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Road between Thailand and Cambodia – so appropriate for a GMS topical slide and intro to the subject. 
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the role of growth
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This capstone project set out to understand the relationship between Special Economic Zones (SEZ), or Industrial Estates (IE), and regional integration. As part of this we also looked at their role as vehicles for investment, particularly Foreign Direct Investment (FDI), and links to growth. We’re interested in these factors for a few reasons. Firstly we need to understand that regional integration has been used increasingly as a development tactic. For this reason growth is important, it is also a factor which makes integration more feasible particularly if integrating countries are of a similar level. These factors also have country specific roles and allow us to better examine critical issues like governance, capacity and infrastructure towards understanding regional integration. 

In this presentation we will start by analysing the concept of regional integration, the types and ways of regional integration, and its context in the Greater Mekong Subregion(GMS). The issue of zones will be considered which have a regional history and country specificities. We will then expand on the factors involved in each issue and the flow-on effects – from resources and governance to the implications of FDI and potential for value chains. We will illustrate a comparative analysis to expand on these issues before drawing out the main findings, recommendations and concluding. 

This report aims to analyse the role of Special Economic Zones(SEZs), or Industrial Estates(IEs), and regional integration. Given that regional integration has often been used as a development mechanism, and there is a critical role for economic growth, drivers of economic growth will also be considered. This includes examining FDI and industrial policy. These also have strong linkages with zones, both SEZs and IEs, as they often form vehicles for investment due to their more liberal laws. Critical to these are considering the various factors involved: resources, governance and value chains. This introduction will unpack these concepts named here before exploring the theory, and history behind them in the General Perspective. The main component of this section is to present regional integration, its history in the region and developments, the status quo of regional integration and the kind of regional integration. The report will then draw out the implications of regional integration for the report before presenting the zones and the rationale behind the case studies.   
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Methodology
This report is a comparative - analytical research paper that explores SEZs and IEs and Industrial Policy as a focus in regional and development literature; it draws from the research relevant models and typologies, and then identifies both analytical and practical concerns regards to the industrial estates and industrial policies concerned and their roles in accelerating regional integration and economic development. 
The research process took place over an eight month period. In the first four months, the existing literature was reviewed on the following topics: Regional Integration, Local Development, Special Economic Zones, ASEAN, Greater Mekong Sub region, Investors’ Strategies, Background Summaries on each country along historical, political and social lines, Economic Performance of these Countries and relevant fiscal data and trends on growth, trade and FDI etc. Furthermore, to make the analysis clearer, we used big players’ strategies (involvement of Chinese and Japanese investors), physical resources (infrastructure, natural resources), policy incentives and governance as four important pillars to help us in identifying the key issues. 
The primary sources of this report were cultivated through field research that took place over a 11 day visit to the two countries including extended visits in the Four Industrial Estates (AMATA in Bangkok, SEZs in Phnom Penh and Sihanouk Ville in Cambodia). During that process the group interviewed: Firms, Central and Local Government officials, Public officers involved in SEZ organization, Developers of Industrial Estates, Education centre, Private actors, Expertises, Consultant, NGOs, the World Bank and the ADB. There were additional interviews took place with experts in Paris during the workshop of GMS, and in the last four months the report preparation phase was developed. The interviews were all semi-structured interviews with primary sources of information, acknowledging the social interaction between researchers and interviewees, including language barriers. Official data was collected as and when possible in a systematic and non-intrusive way. 
The main obstacles of the research were a) language barriers that affected the capacity to gather information; in turn limiting our ability to develop strong relationship with interviewees and also restricting access to low management workers and locals, both of which are key sources to understanding the conditions of labourers in the industrial estates and b) insufficient time on the ground. Ideally, we would have been able to stay for a longer period of time in the region as new actors are referenced in the process that we were unable to interview. There was a challenge since one of our team members could not participate in the field trip because of diplomatic issues. However, the rest of team overcame the constraint and improved cooperation and understandings by sharing more responsibilities. 
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1. General Perspective

e Association of South-East Asian Nations (ASEAN)
— Ten member states, including CLMV states

— Focused on accelerating economic growth and expanding

trade

— Policies of non-interference and respect for sovereignty

Shallow form of regional cooperation
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Regional integration has been increasingly seen as a potential development tactic. But its forms, factors and implications vary according to context. The Association of South-East Asian Nations, or ASEAN, was established in 1967 and expanded over the years to its current form of ten member states:  Indonesia, Malaysia, Philippines, Singapore, Thailand, Brunei Darussalam, Vietnam, Laos, Myanmar and Cambodia. From its early stages, ASEAN was aimed at accelerating economic growth and expanding trade. As a result, ASEAN's concept of regional integration has predominantly been focused on the market. Additionally, due to characteristics such as its policy of non-interference and a respect for sovereignty, there has been little interest in the development of supra-national institutions. As such it has evolved to a relatively shallow form of regional cooperation where briefings and meetings are regularly held and consensus occurs on a policy of mutual interest. Plans for an ASEAN economic community are continually pushed back, although the most recent ASEAN annual report places the goal at 2015.  
The inclusion of the so-called CLMV states (Cambodia, Laos, Myanmar and Vietnam) had implications for ASEAN due to their low GDPs. ASEAN took a number of steps to aid growth in these countries such that they might be more in-line with the rest of the members. The Asian Development Bank (ADB) developed a specific GMS programme which also includes the two south-western Chinese provinces of Yunnan and Guangxi. In 1992, the GMS Economic Cooperation Program (GMS-ECP) was launched with the support of Asian Development Bank (ADB), setting out “to promote sustainable economic development through closer economic linkages between its member states.” This vision is embodied in the 3Cs strategy of enhanced “Connectivity”, increased “Competitiveness”, and a greater sense of “Community”.  
In 2002, the GMS countries compiled a strategic framework for subregional development based on sector priorities and programmes. It focused on strengthening infrastructure linkages, facilitating cross-border trade and investment, and enhancing private sector participation, developing human resources, as well as environmental protection. An integral part of the program and ADB's work towards development in the region has been focused on infrastructure. As one ADB official put it “roads are easier to build than cooperation”. However, Economic Corridors (EC) are intended to be much more than just roads but are “designed to attract investment and generate economic activities along a central transport artery and the border regions.” These corridors connect to SEZs and resources such as ports and major hubs. Priority has also been placed on transport due to its role on regional development by enhancing trade and connectivity. The EC approach to ‘development through connectivity’ was adopted by GMS countries during the 8th GMS Ministerial Meeting in Manila in 1998. The three phases to the realization of the EC are: building infrastructures; instilling the logistics, and; initiating economic cooperation activities.
Three main EC, with several sub-corridors create a network connecting the subregion. These are the North South Economic Corridor (NSEC), East West Economic Corridor (EWEC), and Southern Economic Corridor (SEC).  Along with connectivity to key resources and zones, these corridors connect the GMS with the Indian Ocean and the Pacific Ocean – providing connections to South and East Asia.  
This development of hardware has been accompanied by 'software', most notably the Cross-Border Transport Agreement (CBTA). This connection of infrastructure with software is important as it has been realised that many of the benefits of infrastructure are held back by time and costs at borders. For this reason, the CBTA was not only important but also significant for bringing together the region's leaders to a common agreement on the issue. The CBTA includes:  allowing through permits the movement on specific routes of vehicles, goods and license recognized drivers; using single-stop and single-window inspection to reduce transaction time by providing advance and clear information on clearance; providing customs transit, and guarantee system to avoid costly transhipment, and; enhancing CBTA effects  by increasing CBTA checkpoints.  
However, beyond the initial signing, members have not ratified all the principles contained within the CBTA and the agreement's success has been limited. Furthermore, the agreement has not been incorporated in all the national laws. While there are limitations to its success at a national level, there are also problems with its implementation at the local level. The capacity of the local border authorities is weak, and the role of the private sector in complementing the process is also lacking.
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The Asian Development Bank (ADB) developed a specific GMS programme which also includes the two south-western Chinese provinces of Yunnan and Guangxi. In 1992, the GMS Economic Cooperation Program (GMS-ECP) was launched with the support of Asian Development Bank (ADB), setting out “to promote sustainable economic development through closer economic linkages between its member states.” This vision is embodied in the 3Cs strategy of enhanced “Connectivity”, increased “Competitiveness”, and a greater sense of “Community”.  
In 2002, the GMS countries compiled a strategic framework for subregional development based on sector priorities and programmes. It focused on strengthening infrastructure linkages, facilitating cross-border trade and investment, and enhancing private sector participation, developing human resources, as well as environmental protection. An integral part of the program and ADB's work towards development in the region has been focused on infrastructure. As one ADB official put it “roads are easier to build than cooperation”. However, Economic Corridors (EC) are intended to be much more than just roads but are “designed to attract investment and generate economic activities along a central transport artery and the border regions.” These corridors connect to SEZs and resources such as ports and major hubs. Priority has also been placed on transport due to its role on regional development by enhancing trade and connectivity. The EC approach to ‘development through connectivity’ was adopted by GMS countries during the 8th GMS Ministerial Meeting in Manila in 1998. The three phases to the realization of the EC are: building infrastructures; instilling the logistics, and; initiating economic cooperation activities.
Three main EC, with several sub-corridors create a network connecting the subregion. These are the North South Economic Corridor (NSEC), East West Economic Corridor (EWEC), and Southern Economic Corridor (SEC).  Along with connectivity to key resources and zones, these corridors connect the GMS with the Indian Ocean and the Pacific Ocean – providing connections to South and East Asia.  
This development of hardware has been accompanied by 'software', most notably the Cross-Border Transport Agreement (CBTA). This connection of infrastructure with software is important as it has been realised that many of the benefits of infrastructure are held back by time and costs at borders. For this reason, the CBTA was not only important but also significant for bringing together the region's leaders to a common agreement on the issue. The CBTA includes:  allowing through permits the movement on specific routes of vehicles, goods and license recognized drivers; using single-stop and single-window inspection to reduce transaction time by providing advance and clear information on clearance; providing customs transit, and guarantee system to avoid costly transhipment, and; enhancing CBTA effects  by increasing CBTA checkpoints.  
However, beyond the initial signing, members have not ratified all the principles contained within the CBTA and the agreement's success has been limited. Furthermore, the agreement has not been incorporated in all the national laws. While there are limitations to its success at a national level, there are also problems with its implementation at the local level. The capacity of the local border authorities is weak, and the role of the private sector in complementing the process is also lacking.
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1. Industrial Estates/Special Economic Zones

Specific, developed areas with more liberal laws for an encouraging

investment climate

A tool for economic development: attract investment, create jobs

and boost industry competitiveness and enhance economic growth

GMS: strategy is for zones to form key poles of growth, located

along economic corridors and key resources

Critical to consider to understand role in generating growth and

aiding regional integration. Also a mode of examining other issues

such as governance and policy.
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SEZs are areas allocated within a country where the laws are more liberal to create an encouraging investment climate. Specifically, they are identified by characteristics including: a large developed site; infrastructure and services; sale and lease of factory buildings; control which allows benefiting the occupants and wider community . In Cambodia, these areas are called SEZs, while in Thailand they are Industrial Estates (IEs). While they have a number of differences, as will be shown, their similarities are sufficient that they can be defined as economic zones. When convenient for discussing both, they will be referred to as just 'zones'.
The development of industrial estate across Asia, as a tool for economic development especially in regional areas, began in Singapore in 1951. Japan, Korea, Malaysia and Thailand followed in the main wave in the 60s, but it is the Chinese model that has gained the most recognition. The successes of these growth models have been replicated elsewhere with varying successes and many differences. It is estimated that are some 3,000 zones in 135 countries today, accounting for more than 68 million direct jobs and more than $500 billion of direct trade-related value added within zones. 
Within the GMS, zones have been seen as tools to attract investments, create jobs, and boost industry competitiveness, aimed at enhancing economic growth. Thailand was an early adopter and Cambodia has since also created a number of SEZs. The subregion, particularly with ADB's infrastructure creation, as aimed for the zones to form key poles of growth. As such, they form key points along the economic corridors, including at border areas and near key resources such as ports. This strategy behind the zones’ locations often ties their success to the development of the corridors and the corridors success. These links, between the corridors, zones, resources and growth, will be examined as part of this report. 


1. Industrial Policy
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Industrial Policy 
Industrial policy is seen as a critical strategy towards industrial and economic development. It is linked to economic growth, employment and income. Often it is focused on particularly sectors and growth is generated from those linkages. In particular, the stage of development of a country is often identifiable by industrial policy and its level of technology. This often starts as absorption by developing countries, and they can experience a significant catch-up effect by doing so. FDI is often a key way by which technology is introduced to a country and firms. However, the links between FDI, technology and improvements for local firms require a complex balance of factors including government support and policies that push for integration into the value chain. By improving technological status, and innovation, it is possible enhance the value-add to products, and thus for firms and the country to move up the value chain. Related policies to achieve this often involve improving efficiency, capacity, innovation and linking upstream and downstream economic activities. However, each industry has differences in technology and in skills needs. The various different approaches of developing the industry have been called industrial policy. Other critical components are macroeconomic policies, sectoral polices and the investment climate. In the case of this report, the investment climate can be viewed through the zones which are designed as a vehicle for investment. This thus links industrial policy to its role for growth, the zones and regional integration. As this report will demonstrate, Thailand has essentially failed to upgrade and incorporate an industrial policy that supports education and vocational training towards skills improvements and innovation. Furthermore, there was limited support for entrepreneurs or state companies and a lack of place-based policies to support the zones. Cambodia faces an issue of diversifying and strengthening its sectors for growth. Government involvement in industrial policy is also extremely limited.  




> 1. Thailand & Cambodia

A e Commonalities and differences

g* Bothinvolved in ASEAN and GMS

* Proximity, shared borders and waters

e Thailand: GMS leader, growth and development,

institutional development

e Cambodia: LDC, smaller population, low-cost labour

 Development stages and the potential to learn lessons
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Thailand and Cambodia share a number of commonalities and differences, both of which serve to make them worthwhile case studies. Given this report's focus on regional integration, it was important to focus on studies that are involved in ASEAN and GMS so as to examine their reasons for involvement and constraints to integration. Their relations to each other are also interesting given their proximity, shared borders and gulf and other similarities. 
Thailand's growth and development, based on FDI and comparative advantages of low cost labour, occurred during the 1980s and 90s. Crucial institutions were the Board of Investment and the Industrial Estate Authority Thailand (IEAT). Zones and incentive schemes followed, aimed at encouraging development outside Bangkok.  Cambodia, meanwhile, has focused on developing various sectors and encouraging SEZs. The zones have typically been located near borders although the most successful ones are centred around the key hubs and resources including Phnom Penh and Sihanoukville. Cambodia also has a strong open market approach that has led to private investment in the zones but has not translated to development. 
 
Thailand has the highest GDP in the GMS and has witnessed successful growth over the past decades. Just as it has learned through developments in East Asia, it too can serve to provide lessons to those less developed countries. Theoretically, development stages were expected to progress similarly in different countries but there is a clear need for contextualisation. Cambodia as a Less Developed Country (LDC) makes possible for a contrasting case and can potentially learn from Thailand's successes and mistakes. However, it has its own characteristics, including a smaller population and as such smaller domestic market and labour force. Given that many of the investors in Thailand started there because of the domestic market, especially the Japanese, this could prove a critical difference for Cambodia. Governance in Cambodia is also lacking, and similarly is capacity. The case studies illustrate the various advantages but also challenges the countries have. With these in mind, it is possible to see their growth paths and strategies and the implications for regional integration. 


1. The issues

Regional integration has been limited
— Due to political economies, regional economic disparities

— Due to limited state capacity and governance

Zones as a successful growth model are very subjective to certain

conditions
An effective industrial policy is needed to complement zones

The private sector has a critical role and influence on growth and

regional integration through a need to establish value chains.
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Regional integration, particularly with respect to Thailand and Cambodia, has been very limited. When considering these factors of regional integration - hard and soft elements of infrastructure and cooperation – the concept is not fully present. 
Growth and development have been considered an important part of integration – in terms of allowing for it by having countries of relative size and levels to provide a context for integration; and in terms of encouraging integration by opening up new markets. As a tool for growth and development, the development of industrial estates has been the key. Thailand was an early starter in this field but Cambodia too has developed a model of Special Economic Zones. As such, we are interested in investigating industrial estates and special economic zones to understand growth and regional development. The zones also rely on resources, access to markets, and good policies. Given this, they provide a way of assessing these elements and regional integration. The zones also act as vehicle for FDI which has been attributed as one of the main reasons for Thailand's growth. However, Thailand's growth has slowed and it faces challenges. What is stopping the industrial estates policy from continuing the growth?
Given the role of FDI in SEZs, the actors and their influence need to be considered. The role of MNCs in the region's zones, and globalisation, introduces the issue of value chains. Value chains have an impact on regional and international integration and needs to be assessed as an additional influence on the process of integration.
This paper will argue a number of points, including that a) regional integration has been limited. This is due to political economies and regional economic disparities, and secondly, to limited state capacity and governance. The report will also illustrate that b) SEZs as a successful growth model are subjective to certain conditions c) an effective industrial policy is needed to complement SEZs d) The private sector has a critical role and influence on growth and regional integration through a need to establish value chains. 
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2. Economic Performance
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This slide is big but because it’s low quality it’s still not clear. If it stays it needs to be explained orally. 
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e FDI’srole in development linked to

technology, knowledge,

innovation, exports and growth =

.
e Japan a key investor and critical to “
development

— one third of FDI

— Automobile, electronics

e China a smaller role but growing

— Critical proximity as export

market

— Thai-Chinese business community
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FDI’s role in development is expected to create new trade possibilities and introduce new technologies, knowledge and managerial experience. There is also a strong relationship between FDI, innovation and exports. Firms that export are expected to be larger, have more foreign equity and be more innovative. 

FDI had a limited role in Thailand until the late 1980s when Thailand’s growing economy and improved investment climate, including FDI regulation changes, encouraged MNCs to view Thailand as an export base. This occurred in a context of increased globalisation and the reduced competitiveness of East Asian companies, especially Japan. Investors were looking for trade openness, access to international markets, a cheap but skilled labour force and FDI-friendly regulations. Thailand introduced increased promotion by BOI; the implementation of zones and incentives; and zone incentives that allowed foreign ownership outside Bangkok. 

Different sectors involved different FDI approaches. The electronics components sectors could be easily separated and assembly done elsewhere, allowing cost reductions while maintaining quality control. The automobile industry was present but didn’t take off until later in Thailand, particularly focused on the Eastern Seaboard.  	


Investment climate is fundamental ¢ Corruption prevalent
— Thailand rated 80 of 183

Infrastructure
— Closed networks and conflicts of

— One of several factors important to interest

afirm
* Counter-measures: IT systems,

— Governance critical commission, NGOs, social media.
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Climate: The investment climate is critical to encouraging firms to invest and their performance. It involves economic and trade policies, regulation and financial markets, and resources including labour and infrastructure. A better investment climate improves business returns and can impact absorption of technology and innovation. Investment climate also speaks to some of the factors we’re interested in – governance, capacity, infrastructure. 

Priorities: The World Bank's Productivity and Investment Climate Survey (PICS) assesses these issues – in terms of infrastructure and perception. Firm’s in Thailand regularly complained of issues including macroeconomic environment, shortage of skilled labour and bureaucratic burden. This was reflected in our own interviews. Infrastructure was less a priority. It also rated well in terms of ease of business rankings. What reports on investment climate indicate is that infrastructure is but one of several factors important to a firm and it may not be the most critical – certainly feedbacks from firms indicate such in Thailand.

Corruption: in Thailand has been found to be especially prevalent and last years’ Transparency International report rated Thailand 80 out of 183 countries.
In our own findings this was repeatedly apparent. We expect there is a large amount of informal trade(even30-50%), indicated in both estimates and interviews with businessmen. 

Example: One interviewee, a Thai-Chinese businessman, clearly presented some of the conflicts of interest involved in business and government. He has been a businessman in Thailand for many decades, continuing the family business. He has strong links to the government and has held for several years various government advisory positions – and a business card stretching to 20 titles. In one case, he says he bought land on the border of Thailand and China and he personally passed a bill for the land to be made an SEZ. The land, about 150ha, will become a depot for transport to aid with the transfer of goods over the border because of differences between driving sides – essentially capitalising on border inefficiencies which he maintains.  
When questioned on corruption he said: “It’s a way of life in China and so in Thailand also.” “We don’t want it eventually but it’s been there for 1,000 years and will be for 1,000 years.” 

Steps: Thailand appears to be taking some steps to counter corruption, including with the installation of information technology systems, such as the e-Revenue system. The Independent National Anti-Corruption Commission (NACC) has been established, NGOs such as Transparency Thailand are gaining track, and social media is being turned to. 

	
	


2. Value chains

¥ . Value chains — involve the geographical separation of activities in a firms’

process
e Conditions: Infrastructure, transport, ICT, border logistics

e In Thailand — vertical specialisation and horizontal diversification present
— Electronics lends itself to vertical specialisation

— Automobile — “build where you sell”
e Thailand’s integration limited — mainly linked to Japan

Constraints: skills shortages, support industries
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Value Chain: A global value chain is the geographical separation of activities in a firms process. The concept has evolved, alongside globalisation, and where previously the comparative advantage of a country was considered, now the emphasis is on a country's comparative advantage in a particular task. A supply chain, while related, refers to the sourcing, procurement, conversion and logistics – including dealing with suppliers and intermediaries.

Strategies: Firms follow two strategies in Thailand: either vertical specialisation or horizontal diversification of production. The electronics industry lends itself to vertical specialisation and when MNCs entered the Thai market, labour-intensive low-end products were worked on. The automobile industry in Thailand, by contrast, has followed the strategy of “build-where-you-sell”. 

Conditions:
Infrastructure: transportation (land, sea, air), telecommunications, finance and insurance.
Shipping and containerisation: Particularly, a port's ability and capacity to capture major shipping lines. Thailand's container port traffic was less than that of Malaysia and Indonesia in 2009.
Air transport: for time-sensitive products. 
Information and communication technology (ICT): communication is vital for the various  stakeholders involved in the chain.  
Border logistics: the possibility of firms becoming involved in the supply chain is impacted by cost and time spent at borders.


Limited integration: Ultimately, Thailand's place in value chains has been limited. 
Its main links are to Japan due to the electronics and automobile industry as discussed. We believe this is due to the constraints posed to foreign manufacturing firms including skills shortages, specifically higher-skilled staff. This additionally affects local firms and prevents their development and as such their ability to serve as supporting industries in the lower tiers. Across some sectors, especially electronics, the share of domestic content to import content has grown. But figures pointing to the export value of products leaving Thailand are all relatively low.
		


* Amata: Thailand’s main industrial park

developer
g+ Predominantly Japanese investors

* One-stop shop: only provides 30-40%

processes

* Bureaucratic red tape and regulations

continue

* Resources: access to deep sea port and
international airport, infrastructure

provided
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Amata Corp is a Thailand’s main industrial park developer and manager with estates in both Thailand and Vietnam. Amata City was established in 1995 as part of the Eastern Seaboard development. It predominantly has Japanese investors.  

Incentives/governance: Although industrial estates such as Amata are promoted as having a “one-stop shop”, a service provided by BOI for bureaucratic paper work related to companies, the estate managers said the service only covers about 30-40% of processes. Requirements including everything from registering buildings and expatriates, construction licences (from the municipality) and certificates from the Ministry of Industry. Officials said there was no “cross-functional work”, referring to the lack of capacity of BOI to encompass the various processes which are actually handled by multiple different departments. “BOI is under the Ministry of Industry so they can give a certificate – a tax incentive,” one official said. 
“It took three years to create a law to create a new super body (BOI) – and it’s factional between ministers.”
The issues continue with the lack of clarity on regulations. 

Example: Since 2000, companies have to apply for an Environmental Impact Assessment (EIA) under the Ministry of Natural Resources. “But there are no clear regulations. It’s more of an agreement with private sector and government – it goes under a committee.” The estate managers try and coordinate much of the paper work on behalf of companies in the park. 

Resources: The park is well located in regards to resources with both a deep sea port and an international airport nearby. “So it’s a natural boon and there is enough growth,” an official said. Although the park is relatively near to Bangkok, the airport and port, given traffic conditions it is not possible for staff to commute to the estate which makes it less attractive as a work location. Also, related industries are not nearby. 




Innovation: 2" tier supply, challenges in product/process

development

Amata managers develop research side to stimulate
innovation

Place-based policy needed: Amata wants to create a city

Estate has capitalised on location, provides own services
to fill the gap
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Innovation: Amata managers described themselves as 2nd tier suppliers but were confident that 3rd tier would follow. Currently, about 60-70 per cent of products go outside the park for additional processing. For example, a spark plug typically undergoes additional processes while only white goods export directly. Amata companies key sectors are rubber, automotive, electronics, food and services. 

But Amata officials are wary that the estate’s current success could disappear quickly if innovation doesn’t occur. “In five years this park could be haunted without uniqueness – you can build a factory within eight months,” an official said. While Amata has multiple sectors, they commented that most car factories are located closer to Bangkok. They said they were trying to make the estate more innovation based. Currently, most companies buy technology but Amata Science City has been established. Now about three to five per cent of companies have innovation. “It’s mainly process-innovation. We know we can’t push whole-scale innovation. We know the government can’t. First we need to upgrade products.” 

Example: An official provided the example of Buildstone tyres, where staff at Amata Buildstone changed the ingredients of the tyre and had success and suggested it to Japan. But the example indicates the difficulty in the innovation process as even to conduct testing  on the product the staff had to drive 80km to the university where the test ground is located. Amata officials are studying the innovation business model in order to inform the Thailand government. 

Place-based policy: However, there was clear indication from Amata managers that the park was not supported by any kind of “place-based policy” from the government. “Ideally, we want to create a community so people can send their kids to school,” an official said. “What we dream is a city”. 
Legally, Amata recognises such a dream is beyond their jurisdiction and lies with municipality. However, they have set up a deal for a 100-bed hospital; they already have a theatre and a school for 1,300 kids. But families are still reluctant to come and the school is expensive for most workers. 
“We do what we can but we can’t provide a community, a sense of belonging,” the official said. 

Subconclusion Amata:  Amata has made the most of its location and in filling the gap in service for its clientele. It now comprises seven per cent of the country’s GDP. It attributes its success to government support, a strategic location, multinational customer profiles and professional management. 
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Upgrading B

'- e Stagnation on the value-
p added chain

- Lkt necatria desenins [ ool 11
Firm-level technical absorption 38
» Upgrading Strategy: Prevalevcenftecl? licensing 16
— Long-term soft loans Innovation Capatity b2
. Utility Patent 60

e Machinery — ,

investment/improved Scientists & Engineers 69
processes University-Industry Collaboration 28
— Knowledge distribution Corporate R&D 37
e Industrial employees/ Quality of Scientific Institutions 4
borrowing firms FDI & Technology Transfer 23

— Tax allowance
e FDIin rural areas
— Training

* To master using new
machinery/processes/
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I really liked the map, but I think the country slide should be a break on the eyes. Also it helps to allow people to know what the picture is behind as it then makes the frame… if you really want the map could it go elsewhere?


3. Cambodian Economy

e Economic Structure  Construction

. e At anannual average level growth rate of 15%,

soul accounted for 7% of GDP and 0.7 point of GDP
* growth over 98-07

e Accounted for 27% of the industrial sector and

oL o . .
% s se0r ao0s 2005 2010 33% of the investment in the sector

- Agriculture Industry Services Ag ro_i nd ust ry -

R ° Garment *  60% of the population relies on Agriculture

tarnent Export in 2019 * Rice plantation covered 2.8 million ha, about
two thirds of arable land

* A surplus of about 3-4 million tons of paddy rice
for export

* Rice Policy: Within one year, the export of milled
rice increased 4 times and market increased
(SA £l Japan W ASEAN Others from 14 to 32 countries.




3. Economic Reform Policy

Privatization of SOEs Attracting FDI

e Objective: reduce the government’s
fiscal burdens and attract FDI "a00 |
The privatization process was carried 600 | ———

out rather smoothly due to relatively 400 1 :
small in size and in technology Too | W [ o
accumUIation - 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 ‘

+=— FDI Inflow —&— FDI Inflow/GFCF

e Stage: Ministries privatized their own

Source: UNCTAD 2011, Annex Table 1 and Table 5.

enterprises under their direct 0.008.7"

supervision; after 1995, tighten and 7000

centralized control by inter-ministerial 000 1

privatization committee under MOEF 5000 2,364
e Outcome: 160 SOEs have been 1,000 1

EU

Malaysia- [

privatized by 2000; in 2007, 17 SOEs
operating with a total market
capitalization of 1.5 billion USD

. = =

China mainland
China Taiwan




3. Investors (China and Japan)

Chinese Investors: the biggest * Japanese investors: the top donor to
investment country in Cambodia. Cambodia

The modern Cambodia-China * The modern relations started from
relations started from 1950s. 1950s;

Projects: from 1994 to 2011, around ¢ Japanese investments totalled US S
400 investment projects with more 250.6 million since 1994 to 2011

than 8.8 billion dollars.  Cambodia-Japan trade volume is lower
Trade between C&C: 2.5 billion(11) due to the lack of Japanese investment
Main sectors: hydro-power, mineral and trade;

resources, textile and garment e Main sectors: manufacturing industries,

industry, banking and finance, 8arment and textile, food processing,
tourism and agriculture agriculture and tourism



3. SEZs in Cambodia

* Introduced in 2005; 21 licenses have been granted.
e Most distributed along the SEC, border, Metropolitan areas !
and port cities;

e ) *SEZ may be established by:
g *The State
* Private enterprise
* Joint Venture
Lawful rights of use of a site at
least 50 ha.

e SEZ goals: bring capital,
technology, management,
access to new markets.




3. Management Structure at SEZ

Prime Minister
Chairman of CDC

Trouble Shooting Committee

_Chairman of the CDC Special Economic Zone
- Minister of Interior Administration Zone Developer
-Minister of the Council of Ministers (One-Stop Service)

-Minister of Economy and Finance (Private Company)

i 7 . - Representative of the Cambodian
Cambodian Special -Minister of Commerce

Economic Zones Board . Special Economic Zone Board
-Minister of Land Management, Urban i
alrman

Planning and Construction
Secreta ry General g - Representative of the Municipal/

-Minister of Environment = Administration

Deputy Secretary General Provincial Authorities

-Minister of Industry, Mines and Energy Representative of the Custom

-Minister of Public Works and and Exciseipen T - Finance
Transportation -Representative of CAMCONTROL - Operation
Policy and Planning || -Minister of Labor and Vocational - Representativelorthel I T - Promotion
— Department Training -
-Secretary General of the CDC - Representative of the Ministry of
Operation and -Secretary General of the CSEZB Labor and Vocational Training
- Management
Department
Project Analysis and
— Registration
Department

Administration
Department




3. Tax Incentives and tools

- - Corporate tax - 20%; Same regime: Corporate tax rate,
isca

Incentives  -Tax holidays: up to 9 years; tax holidays, duty exemptions.

- Full Import Duty Exemption;

- Special depreciation;

VAT VAT suspension for all exported oriented VAT suspension ONLY for garments
activities. and footwear production.
One Stop Shop at each SEZ : -One Stop Shop at the CDC :
Non Fiscal -Investment approvals investment approvals, duty
Incentives -Minimum inspections exemptions.
-Speedy import-export procedures:
(other : . . :
-Better security -At different Ministries/Agencies for
tools) -Land use up to 99 years others administrative procedures

A B N N



3. Case study in Cambodia

. . . : Port Authority
Dimension Phnom Penh SEZ Sihanoukville SEZ Sihanoukville SEZ
Operating .

s 2008 2008 Under construction
since
s ~ Location Inland (near capital) Coast (Sea Port) Coast (Sea Port)
¢ Nogl 36 17 3 under negotiation
Investors

Nationality of

Japan & Cambodia Chinese & Cambodia Cambodia SOE
Developer
No. of jobs

P 100,000(15000) 100,000(5000) 25000 to 30000
anticipated

Garment, footwear, food light industry, including ;
. . Products using more
Sectors processing, electrical garment, bags and

shipment

equipment

electronics...
i e —

£ g &
o
all - |



3. PPSEZ

IDEAL LOCATION FACILITIES & SERVICE IN SEZ

= Export Processing Zone (EPZ)
= Factory Zone

= Dry Port

= Residential Area
= Commercial Area

8km from PP International Airport
18km from city center

Along the national road No.4
18km from PP river port ,
207km from Sihanoukville sea port [E%
Adjacent to the only main trunk
railway track

T T

INFRASTRUCTURE IN SEZ

» Company registration & investment license = High Level Road System
Conditional Regstration Certficate (CRC) issued in 3 working days = Dry Port
Final Registration Certficate (FRC) issued in 28 working days = Waste Water Treatment
* Import/Export permits granted in 2 day = Water Supply

= Power Supply Plant

* Immediate legal & administration assistance




3. SSEZ/SPSEZ

Location: the gateway to the world. International deep
seaport (5 lines call for the port), Airport, No.4
Highway.

SSEZ:

e Zone developer: joint venture SEZ, China Jiangsu Taihu.
One of the first batch of overseas economic and trade
cooperation zones of PRC.

Name Ready built factory Electricity Water

SSEZ Opt.1:0.8/m2/month
Opt.2:2.5/m2/month

0.15/kwh 0.25/m3

» WD i oy

e Zone developer: PAS, State-owned.
developed as an ODA project .

e Advantages: The cost of transportation

and custom procedure are low; The

containers can move from SPSEZ directly

to the ship.



3. Key findings

 Advantages and Obstacles

[ Timing ] [Geographical] [ Human ]

| | * Regional initiatives e Convenient location e Stable political system
e Preferential Trading e South EC « Cheanil ot
Status (EU, USA, Japan,
China, etc.) e Poor infrastructure e Poor governance
e Sound e Small market e Lack of strategy

e Low skilled labor
e Lagging regional
integration

Macroeconomic
Environment

e High prices in natural
resources
e Competitors



3. Key findings

e Obstacles for Cambodia

e Governance: top-down manner, highly centralized structure, lack of
capacity building, high level of rent-seeking and non-standard taxation
system

* Resources: labor issues (shortage, low skilled, missing links), poor
infrastructure (road, railway, electricity, grid, etc), and small market
capacity

e Strategies: lack of overall strategy for SEZs, FDI concentrating on
elementary industries

* Regional integration: uneven cooperation with neighbouring countries,
and different vested interests and procedures

. Y )%

NS T




3. Sub-conclusion

Industrial policy:

e Cambodia actually doesn’t have the capabilities for managing industrial

policy programs effectively, and doesn’t succeed in creating a consensus.

However, the government has already recognized the importance of this
issue and started learning from Japan

SEZ:

e 70% of the SEZs are not functional due to the lack of investors, because
they are not qualified in terms of investors’ criteria

e SEZs could not be a proper solution in poverty reduction unless some other
conditions could be satisfied

e Cambodia should seize the opportunity that investors are considering to |
move part of their production chains out of Thailand and China

e Considering the “dependency” issue, it is crucial for Cambodia to avoid to
become a “victim” during the regional cooperation process —

1

—
£l
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[Institutions]

Capacity

4. Governance

[ Thailand ]

e BOI (under MOI)

e A number of approval
requirements

*Not effective

e one-window operation

e Tax revenue was higher
e Self-reliance
e Lower corruption

[Cambodia]

e CDC(MoF)

e A centralized structure
¢ Inadequate information
e Insufficient

e One-stop service

e Weak capacity in policy
making;

¢ Shortage of human
resources

® The revenue is low and
insufficient

¢ High corruption; low level

of transparency

[ Analysis ]

¢ S: Strong power
e D: Government
structure

e S: Lack of private
involvement
eD: Revenue
e Corruption level
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4. Incentives

[ Thailand ] [Cambodia] [ Analysis ]

* 3 to 8-years tax holiday from Up to 9 years after first  ° S: both of them use tax

the commencement of sales incentives to attract FDI
[ Tax ] operations 9% (QIP) for five years e D: the scope of the

* 50% reduction (thus 15% tax) 209 thereafter incentives

for 5 years after tax holiday in

Zone Il

e D: ownership of the

e|nvestors can own the land eLand Lease(up to 99 land

years)

others.




4. Resources

[ Thailand ] [Cambodia] [ Analysis J

e Shortage in labor, however, e Shortage in labor e S: Shortage in labor
5 times of C e Low skilled labor Education system
e High labor cost, 4 times of C e Poor vocational e D: Labor skills

La bor ¢ Policies on education have education system Labor cost
been slow to impact * Low labor cost

e Considerable skilled labor

e Comprehensive transport e Poor infrastructure e D: Large differences in
and logistic system e Lack of facility: no infrastructure
e Better facilities, water, national grid, lack of

Infrastructure - .
electricity, sewage, etc electricity supply




4. Strategies

[ Thailand ] [Cambodia] [ Analysis ]

e Upgrading e Diversification e S: |[EATs / SEZs location
e Dispersion and zoning * Incentives for FDI e D: Upgrading Vs.
strategies and SEZs Diversification
[Ove ra | I] e BOl involvement at the local e Poor involvement in Zoning strategy
level local level Local level involvement
e |Es located near ports or e SEZs located near
infrastructure ports, borders and
infrastructure
e FDI in electronic and auto e Highly dependent on e S: Lagging innovation
industries locate at high level  FDI system
of value chain e FDI focusing on e D: Different positions in
[ |nvest] e Better Industrial several industries value chain
diversification located at low level of Different FDI and
e Lack of industrial deepening value chain diversification level

* Cooperators & Competitors



4. Regional integration

[ Thailand J [Cambodia} [ Analysis ]

e Reduce in time and cost e Reduce in time and cost ¢ S: limited positive
e Construction almost done ¢ Deficient infrastructure effects and benefits

[EC&CBTA] e E-Custom and CBTA e Lack of IT capacity Vested interests
started implementation e Various vested interests e D: Infrastructure
e Limited benefits e Benefits less Capacity

e Various interests among
relevant ministries

‘ = \\\\
- | besusagasipiass
I : 2 ARRIVAL _




[ Con. ]

[ Regional ]

e Economic driving forces
e Cultural Heritage

* The Mekong river

e Intraregional-trade

e Weak Domestic capital

¢ Different interests of
countries
e Different capacity

[ Thailand ]

* Increase security and
leadership potential

e Mobilize local resources

* Increase trade and logistic
* Increase interdependency
e Play as backbone

e Minimum development
(More ODAs or time)

e Political economy

e Market reasons

e Lack of capacity

4. Integration Vs. Non-integration

[Cambodia]

e Expand market

e Access to capital

e Reduce cost, or increase
intraregional trade

e Security and signaling

e Domestic reform

e Political will

e Governance (Capacity)
e Stakeholders (Vested
interests)

e Information and public
awareness

* More cost in reform

¢ Loss in revenue

e Potential “victim”






Thailand

e Industrial Policy:

e Industrial Deepening
e Linkages
 Improved State Capacity

e Business Climate

* Regional Integration:
 Take Lead
e Develop Border Areas




Cambodia

I

Decentralization

k!

Enhancing transparency Impraving transport and logistics
) Infrastructure -
Improving participitation 7 —%.\ Proving cheap and stable electricity
Capacity building ’E‘-wernenr:e ﬁ. Reeeurce Improving education system
. | p
Developing Strategies Letter | Improving cooperation in local level
Investment climate ".k Considering immigration
Fighting crruption =t
Strengthemng of political will in favor of regional cooperation 3w
Improving information sharing and public awareness ? '

\ N Umteetmnefrelewentetenderde and administrative procedure
lore opportunities for local participation lkﬁegmnel mtegreten
I

. Increasing coordination amang stakeholders
Obtaining assistance for capacity building | I

-.,x Eliminating vested interests
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Conclusion

e Limited Regional Integration:
* Disparities/ Limited State Capacities

* |Es/SEZs model needs to meet certain conditions =

e Industrial policy is important to complement IEs/SEZs

~ e« Private sector role in growth and integration is crucial
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