Cambodia’s Garment Industry

The Cambodia's Garment Industry in 2005 and Beyond:
A Quantitative Analysis of the Critical Challenges

The future of Cambodia's garment industry will depend on the government
to effectively implement critical reforms to improve governance

Since 1997, Cambodia's
garment industry has played a very
important role in contributing to the
country's economic growth, and
alleviating poverty pressure, especial-
ly in rural areas. About one million
lives of the total population of thirteen
million benefit directly or indirectly
from this fast growing industry. Like
in some other developing countries,
the Cambodia's garment industry has
greatly benefited from the worldwide
quota system for garment exports that
will be removed in January 2005. How
will the industry look like in 2005 and
beyond? What will be impacts on the
population livelihood, especially in
rural areas? How should policy
makers deal with this new situation?

The main objective of this
article is to answer some of these
questions. To better understand the
analysis, a presentation of global gar-
ment market, and current state of the
Cambodian garment industry will be
first examined.

Global Market in Garments

The global textile and gar-
ment industry has grown continuously
to meet the demands of an increasing
world population and standards of liv-
ing. The world consumption of fibre
by textile mills was 7 million tons in
1950; it has since increased to more
than 50 million tons in early 2000's.
The changing demand and supply pat-
terns has resulted in a sharp increase in
foreign trade in garments, from US$
108 billion in 1990 to US$ 201 billion
in 2002. In the medium term, the
growth value of the foreign trade will
depend on economic conditions to be
prevailing in the world over the next
few years.

Supplier and consumer coun-
tries have also been changing (table 1).
Data released by the World Trade
Organisation (WTO) show that the EU
is no longer expected to be a major
exporter or importers of garment prod-
ucts in the next few years. The US is
anticipated to overtake the EU as the

top consumer by 2010. About 85% of
garment imports over the years have
been bought consistently by the EU,
USA, and Japan. There is every expec-
tation that these same countries will
continue to be the major markets. The-
ses data also suggest that garment
exports from high and medium cost
countries such as USA, Canada, Hong
Kong, South Korea and Taiwan have
been in a declining trend.

It seems they have been
replaced by China. It has ambitious
plans for its textile and garment
exports, which is based largely on
huge foreign direct investment and
attractive local costs. Its world market
share increased to 20.5 percent in
2002, from a low 9 percent in 1990. It
is forecast that this rapid growth will
continue well into the future. Vietham
is also expected to become a stronger
exporter once it meets requirements
for WTO membership.

The garment industry has
developed to be a major activity in
many countries that previously had lit-
tle or no manufacturing basis. This is
most definitely the case with Cambo-
dia. The Cambodian garment produc-
tion, while critical to the economy of
the country, remains relatively small in
global terms, with about 0.3% of gar-
ment production world-wide and 0.6%
of global foreign trade in 2002.

The cost competitiveness of
garment supply countries in the two
major market areas will change con-
siderably with the ending of quotas.
Until now, several countries have sold
quotas to their manufacturing compa-
nies. The cost of these quota premiums
has been recovered from the eventual
garment buyers. Without quotas, ven-
dors will be able to reduce prices
accordingly. It can be seen that Cam-
bodia in particular will lose some of its
cost competitive advantage as quotas
end, and competing countries are able
to adjust their prices, especially China.

It is also expected that
employment and social compliance
issues will become the norm with all
supply countries meeting buyers'

demands in this respect. Protection of
the environment will also become a
greater factor in non-tariff barrier con-
siderations than hitherto, especially
with regard to pollution caused by the
discharge of dye house waste liquid
directly into the natural water courses.
Most textile producing countries have
environmental protection regulations
but not too many implement them as
yet as the effluent treatment plants are
not in place.

The Cambodia's Garment Industry

The garment industry has
been the largest in Cambodia's manu-
facturing sector. Number of garment
factories has grown from almost nil in
1995 to about 200 factories in 2004;
most of them operate around Phnom
Penh and other provinces surrounding
the city. They have operated with
about 80 percent of its capacity during
the past recent years. But this capacity
is basically full in 2004 because of
sharp increase in demand and limited
new investment.

Table 1: Global Trade in Garments
and the Top 3

1990 1995 2002 2010p

Global Trade

(Billion US$) 108

158 201 310

Exported To

EU 15 52.6% 47.0% 42.2% 37.1%

USA 24.9% 26.2% 33.2% 38.7%

Japan 8.1% 11.9% 8.8% 10.0%

Sub-Total 85.6% 85.1% 84.2% 85.8%

Imported From

EU 15 37.8% 30.7% 25.1% 12.9%

China 9.0% 15.3% 20.5% 35.5%

Hong Kong 8.6% 6.0% 4.1% 1.9%

Sub-Total 55.4% 52.0% 49.8% 50.3%

Thailand 2.6% 3.2% 1.7% 0.8%

Vietnam 0.3% 0.3% 05% 1.3%

Cambodia 0.0% 0.3% 0.6% 0.8%

Source: WTO for 1990-2002, EIC for 2010, com-
piled from various international Outlook
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Cambodia’s Garment Industry

Under the Multi Fibre Agreement (MFA) which
lasted until 1994, importing countries negotiated quotas
bilaterally with the exporting country. Negotiations centred
on particular products which caused or threatened to cause
serious damage to the industry of the importing country.
This was a major departure from GATT rules and particu-
larly the principle of non-discrimination.

Uruguay Round negotiations heralded a new era
from 1995 to 2004 under the Agreement on Textiles and
Clothing (ATC). A liberalisation process was initiated to
enlarge existing quotas and increase textile and clothing
exports from developing to developed countries away from
the MFA and under normal GATT rules. Four stages for grad-
ually easing-out quotas were agreed over a 10-year period,
setting the stage for a quota-free world on 1 January 2005.

Years of restrictions under the MFA have deeply
impacted global sourcing patterns and the development of
the infrastructure to support textile and clothing manufac-
turing. The whole concept of global apparel sourcing was
dictated by legislation and restriction instead of individual
competitive strengths.

A major fall-out of the quota regime has been that
it helped spread the textile and clothing business globally,
giving many countries the opportunity to move into interna-
tional export markets, for example Bangladesh, Cambodia,
and many countries in the Middle East.

It is estimated that over 630,000 US jobs will be
lost and more than 1,300 US textile plants wall be closed
over a three-year period due to a huge trade shift in favour
of China after quotas are eliminated.

A similar impact will be felt across the globe as
many factories will be forced to close down. Millions and
millions of workers in some of the poorest economies of the
world - in some cases textiles and clothing are the only
export sectors - will also lose their jobs.

The dependence of a substantial portion of the US
textile industry on preferential agreements is the main rea-
son why the textile outlook for US producers is so grim.
Mexico, the Caribbean and Central America account for
nearly $10 billion worth of US textile exports and none of
these countries appears capable of meeting the enormous
challenge the Chinese export machine presents.

How strong is the Chinese challenge? Could one
country really dominate the global textile scenario so com-
pletely, as is predicted from China?

It is not clear how sourcing patterns will shift in the
post quota era, but one thing is certain: there will be no
sudden shift; changes, if any, will be gradual. Sourcing
relationships take time to develop, and evolve and change,
while associations between suppliers and buyers take sea-
sons of positive performance and reliability to back and
strengthen them.

Box 1: Quotas and Beyond: a Look Ahead

(Extracts from Rohit Kuthiala, http://www.sweatshopwatch.org/global/articles/jsquotas_oct03.html)

Will it herald an expansion drive on capacities in
China? Will countries like India, Pakistan, Turkey, Hon-
duras, and Mexico hold their ground or lose market share
or improve it?

There is no question that China with its huge
resources, cheap and abundant manpower, export subsi-
dies in the form of Chinese currency manipulation, state
subsidisation and the use of export tax rebates, has an
unassailable edge in the textile and apparel trade.

The advantages of cheap and abundant labour, a
productive workforce, strong yarn and fabric base are not
unique to China. Indeed, wages in Vietnam, India, and
Bangladesh are even lower than in China. But what really
makes China "so cheap" is its currency advantage...
According to various estimates, this is approximately 40 to
50 per cent undervalued.

To really get a feel for how deeply China could
penetrate the developed world's textile and apparel mar-
kets once quotas are completely phased out we can take
the example of Japan and Australia, the two developed
countries which have no quota structure in place. China
has cornered a market share of 70 per cent or above in
these markets.

However, price competitiveness is not the only
factor determining and ensuring a big shift of business from
one source to another. Retailers are always looking at
quick lead times, lower inventory levels, quick replenish-
ment etc to bolster their own margins and profitability. A
cheap source on the other side of the world is definitely an
advantage but has its limitations too.

Instead of having one single international market
for apparel and textiles, the post quota era may result in
three different regionally based models for the US, EU
and Japan. Each of which will have a group of suppliers
most suited to its needs in terms of lead times, prices,
inventories, etc.

Looking at the domination of international trade by
China, developed countries do have some safeguards built
within the WTO to protect their domestic textile industries
from the Chinese onslaught.

But whatever the outcome of global trade in
apparel and textiles post 2005, one thing is certain: the
global sourcing and trade scenario in this business as we
know it today will cease to exist and a new order will come
into being.

There is no denying the fact, that despite the cur-
rency and subsidy advantage that Chinese products offer,
China still remains the world's single largest producer of
apparel and textiles, offering a wide range of products
unmatched by any other country. Sourcing managers will
always find one road leading to China whatever product
they wish to source.

July-September, 2004
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Investment and Employment

Based on an EIC estimate,
stocks of fixed assets of the 200 garment
factories currently operating in Cambo-
dia reach about US$260 million. Includ-
ing operating cashflows, the industry's
FDI accumulated between 1995 and
2003 amounts more than US$600 mil-
lion. Most of garment investors in Cam-
bodia are from Hong Kong, Taiwan, and
China. These three top investor groups
control more than 70 percent of total
garment factory owners.

The garment industry plays a
significant role in providing low-
skilled labour force employment in
Cambodia. It comprises of about 65
percent of total employment in the
manufacturing sector. However, as
Cambodia is still largely an agriculture
country, number of work force in the
garment industry is relatively minute,
representing only about 4 percent of
total labour force. From 1997 to 2001,
the garment industry created almost
40,000 new jobs per year on average.
However, this trend has significantly
slowed down since 2002 to only about
15,000 new jobs, due to sharp decline
in new investments. In 2003, it is esti-
mated that the garment sectors
employed 230,000 people.

Like in other countries, Cam-
bodian women make up the largest part
of the garment and footwear factory
workers, accounting for about 85 per-
cent. About 90 percent of them come
from rural areas. Including overtime
works, garment workers could earn on
average about US$60 per month, and
about half of this amount is to pay for
the minimum subsistence covering
foods, room renting, and transportation
between home and factory.

Most of the garment workers
send a proportion of their earning to
support poor families who are strug-
gling in rural areas. To make that shar-
ing possible with their little wages,
they have to minimize their personal
spending and engage in prolonged
overtime works. Consequently, many
have become weak, pale, and are
prone to frequent sickness.

Production and Market

In principle, all garment pro-
duction is for export. In 2003, the total

value of US$1.6 billion has been
exported; the US markets take 70 per-
cent, and the EU markets 25 percent of
the export. The reason that the US and
EU markets absorbed largest propor-
tion of the Cambodian apparel prod-
ucts is that Cambodia has received a
Normal Trade Relations (NTR) with
those countries after years of isolation.
Cambodia is now enjoying duty-free
and quota free access to the EU and
Canadian apparel markets.

The garment export has rose
dramatically since 1997 in spite of the
political tension that brought about
some fears to foreign investors at the
time. Even though the quotas imposed
by the US authority on some cate-
gories of products in 1999, the annual
Cambodian garment exports rose 46
percent in 1999 and 78 percent in
2000, before slowing down to around
15 percent increase in 2001-2003.
Despite the fear of huge international
competition facing this industry next
year, the export remained unexpected-
ly very strong, and it could reach the
level of US$2 billion in 2004.

The Cambodia's Quota System

As mentioned earlier, the US
and European markets are the two
most lucrative destinations for Cam-
bodia textiles and garments exports.
Exports of garments and textiles rapid-
ly expanded, reaching almost US$1
billion in 2000, and of this amount, the
US markets represent 76 percent. The
pace of great influx of Cambodian gar-
ment exports to the U.S. has brought
about restrictions from the US govern-
ment through an introduction of quo-
tas on 12 categories of textiles and

apparel products. The quota has been
effective from the period of 1 January
1999 through 31 December 2004.

With this limitation agree-
ment, the US government planned to
increase quotas by an additional bonus
percentage, on the top of 6 percent
annual automatic increase, if Cambo-
dia would substantially comply with
internationally recognised core labour
standards. That encompasses assur-
ance that labour laws and regulation
would provide for high quality and
productive workplaces, and seek to
foster transparency in the administra-
tion of labour law, promote compli-
ance with, and effective enforcement
of existing labour law, and promote
general labour rights embodied in the
Cambodian labour code. In contrast, if
the Cambodian government has failed
to take major action resulting in a sig-
nificant change in worker's working
conditions, the United States may
withdraw such an increase.

Since 1999, the quota utilisa-
tion mostly reached its limits, except
for some non-important categories of
products. Fortunately, the quotas do
not seem to have shown any signifi-
cant effects on Cambodian garment
exports to the US markets. The very
significant increase in the garment
export to the US in 2000-2004 was
mainly fuelled by rapid expansion of
categories of garment not imposed by
the quota, which is estimated to reach
about 60 percent of total garment
exports to the US in 2003, up from
only 20 percent in 1999. Export to the
non-US markets also played a great
role in the garment industry develop-
ment. For these reasons, the Cambo-

1999

US Market Under Quota 118
US Market Without Quota 30
US Market - Total 148
EU and Other Markets 38
Total Markets 186

Quota/US Market (%) 80%

Quota/Total Market (%) 63%

Table 2: Cambodia's Garment Exports (Million Pieces)

Source: Ministry of Commerce

2000 2001 2002 2003
115 126 137 139
91 140 173 202
206 266 310 341
64 86 97 126
270 858 407 467

56% 47% 44% 41%

43% 36% 34% 30%

Economic Institute of Cambodia
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dia's garment industry can be well
developed, if political and social envi-
ronment remain good, and especially,
if governance issues are resolved.

Productivity and Price
Competitiveness

Productivity of the Cambo-
dia's garment industry significantly
increased. On average, the productivi-
ty of worker in US dollar rose by 14
percent per year during 1995-2003.
Productivity of capital increased even
more rapidly at an annual average rate
of 20 percent during the same period
(Figure 1). Nevertheless, the level of
productivity in the Cambodia's gar-
ment industry remains lower than that
of China, according to a World Bank
report.

On the demand-side competi-
tiveness, landed prices of Cambodia's
garment products in the US markets
are higher than those from Vietnam,
Bangladesh, and Pakistan. However,
China and India perform better than
Cambodia on the same markets,
according to the World Trade Atlas.

Critical Constraints

Same as in other sectors of
the economy, Cambodia's garment
industry faces many operational prob-
lems, starting from corruption and
bureaucracy to high input costs.

Corruption and Bureaucracy

According to a World Bank
survey, surveyed firms in all activities
reported that corruption and bribery
result in large additional payments,
accounting for up to seven percent of
the total value of export sales. Compa-
nies operating in Cambodia are condi-
tioned to having to pay something
under the table, and the amounts
demanded by the public sector organi-
zations are reported to be on the
increase.

In addition to the unofficial
payments relating to import-export
procedures, surveyed firms confirmed
that the bureaucracy associated with
importing raw materials and exporting
final products are onerous, and often
result in significant time wasting and

unacceptable delays. The amount of
time that senior management needs to
spend on government-related matters
represents a serious misallocation of
resources.

These regulatory practices
and corruption serve as deterrents to
buyers and investors alike, as both
groups know that the demanded pay-
ments situation can get out of hand.
Especially, they will be at the mercy of
those in influential positions whose
"contributions to exports are limited,
but whose costs are high."

Trades Unions

A number of problems with
the trades unions that are active in the
garment industry are reported by the
firms in the World Bank survey. In
many cases, differences in the inter-
pretation of the labor law result in seri-
ous conflicts arising within the compa-
nies. In large part, the business sector
ascribes these problems largely to
vagueness in the phrasing of articles in
the Labor Law. While industrial dis-
putes are now fewer in number, any
dispute is disruptive to the flow of
export orders, costly to workers and
the companies alike, and thus hurts the
supply reputation of the companies in
the eyes of the buyers.

Input Costs

In addition to the problems
already mentioned, there are also
issues related to other input costs
which account for around 18 percent
of total costs. The main issue here,
especially for the more machine dri-

ven processes, is the cost of power,
which is about 2.5 times higher than
that of the international average.

A Quantitative Analysis of the
Critical Challenges

In order to examine the likely
impacts of various development sce-
narios of Cambodia's garment industry
over the next 5 years or so following
the ending of the global garment quota
system, EIC employed a simple but
rich macroeconomic model to gener-
ate consistent estimates of the impacts
on key macroeconomic variables.

The Model and the Scenarios

Since it is not possible to
develop a model of the global garment
industry itself, it is decided to examine
two "scenarios" that draw on expert
opinions on likely developments in the
areas of competitiveness, and the mar-
ket access for the Cambodian garment
industry and that of the major com-
petitors. For each scenario, detailed
assumptions are made on the export
quantities of the Cambodian garment
industry, and product prices that the
country can secure. Given the differ-
ences in types and prices of products
exported to the US under quota and
non-quota regimes, the distinction
between these two categories is main-
tained even though the quota system
will not be in place. And, given that
Cambodia is a small player in global
markets, it is assumed that changes in
Cambodia's production will have no
impact on global prices.

The final Cambodian garment

Figure 1: Productivity of Capital and Worker
in the Cambodia's Garment Industry (1995=1)
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export values were then fed into the
EIC macroeconomic model to gener-
ate expected impacts of the various
scenarios on a range of socio-econom-
ic variables in the overall economy
and in the garment sector, namely
GDP, government revenues, labour
costs, employment, and more. Details
of the two scenarios are as follows.

The Laissez-faire Scenario

This  scenario  basically
reflects a status quo situation, which is
perhaps considered to be a likely one.
The overall growth of the global gar-
ment market is assumed to be 5%. It is
also assumed that the competition in
the US market will be very fierce after
the elimination of the quota system,
and that levels of productivity in the
Cambodian garment industry will
remain the same, and that the Cambo-
dian government takes no concrete
measures to improve the business
environment for the garment industry.
As a result, Cambodia garment pro-
ducers lose competitiveness in the
world market, especially in the US.

Based on expert and profes-
sional opinions, Cambodia garment
exports to the US market will thus
decline by 5% per annum, on average,
from 2005 to 2010, while the price of
garment products under quota in that
market also declines by 5% per year.
However, it is assumed that conditions
in the EU and other markets, including
Canada, remain relatively favourable
for Cambodian garment producers.
Cambodian garments exports to these
markets continue to grow at 5% per
year, with a price increase of 2% per
year.

The Growth Scenario

This scenario represents a
more optimistic one for Cambodia. It
is also assumed that the world market
for garment products continues to
grow by 5% per annum. While compe-
tition in the US market after the elimi-
nation of the quota system will be
strong, with the implementation of
sound economic and legal reforms,
Cambodia garment producers will
remain competitive, and maintain their
market share in the world market.

Specifically, there will be concerted
efforts undertaken by both govern-
ment and industry to: (a) improve pro-
ductivity of the workforce; (b) work to

belief that such major changes are
unlikely to happen. A recent World
Bank survey with 15 companies from
the US and EU responsible for buying

maintain and gain greater
market access; (c) reduce
lead times and develop back-
ward linkages in the indus-
try; (d) reduce the unneces-
sary transaction costs; and,
(e) address other impedi-
ments to investment.

The Cambodian gar-
ment exports will, therefore,
continue to grow by 5% per
year in line with the expected
growth in the global garment
market.

It should be empha-
sized that modelling the
impact of the ending of quo-
tas at the end of 2004 on
Cambodia and on interna-
tional trade will be a highly
fluid one. Undoubtedly, there
will be significant changes in
the global market environ-
ment that can affect the pro-
jections in the analysis. Buy-
ers around the world will
have a choice to source at
will after 30 years of restric-
tions and quota allocations.

The number of vari-
ables that will influence the
performance of Cambodia's
garment industry are numer-
ous and extremely difficult to
predict. They range from fac-
tors that are more or less
under the control of Cambo-
dia - such as the policy
reforms and productivity
improvements - to those
which are not - such as the
performance of China in the
garment industry, the perfor-
mance of other major com-
petitors, the decisions of
major markets on issues of
market access, and the over-
all growth of the global gar-
ment industry.

In terms of the
immediate changes in 2005,
there has been much discus-
sion of a dramatic turndown
in exports by Cambodian
garment factories. It is our

Table 3: Main Assumptions and

Results
2003 2007p 2010p
Main Assumptions
Price Levels (US$/pieces)
Growth 34 3.7 4.0
Laissez -faire 34 33 3.2
Growth — Laissez faire 0.4 0.7
Quantities (million pieces)
Growth 466 567 656
Laissez-faire 466 451 407
Growth — Laissez faire 116 249
Impact on the Garment Industry
Exports (million US$)
Growth 1,608 2,114 2,598
Laissez-faire 1,608 1,498 1,311
Growth — Laissez faire 616 1,287
Value Added (million US$)
Growth 482 635 780
Laissez-faire 482 450 393
Growth — Laissez faire 185 387
Labour Cost (million US$)
Growth 235 311 377
Laissez-faire 235 224 202
Growth — Laissez faire 87 175
Gross Profit (million US$)
Growth 115 147 187
Laissez-faire 115 101 86
Growth — Laissez faire 46 101
Employment (000's)
Growth 230 265 294
Laissez-faire 230 219 198
Growth — Laissez faire 46 96
Impact on the Economy
Nominal GDP (million US$)
Growth 4,000 5,020 6,350
Laissez-faire 4,000 4,680 5,350
Growth — Laissez faire 340 1,000
Real GDP Growth (%)
Growth  5.0% 5.0% 5.0%
Laissez-faire  5.0% 4.0% 3.5%
Growth — Laissez faire 1.0% 1.5%
Gov. Revenue (million US$)
Growth 430 590 784
Laissez-faire 430 540 610
Growth — Laissez faire 50 174
Total Employment (million US$)
Growth 5,480 5,787 6,039
Laissez-faire 5,480 5,686 5,787
Growth — Laissez faire 101 252

Source: EIC Projection

Economic Institute of Cambodia
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about half of all garments produced in
Cambodia has confirmed this belief.
All changes are most likely to be grad-
ual as both buyers and suppliers will
need to find their feet in the as yet
unknown market situations. Buyers
will not suddenly switch orders from
proven suppliers to ones that are less
known to them as they cannot afford to
fail in their established 'just in time'
supply channels. However, in the
longer term some countries and some
suppliers will begin to benefit from the
more open market whilst weaker com-
panies will begin to lose out.

In sum, it is believed that the
analysis presented below provides
consistent indications of the likely
impacts of two reasonable scenarios.
If it is believed that the Cambodian
garment industry will perform less
well than modelled in the laissez-faire
scenario, then the negative effects can
easily be demonstrated.

Impacts on the Garment Industry

Impacts in the two scenarios
on some key indicators of the garment
industry are for the years 2007 and
2010. In terms of exports, the laissez-
faire will see a decline of US$ 110
million by 2007, and nearly US$ 300
million by 2010. As mentioned earlier,
this decline of exports by around 20%
is not as dramatic as some have fore-
cast, but we feel it serves well as a
laissez-faire scenario. Similar declines
are estimated for value added (from
US$ 33 million in 2007 to US$ 89 mil-
lion in 2010), labour costs (from US$
11 million to US$ 33 million), and
gross profit (from US$ 14 million to
US$ 29 million). Employment losses
increase to 32,000 jobs by 2010,
accompanied by declines in payrolls
of around US$ 33 million.

In order to highlight the
"opportunity cost" to the Cambodian
garment industry for not making the
improvements and reforms as indicat-
ed earlier, a comparison of the growth
scenario with the laissez-faire scenario
will produce dramatic results. By the
year 2010, the difference in terms of
export values is almost US$ 1.3 bil-
lion, the number of additional jobs cre-
ated is almost 100,000, and the addi-
tional payroll is US$ 175 million.

Impacts on the Overall Economy

The effects of the two scenar-
ios on some key indicators of the
overall economy are for the same
years 2007 and 2010. Looking imme-
diately at the differences between the
laissez-faire scenario and the growth
scenario, it is striking that, in 2010, a
full 1.5% of real GDP growth annual-
ly would be lost by not making
improvements and reforms affecting
the garment industry. This translates
into losses of US$ 1 billion of GDP
annually and US$ 174 million of gov-
ernment revenues. In terms of
employment, the negative impact of
the laissez-faire scenario as compared
to the growth scenario would be a loss
of 252,000 jobs per year, some 2.5
times the number of relatively high
paying garment industry jobs alone
that would be lost.

Poverty Impacts

While the poverty impacts of
the employment generated by the gar-
ment sector have not been systemati-
cally quantified at the macro level, it
is obvious that personal situations of
the garment industry employees as
well the rural households they support
would be transformed if the laissez-
faire scenario is realized. It is widely
estimated that around 50% of month-
ly wages are sent home by the largely
female workforce that has been origi-
nally from rural Cambodia. It is clear
that the absolute declines in jobs,
incomes, and therefore remittances,
will translate directly into lower
incomes for women and for poor rural
households.

For example, the more than
US$ 30 million of labour cost declines
by the year 2010 in the laissez-faire
scenario would translate into reduc-
tions in remittances of around US$ 15
million. It is likely that the social
impact of the increasing joblessness
(with a decline of more than 32,000
jobs in the laissez-faire scenario by
2010) would be great as large num-
bers of young women are thrown into
an employment market with little
opportunities for them. As they do not
possess skills for alternate employ-
ment nor can they integrate back to

their villages easily, some NGOs
working directly with garment
employees fear that large numbers
would be pushed into unsuitable or
exploitative employment. And this
analysis only takes into account the
direct employment in the garment
industry.

If the growth scenario is com-
pared to the laissez-faire scenario, the
opportunity costs of not undertaking
the reforms required to improve the
competitiveness of the garment indus-
try are even more dramatic. If the
growth scenario is achieved, it is esti-
mated that around US$ 90 million of
the differential wage costs of around
US$ 175 million would be remitted to
the rural areas. And almost 100,000
more jobs would be generated in the
growth scenario.

Concluding remarks

The modelling exercise has
confirmed what many have forecast.
The negative impact on the Cambodi-
an economy for not addressing the
various impediments and inefficien-
cies in the garment industry is signifi-
cant - amounting to a loss per year of
1.5% of GDP, and up to 250,000 jobs.
It is likely that most of these adverse
effects fall on women and the poor,
thereby exacerbating the current social
problems substantially. And perhaps
more worrying is that these figures are
based on a laissez-faire scenario that is
somewhat more favourable than many
have hoped for.

Sok Hach

Notes:

Parts of this article are
inspired by a paper prepared for the
Ministry of Commerce entitled “Cam-
bodia’s Garment Industry: Meeting
the Challenges of the Post-Quota
Environment”.

The author would like to
thank experts, garment owners, and
trade union leaders for their very
useful insightful views. The author
would like to especially thank Peter
Brimble for his encouragement and
contribution.
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