parties. The figure shows that Cambodia’s
bilateral trade with ASEAN members accounts for 88.55%, about USD3.28 billion, in 2012 and 89.05%, about USD14.10
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billion, in 2021, with annual average growth of 20.10%. Cambodia’s bilateral trade with Japan boosted from USD424.01
millionin 2012 to USD1.73 billion in 2021, on an annual average growth rate of 18.79%, while export and import annual
average growth rate stand at 24.65% and 15.35%, respectively.

Table 2 illustrates the imports and exports of Cambodia with Japan by 2-digit products in 2021. Cambodia mainly
exports textiles and leather (USD806 million, accounting for 74%, including 2-digit HS codes of 42, 61, 62, and 63),
machinery and transportation (USD138 million, accounting for 13%, including 2-digit HS codes 84 and 85), and
footwear (USD113 million, accounting for 10%, including 2-digit HS codes of 64 and 66), with annual average growth
rate of 25%, 418%, and 15%, respectively, since 2012. In terms of import, Cambodia basically imports machinery and
transportation (USD464 million, accounting for 72%, including 2-digit HS codes of 84, 85, and 87), textiles and leather
(USD32 million, accounting for 5%, including 2-digit HS codes of 41, 55, and 63), and products derived from stone, glass
and metal (USD24 million, accounting for 4%, including 2-digit HS codes of 69 and 73), with annual growth rate of 15%,
19%, and 65%, respectively, since 2012.

Even though trade between Cambodia and Japan is seen to be growing, contribution of the FTAs to this trade growth

remains question. Therefore, this policy brief aims to identify the utilization rate of Cambodia in AJCEP. The utilization
rate is derived using the framework of Hayakawa and Shiino (2021) and Thangavelu, Narjoko, and Urata (2021).

Table 2. Top 10 2-Digit Products of Cambodia's Trade with Japan in 2021 (in Million USD)

Imports Exports

iscode Ve share SOOI mscoge Ve shere o on)
87 354.502 55.35% 19% 61 372.178 34.03% 18%
84 76.088 11.88% 8% 62 365.510 33.42% 44%
85 33.195 5.18% 30% 85 128.451 11.75% 439%
39 22.280 3.48% 142% 64 90.017 8.23% 12%
90 15.579 2.43% 25% 42 54.681 5.00% 57%
69 15.378 2.40% 107% 66 23.173 2.12% 73%
55 12.361 1.93% 66% 63 13.697 1.25% 47%
41 11.265 1.76% 196% 84 9.192 0.84% 218%
73 8.718 1.36% 74% 48 5.954 0.54% 521%
63 8.378 1.31% 3% 95 5.726 0.52% 175%
00 82.769 12.92% 18% 00 25.049 2.29% 30%

Notes: 39: plastics and articles thereof; 41: raw hides and skins (other than furskins) and leather; 42: articles of leather; saddlery and harness;
travel goods, handbags and similar containers; articles of animal gut (other than silkworm gut); 48: paper and paperboard; articles of paper
pulp, of paper or of paperboard; 55: man-made staple fibres; 61: articles of apparel and clothing accessories, knitted or crocheted; 62: articles
of apparel and clothing accessories, not knitted or crocheted; 63: other made-up textile articles; sets; worn clothing and worn textile articles;
rags; 64: footwear, gaiters and the like; parts of such articles; 66: umbrellas, sun umbrellas, walking sticks, seat-sticks, whips, riding-crops and
parts thereof; 69: ceramic products; 73: articles of iron or steel; 84: nuclear reactors, boilers, machinery and mechanical appliances; parts
thereof; 85: electrical machinery and equipment and parts thereof; sound recorders and reproducers, television image and sound recorders
and reproducers, and parts and accessories of such articles; 87: vehicles other than railway or tramway rolling stock, and parts and accessories
thereof;; 90: optical, photographic, cinematographic, measuring, checking, precision, medical or surgical instruments and apparatus; parts
and accessories thereof; 95: toys, games and sports requisites; parts and accessories thereof; and 00: other products.

Source: Authors calculated from ITC Trade Map Database (International Trade Centre 2022)

Table 3 shows the utilization rate of Japan’s imports from ASEAN members under AJCEP. Using customs data of Japan’s
imports, we find low utilization rate of AJCEP for some ASEAN member states, including Thailand between 1% in 2013
and 4% in 2021, the Philippines between 1% in 2013 and 3% in 2021, and Myanmar between 2% in 2013 and 8% in
2021. However, the results indicate that Brunei is unlikely to utilize AJCEP for its trade with Japan, as Japan’s imports
from Brunei have zero utilization rate in all years. Noticeably, among ASEAN Member States, Vietnam enjoys the

iTrade Bulletin | 27



POLICY BRIEF VOL 02 | ISSUE 06

highest utilization rate between 57% in 2013 to about 60% in 2021, followed by Malaysia between 16% and 33%, Laos
between 16% and 27%, and Singapore between 10% and 19%.

Table 3. The Utilization Rate of AJCEP for Japan's Imports from ASEAN

2013 2014 2015 2016 2017 2018 2019 2020 2021

Brunei 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Cambodia 0.08 0.14 0.12 0.08 0.10 0.09 0.09 0.11 0.13
Indonesia 0.00 0.00 0.00 0.00 0.00 0.09 0.12 0.12 0.12
Laos 0.18 0.17 0.18 0.24 0.16 0.19 0.22 0.21 0.27
Malaysia 0.16 0.33 0.26 0.30 0.28 0.27 0.29 0.29 0.27
Myanmar 0.02 0.04 0.05 0.05 0.05 0.06 0.07 0.08 0.08
Philippines 0.01 0.02 0.02 0.02 0.03 0.02 0.02 0.02 0.03
Singapore 0.16 0.19 0.19 0.11 0.11 0.11 0.13 0.10 0.15
Thailand 0.01 0.02 0.02 0.03 0.03 0.04 0.05 0.04 0.04
Vietnam 0.57 0.57 0.58 0.63 0.65 0.64 0.63 0.63 0.59
Source: Authors computed from Trade Statistics of Japan (Japan Customs 2022)
Figure 2. The Utilization Rate of AJCEP and GSP for Japan's Imports from Cambodia
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Source: Authors calculated from Japan Customs Trade Statistics (Japan Customs 2022) and
UNCTAD Database on GSP Utilization (UNCTAD 2022)

Figure 2 presents the utilization rate of AJCEP and GSP for Japan’s imports from Cambodia at aggregated level. We find
that the utilization rate of Japan’s imports from Cambodia increased dramatically from 4% in 2012 to 14% in 2014;
however, the rate declined significantly to 8% within two years, and began to gradually increase to 13% in 2021.
Generally, the Cambodia’s utilization of AJCEP is seen to have a positive trend since the FTA come into force, revealing
that the time-effect of FTA utilization takes place. This statistic shows that about 90% of Cambodia products traded
with Japan are under least-developed country (LDC) preferential and non-preferential tariffs. The result in Figure 2
shows that the utilization rate of GSP for Japan’s imports from Cambodia is between 82% and 88% from 2012 to 2021,
much higher than that of AJCEP.
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This indicates that Cambodia’s exporters are more likely to utilize tariff preferences of Japan’s GSP other than AJCEP,
presenting the overlapping FTA effect. As GPS preferential tariffs provided for Cambodia exists for many years before
establishment of AJCEP, Cambodia’s exporters are more familiar with this tariff preference than AJCEP’s. This may be
due to lack information about AJCEP and it is likely that the information with regard to AJCEP is not be well
disseminated to the businesses in Cambodia, similar to what Taratorn, Tassanee, and Nuttawut (2008) found in the
case of Thailand.

Our finding is similar to what Thangavelu, Narjoko, and Urata (2021) found in the case of AANZFTA. Their study shows
that Cambodia’s utilization rate of AANZFTA is low between 4% in 2011 and 17% in 2016, while about 80% of
Cambodia’s products imported by Australia are under least-developed country (LDC) preferential and non-preferential
tariff schemes. They show that Cambodia’s exporters prefer LDC tariff preference to AANZFTA.

Figure 3. Cambodia's Utilization of AJCEP by Sectors
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Source: Authors calculated from Trade Statistics of Japan (Japan Customs 2022)

Figure 3 presents Cambodia’s AJCEP utilization rate at 2-digit products. We find higher utilization rate for mineral,
chemical and plastic products, foodstuffs, footwears, and other manufacturing products. However, stone, glass and
metal products and products in machinery and transportation sectors are found the zero-utilization rate in all years.
In order to export to Japan under AJCEP, stone, glass, and metal products require more restrictive rules of origin (i.e.,
CC rule), while RVC rule is applied for products in machinery and transportation sectors. Thangavelu, Narjoko, and
Urata (2021) and Hayakawa, Nuttawut, and Yoshimi (2021) provide evidence of negative effect of rules of origin on
FTA utilization rate. They demonstrate that single undertaking is more restrictive such as single RVC rule, as compared to
options for fulfilling ROO requirements with options for multiple undertakings such as RVC or CC, which is less restrictive.

Among others, products in footwear and foodstuff sectors are likely to have positive trends, increasing from 0% to
43% and 0% to 42%, respectively. In contrast, animal products and other manufacturing experienced the steep decline
in imports from Cambodia. Meanwhile, we find that the utilization rate of wood products and mineral, chemical and
plastic products seem to firmly increase after declining for few years. At 6-digit product level, we find that about
24.47% of products imported from Cambodia utilized 100% AJCEP from 2012 to August 2022. Between January and
August 2022, about 42.17% of 6-digit Cambodia’s products imported under AJCEP utilized this FTA more than 50%.
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4. Policy Recommendations

Cambodia is adopting more liberal trade policy and currently active in deepening economic and regional integrations
in East Asia. To date, Cambodia has been involved in nine active FTAs and is in negotiations with several FTAs at both
bilateral and multilateral levels. Despite the proliferation of Cambodia’s FTAs, the evidence suggests that Cambodia’s
businesses are not well aware of using FTA preferences for their exports. Therefore, in order to enhance the utilization
of Cambodia’s FTAs, we should propose the following policy recommendations:

4.1. Simplifying and streamlining exports procedures

4.2.

The Rules of Origin are the important FTA rules to gain tariff preferences. Therefore, the procedures to
obtain certificate of origin and/or rules of origin should be simplified as much as possible, easier for
exporters/importers.

Trade facilitation becomes an important policy tool to maximize trade across borders. Hence, enhancing
National Single Window, integrating with ASEAN Single Window, and cooperating with FTA parties’ National
Single Window should be intensified.

Paperless trade across borders is the key trade policy to reduce trade and compliance costs by using digital
technologies.

While SPS requirements are much concern for exporting of agricultural products, negotiating mutual
recognition agreements on SPS has to be prioritized.

While tariffs under FTA are liberalized, non-tariff barriers to trade become another major concern for
exports. So, cooperation between FTA parties to reduce these non-tariff measures should be concerned.
Reducing the coordination cost between institutions (i.e., Customs and Ministries) as it will reduce resource
misallocation and better targeted policies, thereby creating ‘allocative efficiency’ in the domestic economy.

Institutionalized and interactive information campaign

While Cambodia has concluded and negotiated numerous FTAs, the key information on the respective FTAs
and its relevance for domestic businesses remains less clear. This suggests that information promotional
activities should be organized regularly throughout Cambodia by seminars, workshops, trainings, medias
and social medias, and publications.

Further, disseminating tariff preferences and rules of origin at detailed product level to the publicis crucially
important. This will help exporters understand how to utilize the benefits from rules of origin of one FTA
compared to another rules of origin of other FTAs, providing an opportunity for businesses to consider
which products to be produced for the export markets.

Understanding the overlapping FTAs is beneficial for businesses. Thus, providing such useful information
about benefits of each FTA would provide more opportunity for businesses to utilize the right FTA to expand
their exports.

Understanding the tariff differentials under FTAs is vital to attracting foreign investment and further
increasing the utilization of the FTAs. For instance, under RECEP, China’s schedules of tariff commitments for
ASEAN, Australia, New Zealand, Japan, and Korea are different. If Australian investors want to export to China,
they need to compare the schedule of tariff commitments between China’s schedule of tariff commitments
for Australia and ASEAN. If China’s tariff commitments for ASEAN is more preferential than China’s tariff
commitments for Australia, they should invest in Cambodia to get most benefit for exporting to China.
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ANNOUNCEMENT

Academicians, researchers, students and public are welcome to contribute

their academic works, on all disciplines and topics of relevant

interest to trade, to the next publication of the iTrade Bulletin.

Topics Covered:

«International trade and logistics / trade laws;
+Digital economy / e-commerce;
*Economics and economic laws;
*Value added supply chains and logistics; and

+Facilitate the green business transition

Categories:

*Research articles
«Case reports
+Policy Briefs

«Commentaries or editorial
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