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May 30th 1998 Summary

2nd quarter 1998

Cambodia Outlook for 1998-99: Obstacles still remain to Prince Ranariddh’s partici-
pation in the election, which the opposition may boycott. A CPP-dominated
coalition is likely to remain in power, whether by the ballot box or through
military intervention. GDP growth will pick up slowly in 1998-99. FDI inflows
will remain sluggish. If aid is not resumed, there is a risk of an external pay-
ments crisis.

The political scene: Japan has brokered a peace plan. Prince Ranariddh has
been sentenced to 35 years in jail, but has been pardoned by King Sihanouk
and has returned to Cambodia. There is deadlock over a royal pardon for Prince
Ranariddh’s generals. The opposition has threatened to boycott the election.
Politically motivated killings have increased. Political tensions spill over to the
National Assembly. Preparations for the election have continued, but much
remains to be done. There are still doubts over election funding. The UN has
agreed to assist in monitoring the election. An opinion poll has suggested
support for Hun Sen is limited. Tensions remain within the CPP. FUNCINPEC
and the BLDP have both split. There have been moves to ban royal family
members from politics. The Khmer Rouge hardliners have split again. Pol Pot
has died. There is pressure for a war crimes trial of surviving leaders. Ethnic
Vietnamese in Kompong Chhang have been attacked. Vietnam has declared its
support for Cambodia’s bid to join ASEAN.

The economy and economic policy: Revenue remains weak and budget
financing is limited. The government has forecast 3.5% growth in 1998. Invest-
ment remains depressed. Workers have held strikes over pay and conditions.
Inflation and money supply growth have picked up again. A new central bank
governor has been appointed. A nationwide census has been held.

Sectoral trends: Illegal logging continues to be a problem. A South Korean
firm has entered the pager market. The government has set an ambitious
tourism target.

Foreign trade and payments: The merchandise trade deficit narrowed in
1997 in riel terms. Import tariffs have been raised. The riel has remained weak.
External reserves have strengthened. Cambodia’s creditors are reported to be
closing in. The debt stock reached $2.1bn in 1996.

Laos Outlook for 1998-99: The new president and prime minister are likely to
deliver strong and stable leadership. Economic reform will continue, but the
regional economic crisis means that GDP growth will slow in 1998-99 and
inflation will be in double-digit figures. The kip will remain weak and export
growth will remain depressed. International funding should prevent an exter-
nal payments crunch.

The political scene: General Khamtai has become president and his close
ally, General Sisavat, has been appointed prime minister. Two new deputy
prime ministers have been appointed. The cabinet has been reshuffled. Lao
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Christians have been jailed. Co-operation with the US over servicemen missing
in action (MIAs) and drug control has continued. The Thai navy has fired on a
Lao vessel. Demarcation of the Thai-Lao border has resumed. The new
Vietnamese party chief has visited.

The economy and economic policy: New ministers have been appointed
to economic posts. Economic reform will continue, but the Asia crisis has led
to debate about the pace of change. The Asia crisis will slow FDI inflows in
1998. The working week has been cut for public servants. Inflation will remain
in double digits. 

Sectoral trends: Expanded coffee production targets have been set out. Fund-
ing for the second bridge over the Mekong river has been renegotiated. The
Theun Hinboun power plant has come on line but the recession in Thailand
will weaken demand for Laos’s power. Currency volatility has increased the risk
of financing hydroelectric power projects. The government hopes to boost
tourist arrivals in Visit Laos Year (1999). Australia has pledged funding for an
audit of state-owned commercial banks. 

Foreign trade and payments: The trade deficit with Thailand remains
high. Laos’s WTO application has been discussed. The kip has been devalued.
Reserves remain low. Laos has secured some new aid, although the Asia crisis
has caused some cutbacks.

Editor:
All queries:

Lucy Elkin
Tel: (44.171) 830 1007 Fax: (44.171) 830 1023
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Cambodia

Political structure

Official name Cambodia

Form of government Constitutional monarchy

The executive The cabinet is constitutionally responsible to the National Assembly, which has terms
of five years

Head of state King Norodom Sihanouk. The king is selected by the Throne Council and holds office
for life

National legislature National Assembly, consisting of 120 directly elected members

National elections May 23rd-28th 1993; next election scheduled for July 26th 1998

National government The royal government of the Kingdom of Cambodia, a coalition formed in November
1993, in which the two main parties are the National United Front for an
Independent, Neutral, Peaceful and Co-operative Cambodia (FUNCINPEC) and the
Cambodian People’s Party (CPP). After the 1993 election two prime ministers were
selected, one from the CPP and one from FUNCINPEC. The first prime minister, Prince
Ranariddh of FUNCINPEC, was ousted from power by the CPP’s Hun Sen in July 1997 

Main political organisations National United Front for an Independent, Neutral, Peaceful and Co-operative
Cambodia (FUNCINPEC—F); Cambodian People’s Party (CPP); Sam Rainsy Party; Party
of Democratic Kampuchea (PDK, the Khmer Rouge)

Main members of the
government

First prime ministersa Prince Norodom Ranariddh
Ung Huot

Second prime minister Hun Sen (CPP)
Deputy prime ministers Ing Kieth

Sar Kheng (CPP)

Key ministers Agriculture, forestry & fisheries Tao Seng Hour
Commerce Cham Prasidh (CPP)
Defence General Tea Banh (CPP); Tea Chamrath
Finance & economy Keat Chhon (CPP)
Foreign affairs Ung Huot
Health Chhea Thang (CPP)
Industry, energy & mines Pou Sothirak
Information Ieng Mouly (BLP)
Interior & national security Sar Kheng (CPP); Yu Hockry
Justice Chem Sgnuon (CPP)
Planning (vacant)
Public works & transport Ing Kieth
Tourism Veng Sereyvuth (CPP)

Central bank governor Chea Chanto (CPP)

a In July 1997 Prince Ranariddh was ousted from power, and in August another first prime minister,
Ung Huot, was selected. The UN credentials committee has not switched recognition, and Cambodia’s
seat at the UN remains empty.
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Economic structure

Latest available figures

Economic indicators 1993 1994 1995 1996 1997a

GDP at current prices (CR bn) 5,414.0 6,131.0 7,200.0 8,200.0a 9,110.0 

Real GDP growth (%) 4.1 4.0 7.6 6.5a 2.0 

Consumer price inflation (%)b 41.0 17.8 3.5 9.0 9.1 

Population (m) 9.7 10.0 10.3 10.7 10.9 

Exports fobc ($ m) 283.7 489.9 855.2 643.6 n/a 

Imports fobd ($ m) 471.1 744.4 1,186.8 1,072.0 n/a 

Current account ($ m) –103.9 –156.7 –185.7 –297.8 n/a 

Reserves excl gold ($ m) 24.2 118.5 192.0 265.6 298.5e

Total external debt ($ m) 1,829 1,915 2,041 2,111 n/a 

Debt-service ratio, paid (%) 9.6 0.3 0.6 1.2 n/a 

Exchange rate (av; CR:$)f 2,689 2,545 2,451 2,624 2,946e

May 29th 1998  CR4,015:$1 (official rate)

Origins of gross domestic product 1996g % of total

Agriculture 42.7

Industry (incl construction) 19.9

Services 37.4

Total 100.0

Principal exports 1996c $ m Principal imports 1995h $ m

Sawn timber 262 Gold 305

Logs 161 Cigarettes 192

Rubber 31 Petrol & diesel 109

Fishery products 1 Motorcycles 36

Non-traditional items 96 Vehicles 22

Total incl others 615 Total incl others 929

Main destinations of exports 1993c % of total Main origins of imports 1993d % of total

Thailand 36.2 Thailand 22.6

Japan 30.0 Japan 6.3

Germany 10.2 Indonesia 5.0

Malaysia 4.6 Hong Kong 3.9

Italy 1.5 China 2.6

a EIU or official estimates. b Average year-on-year rate for the 4th quarter. c Including re-exports. d Including non-retained imports. e Actual.
f Official rate. g Constant 1989 prices. h Excluding non-retained imports.
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Outlook for 1998-99

Prince Ranariddh may be
able to participate in the

election—

All attention is currently focused on preparations for the election scheduled for
July 26th. On March 30th the former first prime minister, Prince Norodom
Ranariddh—who was ousted from power in July 1997 in a coup led by the
second prime minister, Hun Sen—returned to Cambodia after nearly nine
months. Prince Ranariddh’s return was made possible by a Japanese-brokered
peace plan, under the terms of which the prince was tried for “raising armed
forces against the government and colluding with the Khmer Rouge” but then
pardoned by King Norodom Sihanouk, enabling him to contest the election.

—but a number of
obstacles remain

Prince Ranariddh’s return and the registering of a number of key opposition
parties have moved Cambodia a step nearer to being able to hold an election
which the international community would regard as “free and fair”. However,
there are still a number of hurdles which could delay the election, or raise
questions over the legitimacy of the result. Under the terms of the Japanese
plan, Prince Ranariddh must cut his links with troops loyal to him in the
north-west of the country, unless a ceasefire is observed. However, Prince
Ranariddh is reluctant to abandon links to key generals who were also tried in
absentia and who, unlike the prince, have not been given royal pardons. 

Much work remains to be
done—

Following the passage of the election and political parties laws, both the Nat-
ional Executive Committee (NEC), which has a key role in organising the
election, and the Constitutional Council, which is required to adjudicate in the
event of a dispute, have been established. A detailed election timetable has
been drawn up and, so far, is more or less on target. However, there are still
question-marks over whether voter registration can be completed in time. An-
other problem is funding. Foreign donors have held back, wanting to assess the
political climate. Speaking in March, the finance and economy minister, Keat
Chhon, said the government would endeavour to hold the election with or
without foreign aid, although he did not specify how.

—and the opposition may
boycott the election or

call for a delay

There also remains the threat from key opposition parties, grouped under the
banner of the Union of Cambodian Democrats (UCD), to boycott the election
if they do not think a free and fair contest is possible. The UCD includes Prince
Ranariddh’s National United Front for an Independent, Neutral, Peaceful and
Co-operative Cambodia (FUNCINPEC), as well as the dominant faction of the
former Khmer Nation Party (now renamed the Sam Rainsy Party). Few, includ-
ing the UN’s special representative for human rights in Cambodia, Thomas
Hammarberg, believe the general election will be free and fair. Politically moti-
vated violence, of which the opposition bears the brunt, is commonplace, and
will escalate as the election draws near. 

On balance, an opposition boycott is probably unlikely—although, if the UCD
concludes there is no contest to be had because of intimidation and restrictions
on their activities, they will pull out. The government has made it very clear that
it will press ahead on July 26th with or without the opposition. If the two main
opposition leaders, Prince Ranariddh and Sam Rainsy, were to pull out, the
election would probably not be recognised as legitimate by the international
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community. Hence it is likely that Hun Sen’s government will try to do just
enough to make sure that key parties participate.

A CPP-dominated
coalition is likely

There is no clear evidence of strong support for Hun Sen and the Cambodian
People’s Party (CPP). A recent French opinion poll suggested only 16% would
vote for Hun Sen as opposed to 21.2% for Prince Ranariddh and Sam Rainsy
(combined). Just over 59% declined to answer, and some people have inter-
preted the “don’t knows” as representing solid support for the opposition. How-
ever, intimidation will reduce support for the opposition. In addition, even if
the combined opposition parties win more seats than the CPP, it is not clear that
they will be able to co-operate (Sam Rainsy has recently been highly critical of
Prince Ranariddh). Also, Hun Sen would be unlikely to retire gracefully if he is
defeated. After July 26th there will only be one prime minister. The CPP has said
that this will be Hun Sen if it wins. The first prime minister, Ung Huot (ap-
pointed last year to replace Prince Ranariddh) favours the formation of a coali-
tion with the CPP and other parties after the election. Some form of coalition
between the CPP and the pro-CPP breakaway factions from FUNCINPEC is
perhaps the most likely election outcome.

Political violence will
continue

Political stability is likely to remain elusive in 1998-99. One way or another, it
is likely that the election result will be contested, and further military action by
CPP forces cannot be ruled out. An antagonistic and destabilising relationship
between a dominant CPP and a harassed opposition can be expected to con-
tinue. In addition, reports of divisions within the CPP continue to emerge: the
party seems to be evenly split between those who support Hun Sen and those
who are opposed to him. Internal party differences have been put aside until
after the election, but they may well emerge with some ferocity after it.

Former Khmer Rouge may
enter the political

mainstream

The death of Pol Pot in April followed a massive rift in the ranks of the hardline
rump of the Khmer Rouge in late March. The Khmer Rouge is now in tatters.
Militarily it may be able to launch sporadic hit-and-run guerrilla attacks, but
little more. There remains the possibility that some former Khmer Rouge ele-
ments will begin to play a part in mainstream politics. For example, Ieng Sary,
who led a defection from the Khmer Rouge in 1996, has slowly been strengthen-
ing ties to Hun Sen, although his Democratic National Union Movement
(DNUM) will not participate in this year’s election. Any future political role for
Ieng Sary and other senior Khmer Rouge leaders is likely to bring the Cambodian
government into conflict with Western countries. Khmer Rouge leaders such as
Ta Mok and Khieu Samphan are unlikely to rehabilitated.

GDP growth will remain
sluggish—

The government is forecasting real GDP growth of 3.5% in 1998 after an esti-
mated 2% in 1997 and 6.5% the year before. This modest recovery assumes the
resumption of aid programmes cancelled in the wake of Hun Sen’s military
takeover in July 1997, and an improvement in investor confidence after the
election. However, neither can be predicted with any great certainty given the
troubled political climate. Foreign direct investment (FDI) inflows from Asia—
an important source of FDI—will fall in 1998 because of the regional economic
slump. In addition, if the international community judges the election illegiti-
mate on account of vote fixing or intimidation, aid could remain frozen for
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much longer than the government is predicting. The impact of new aid dis-
bursements is unlikely to translate into higher growth until 1999. Layoffs result-
ing from last year’s downturn, combined with political uncertainty, will result
in weak consumer demand in 1998. Exports of goods and services will also be
sluggish in 1998-99, depressed by weak regional demand. Hence the EIU is
forecasting real GDP growth of 3% in 1998, picking up to 4% in 1999.

—as industry and tourism
will recover only slowly

The government hopes that the construction sector will be buoyant in 1998,
partly because of repair work following widespread damage caused in the fight-
ing during the coup and its aftermath. It is also hoping that FDI inflows and a
weak riel will boost the manufactured export sector, but this looks optimistic.
Recent labour unrest, including strikes in the important textile and garment
sector, will hamper industrial growth. Industry will also be hit by inflows of
cheap foreign goods, notably from Thailand. Recent increases in import tariffs
are intended to protect domestic industry, but will be difficult to enforce. The
tourism sector will take time to recover. Tourist arrivals plummeted after July
1997, and remain depressed. The government is hoping to exceed last year’s
tourist numbers, boosting foreign-exchange earnings, but a strong upturn is
very unlikely while concerns persist about Cambodia’s stability.

A key component of growth in Cambodia is agriculture, which contributes
around 44% of constant-price GDP and employs around 75% of the workforce.
If there are good harvests in 1998-99, overall GDP growth could pick up more
rapidly than we have predicted.

Inflation will remain in
double digits—

According to the central bank, the National Bank of Cambodia, inflation accel-
erated in the first quarter of 1998 and there was an increase in money supply
in the last quarter of 1997. The rise in inflation may also reflect more expensive
imports following the large fall in the value of the riel against the dollar, as well
as the disruption to production caused by political instability. The suspension
of many aid programmes has left the government with a shortfall in funding
the budget deficit. Monetisation of the deficit will keep up inflationary pressure
in 1998-99. 

—and the riel will weaken
further—

The riel has depreciated by around 14% since the start of 1998, in part a result
of demand for foreign exchange to purchase cheap imports, particularly from
Thailand. A flight to dollars and gold, caused by nervousness ahead of the
election, will result in further pressure on the riel in 1998. After the election,
the currency may be subject to further politically induced shocks. In addition,
the riel may fall further to come back in line with the Thai baht; Thailand is a
key trading partner and source of investment.

—but exports will be
sluggish—

Sluggish imports resulted in a narrowing of the merchandise trade deficit in riel
terms in 1997. After falling sharply in the immediate aftermath of the coup,
imports and exports have recovered somewhat. In the first half of 1998 there
has been anecdotal evidence of a surge in imports from Thailand, the result of
the sharp fall in the baht. A large portion of this trade is smuggled and there-
fore will not show up in official statistics. Nevertheless, the government has
sought to address the problem by raising tariffs on selected goods. Exports will
be sluggish in 1998-99. Although the weakness of the riel will improve the
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competitiveness of Cambodian exports in markets such as Japan, Europe and
the US, this will be offset by rising inflation and by increased competition from
other exporters whose currencies have fallen more sharply.

—and an external
payments crisis is possible

Weak demand may keep the merchandise trade deficit in check in 1998-99.
This could ward off the risk of an external payments crisis brought about by a
loss of international aid and a slowdown in foreign investment. However, if the
results of the election are not acceptable to the international community and
aid inflows do not resume, while at the same time smuggled imports continue
to rise, then an external payments crisis is possible. 

Review

The political scene

Japan brokers a peace
plan—

In February the second prime minister, Hun Sen, accepted a peace plan aimed
at ensuring the return of his rival, the first prime minister, Prince Norodom
Ranariddh. Hun Sen, of the Cambodia People’s Party (CPP), and Prince
Ranariddh, of the National United Front for an Independent, Neutral, Peaceful
and Co-operative Cambodia (FUNCINPEC), ruled together in an uneasy coali-
tion until Hun Sen seized power in a coup in July 1997. The international
community has pushed for Prince Ranariddh to be able to return to Cambodia
to take part in the national election planned for July 26th. On February 15th
the foreign ministers of the Philippines, Indonesia and Thailand—representing
the Association of South-East Asian Nations (ASEAN)—and representatives of
the “Friends of Cambodia”, which groups the US and Canada along with eight
Asian and European countries, met in Manila. Speaking for the gathering, the
Philippine foreign affairs secretary, Domingo Siazon, stressed that the return of
Prince Ranariddh to Cambodia was regarded as essential for a “free and fair”
election. (Other political leaders, including from the Philippines, have adopted
a more flexible tone, saying that Prince Ranariddh’s participation was
an “ideal”. 
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In addition, Mr Siazon said that a “four pillars initiative” brokered by Japan
had been adopted by the group. The Japanese plan called for the following: 

• the declaration of an immediate ceasefire, thereby ending fighting between
forces loyal, respectively, to Hun Sen and Prince Ranariddh; 

• the severance of all ties between Prince Ranariddh and the Khmer Rouge;

• a trial of Prince Ranariddh (on charges brought against him by the CPP
government after the coup) followed by an amnesty from King Norodom
Sihanouk; and

• the prince’s return to Cambodia and participation in the national election
scheduled for July 26th.

Faced with such a show of international unanimity, Hun Sen was quick to
accept the plan. A further breakthrough came on February 27th when Prince
Ranariddh and Hun Sen called on their troops to stop fighting.

—under which Prince
Ranariddh is sentenced— 

On March 4th the first of two trials took place, conducted by the military court
of the Royal Cambodian Armed Forces (RCAF) and resulting in Prince Ranariddh
receiving a five-year prison sentence for weapons smuggling. A second trial was
held on March 17th-18th during which Prince Ranariddh and three of his key
supporters—his top officer, Lieutenant-General Neak Bounchay, the former dep-
uty governor of Battambang, Serei Kosal, and Chau Sambat, a former member of
the military intelligence—were tried for “raising armed forces against the
government and colluding with the Khmer Rouge”. (Although not officially
confirmed by the government, Chau Sambat is believed to have been killed or
executed during the July fighting.) As a result of the second trial, Prince
Ranariddh was given a further 30-year prison sentence and ordered to pay $50m
to cover alleged theft of government equipment and damages caused by the
fighting. General Bounchay and Serei Kosal were each given a 20 year sentence.

—but then pardoned— In keeping with the Japanese-brokered plan, King Sihanouk issued a pardon to
Prince Ranariddh on March 22nd. For a brief period, the plan appeared
doomed: King Sihanouk initially refused to grant a pardon when Hun Sen and
the new first prime minister, Ung Huot, wrote to the king expressing concern
that Prince Ranariddh had not admitted guilt for his “crimes”. Only after Hun
Sen wrote a second letter to King Sihanouk was the pardon forthcoming. There
was, however, no pardon for General Bounchay, Serei Kosal and Chau Sambat.

—allowing him to return
to Cambodia—

The pardon cleared the way for Prince Ranariddh to return to Cambodia on
March 30th, accompanied by UN officials and a number of senior diplomats.
Arriving in Phnom Penh after an absence of nine months, Prince Ranariddh
said that he wished to meet Hun Sen and expressed his determination to
“gather, unite and reinforce” his party, FUNCINPEC. 

The prince’s return was marred by street fighting between rival supporters,
despite repeated calls from both sides for demonstrators to disperse. The prince
himself suggested that “powers against” him were instigating the trouble. On
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April 3rd Prince Ranariddh left Cambodia, without having had a meeting with
Hun Sen, who was reportedly not receiving any visitors in April because of the
recent death of his mother. However, the prince reported that Hun Sen had
written him a letter welcoming his return.

—although there is
deadlock over Prince
Ranariddh’s generals

The question of Prince Ranariddh’s participation in the election remained in
doubt as forces loyal to him continued to hold out in the north-west of the
country. Just after his return the prince said that General Bounchay and Serei
Kosal should also be pardoned if the Japanese plan was to work. Hun Sen
countered that the prince should order his forces to observe the ceasefire or cut
ties with them—something which Prince Ranariddh has refused to do. On
April 18th the outlook for the peace plan looked more promising when Prince
Ranariddh said that he was willing to “give back” the area under the control of
his forces and order his troops to reintegrate into the RCAF in return for a royal
pardon for his two principal supporters. However, King Sihanouk said that he
would only issue a pardon if the government called for one; so far the govern-
ment has not done so. 

Military talks aimed at securing a permanent ceasefire have been slow to get off
the ground. In late May the CPP refused to negotiate with the pro-FUNCINPEC
team chosen by General Bounchay.

The opposition threatens
to boycott the election—

Opposition parties, including FUNCINPEC, have suggested that they may boy-
cott the election or call for a delay if doubts remain that the election will be free
and fair. During an audience with King Sihanouk on April 22nd, Prince
Ranariddh said the decision whether to take part or not would be taken jointly
by members of the Union of Cambodian Democrats (UCD). The UCD groups
four parties: FUNCINPEC; the main faction of the former Khmer Nation Party
(KNP), now called the Sam Rainsy party (see below); the small Khmer Neutral
Party; and a faction of the Buddhist Liberal Democratic Party (now formally
renamed—see below). The leader of the Khmer Nation Party/Sam Rainsy Party,
Sam Rainsy, called on March 24th for the election to be delayed, citing the
poor human rights situation and the opposition’s lack of access to the media. 

—and political violence is
increasing

A report released in April by the UN human rights office in Cambodia said that
a total of 50 politicians and party workers had been killed since August, the
majority of them from the opposition parties. This is in addition to the 41
extra-judicial killings believed to have been carried out by the security forces in
the wake of the July coup. Commenting on its latest report, the UN’s special
representative for human rights in Cambodia, Thomas Hammarberg, stated
that if the elections were held “today” they would not be free and fair. He also
said that the number of politically motivated killings was increasing. Further-
more, he expressed concern at the government’s failure to investigate such
killings properly. 

An adviser to Hun Sen dismissed the UN report as “propaganda”. However, it is
clear that numerous attacks which may be politically motivated are taking
place. For example, in late January a KNP official and his five-year-old daughter
were shot dead in southern Prey Veng province. In February the wife, foster
brother and son of a military officer who had defected to Prince Ranariddh’s
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forces were killed by gunmen identified by witnesses as government soldiers. In
late March a grenade was thrown into a fair at a Buddhist pagoda in Takeo
province, killing one person and wounding 12. The fair was sponsored by an
advisor to the CPP chairman, Chea Sim.

Political tensions spill
over to the National

Assembly

Political tensions are also evident in the National Assembly. In February a dis-
pute erupted over a reference by the National Assembly second vice-chairman,
Son Soubert, to the events of July 7th-8th as a coup. The information minister,
Ieng Mouly, demanded an apology, saying that Son Soubert’s remarks cast
doubt on the Assembly’s legality. Ieng Mouly and Son Soubert are from rival
wings of the Buddhist Liberal Democratic Party (BLDP), which has now split (see
below). When an apology was not forthcoming, Ieng Mouly and four members
of his party walked out of the session. The National Assembly had been due to
discuss the provincial budget law, but this was postponed.

Preparations for the
election continue—

Since the passage of the Election Law in December 1997, preparations for the
election have continued to move forward. The National Executive Committee
(NEC), which has a key role in organising the election, was set up in late
January but concern has been expressed over its composition. On January 29th
a group of pro-Ranariddh FUNCINPEC MPs said that representation on the
NEC was heavily biased towards the CPP. They also said that their choice of
candidate had been “unfairly rejected”. The NEC chairman, Chheng Phon, is a
Hun Sen supporter. Despite such concerns, the NEC is continuing with election
preparations and in March released a revised timetable of election preparations
(see box).

On March 19th the National Assembly passed a law setting up the Constit-
utional Council, which is required to interpret the constitution and to adjudi-
cate in the event of a dispute over the election result. The Constitutional
Council has nine members, of which three were chosen by King Sihanouk,
three by the Supreme Council of Magistry and three by the National Assembly.
The opposition has protested that the council is dominated by CPP supporters.

Cambodia’s election timetable

March 28th: Political parties and candidates began registration
April 20th: Election offices created
May 7th: Registration of political parties and candidates completed; 38 parties
registered
May 18th: Voter registration began (delayed from April 27th)
June 15th: Closing date for voter registration
June 22nd: List of political parties participating in the elections to be displayed
June 25th: Voter and candidate lists to be officially posted; election campaign to
begin
June 26th: List of election offices to be officially posted
July 24th: Election campaign to end
July 26th: Election day
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Some steps have been taken to try to minimise voter intimidation. In early May
the National Assembly approved a decision to count votes in the 1,500 com-
munes rather than at the 11,127 polling stations. This was done partly in
response to opposition demands, in an attempt to make the ballot more
anonymous.

—but the NEC still has
much to do—

Concern remains that preparations for the election will not be completed in
time. Between its formation in January and the July election, the NEC must
hire and train around 6,000 staff, establish 11,127 polling stations and register
around 5.6m voters. To help it, the government has hired two private com-
panies, Ciccone Calcografica of Argentina and Malam of Israel, as technical
consultants. The companies will also print voter rolls, and supply ballot boxes
and forms.

—and election funding is
still not secure—

There is still uncertainty over funding for the election. The government esti-
mates that it requires some $25m in foreign assistance, but it has only received
a small fraction of this amount. Japan, which did not suspend aid after the July
coup, pledged $3m in grant aid for the election in January and it appears that
this has been made available. In late May the US promised to provide $2.3m
towards the election—although the funds will be administered through non-
governmental organisations and not the NEC. The EU has pledged $11.5m, but
has made this conditional on the meeting of minimum conditions conducive
to free and fair elections.

—prompting an appeal
from the government

The government’s frustration at donor hesitation was evident in a statement
made public on April 19th, in which it “strongly urged” the international
community to speed up the disbursement of assistance. Speaking in March the
finance and economy minister, Keat Chhon, said the government would en-
deavour to hold the election with or without foreign aid (although it is not
clear where the money would come from). The government has dismissed
suggestions that the hiring of two foreign companies (see above) to assist with
election preparations meant that it no longer wanted external aid, saying that
the firms would merely fill gaps left by the international community. 

The government is determined to go ahead. On March 19th the deputy prime
minister, Sar Kheng, emphasised that it was crucial to stick to the July 26th
election date, adding that otherwise the country risked a return to civil war.
Hun Sen has indicated that he intends to proceed, with or without an oppos-
ition boycott. 

The UN agrees to monitor
the election

There has been uncertainty over what role, if any, the UN would play in the
general election. However, the UN secretary-general, Kofi Annan, said in April
that the UN had accepted a government request for it to co-ordinate the moni-
toring of the election. The UN’s relations with the government have frequently
been strained (1st quarter 1998, page 16-17); in particular, the work of the UN
human rights office in Phnom Penh in drawing attention to politically moti-
vated killings has led to conflict with the government. During demonstrations
coinciding with Prince Ranariddh’s return in April, a UN human rights worker
was reportedly attacked by security forces as he sought to observe events. The
incident prompted a statement by the UN High Commissioner for Human
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Rights, Mary Robinson, protesting at intimidation, harassment and assaults on
UN staff.

Key opposition parties
have been able to register

When registration of political parties closed on May 7th, 38 parties were ap-
proved. The two-stage registration (requiring approval by both the interior min-
istry and the NEC) did not progress entirely smoothly. In February the interior
ministry turned down an application from Sam Rainsy’s KNP to register for the
election, on the grounds that there were two parties with the same name (a
breakaway faction also claims the KNP name). On February 16th both wings of
the KNP were asked to change their names and logos, and to submit a new
application. The faction of the KNP loyal to Sam Rainsy registered as the Sam
Rainsy Party. Prince Ranariddh’s wing of FUNCINPEC was also approved,
despite the fact that his forces continue to hold out in the north-west. (Accord-
ing to the political party law, no party can participate in the election if it is in
possession of secessionist areas or is deploying armed forces.)

An opinion poll suggests
that support for Hun Sen

is limited—

Very few opinion polls have been conducted to gauge the mood of the voters.
What evidence there is needs to be treated cautiously. A French-funded poll
carried out in February found that 16.6% supported Hun Sen, 13.4% Prince
Ranariddh, 7.8% Sam Rainsy and 3.1% others. The remaining 59.1% declined
to answer. One interpretation of the “don’t knows” is that they represent solid
support for the opposition (based on the assumption that supporters of the
opposition are afraid to express their views). More significantly perhaps, 76.9%
said that they wanted Prince Ranariddh to return while 63% said that the
government had not made a difference to their lives. A total of 1,875 people
took part in the survey.

—and tensions remain
within the CPP

There have been suggestions that Hun Sen’s position within the CPP has be-
come less secure, as some powerful figures within the CPP oppose his handling
of the coup and its aftermath (4th quarter 1998, pages 15-16). Some of the
more outspoken Cambodian newspapers have continued to assert that there
are splits, although these sources must be treated with caution. The March
25th-26th edition of Sapordarmean Sereipheap Thmei carried an article which
even suggested that the CPP Standing Committee had met to discuss replacing
Hun Sen as the party’s vice-chairman. According to the article, at least 50% of
the CPP Central Committee were Hun Sen supporters. Opposition to Hun Sen
in the CPP is centred around the party’s chairman, Chea Sim, and the deputy
prime minister, Sar Kheng. Earlier in March an article in a Cambodian news-
paper, Samleng Yuveakchon Khmer, had argued similarly that support for Hun
Sen was fairly evenly split between his followers and those of Chea Sim and Sar
Kheng. However, in April the CPP Central Committee announced that Hun
Sen would again be selected as prime minister if the CPP won the election,
suggesting that differences have been put aside for the time being.

In February there was some sign of a dispute between Hun Sen and his army
chief of staff, General Ke Kimyan. According to a Cambodian newspaper,
Oddamkeakte Khmer, Hun Sen reportedly wants to remove him, although the
precise reason was not specified. Along with his family, General Kimyan was
said to have had his passport confiscated on orders from Hun Sen, although
this was denied on Cambodian radio.
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FUNCINPEC has split into
four—

The ousting of Prince Ranariddh in 1997 split an already divided FUNCINPEC
between those who fled the country and remained loyal to the prince, and
those who stayed in order to work with the CPP. With the approach of the
election, the pro-CPP wing of FUNCINPEC has been reformulated as four separ-
ate parties. The most important of these is the Reastr Niyum Party (Popul-
ationist Party) led by the new first prime minister, Ung Huot. It held its first
congress on February 1st and opened an office in Phnom Penh on March 16th.
Ung Huot has been joined by the agriculture, forestry and fisheries minister,
Tao Seng Hour, and the industry and mines minister, Pou Sothirak. A second
political party formed from the remnants of FUNCINPEC is the Sangkum
Thmei Party (New Society Party), led by the first vice-chairman of the National
Assembly, Loy Sim Chheang. These new parties hope to draw support away
from Prince Ranariddh. Ung Huot has said that he supports the CPP forming a
coalition with other parties after the election. Prince Ranariddh’s wing of
FUNCINPEC retains the party name.

—and the BLDP has also
split

The BLDP has also formally split. In March the anti-CPP wing of the BLDP was
renamed the Khmer Buddhist Liberal Democratic Party (KBLDP), also known as
the Son Sann Party after its long-time president, Son Sann, who has resigned to
take up a position in the Constitutional Council. Son Sann was succeeded by
his son, the National Assembly’s second vice-chairman, Son Soubert. The
KBLDP is part of the UCD.

The pro-CPP faction of the BLDP, which was renamed the Buddhist Liberal
Party in January (1st quarter 1998, page 17), appears to have split further with
the formation of the Ponloe Sereipheap Louk Thach Reng Party (PSLTRP) in
late March.

There are moves to ban
the royal family from

politics

Disputes between Hun Sen and various members of the royal family, including
King Sihanouk, Prince Ranariddh and Prince Norodom Sirivudh, who was
forced into exile by Hun Sen in 1996, have been a regular feature of the last few
years. King Sihanouk, who is 75 and suffering from cancer, spends long periods
abroad receiving medical treatment, and consequently his influence on politics
has weakened. In February Hun Sen said that the survival of the monarchy
depended on its staying out of politics. In May a number of MPs signed a
petition in support of an amendment to the constitution to ban royal family
members from participating in politics—a step which would obviously rule out
Prince Ranariddh as a political contender.

Despite such sentiments, the abolition of the monarchy, which is well re-
spected at the grass-roots level, is not imminent. Politicians still find it useful
to secure the king’s blessing to legitimise their actions, although they are no
longer dependent on it. Much will depend on who succeeds King Sihanouk
when he dies (or abdicates, which he has frequently threatened to do).

The Khmer Rouge
hardliners split again

The rump of the Khmer Rouge guerrillas located in the north of Cambodia split
once again in late March. In late 1997 two Khmer Rouge hardliners, Ta Mok
and the party’s political head, Khieu Samphan, turned against their leader, Pol
Pot, sentencing him to life imprisonment (4th quarter 1997, page 17). In
March defectors then turned on Ta Mok and Khieu Samphan, who were driven
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from their northern stronghold at Anlong Veng together with a small number
of supporters. The rebels immediately declared their allegiance to the govern-
ment and were welcomed by Ung Huot and Hun Sen in a statement broadcast
on Cambodian radio on March 27th. Further quite substantial defections to the
government took place in Kratie and Preah Vihear in early April; the remaining
rump of the Khmer Rouge loyal to Ta Mok is estimated to number only a few
hundred. Later in April there were reports that Ta Mok had sent a peace prop-
osal to the government. However, this was rejected by the defence minister,
General Tea Banh, as “worthless”, and it is clear that the government is in no
mood to negotiate terms.

Pol Pot has died Reports emerged on April 16th that Pol Pot had died. His death has been
reported before, but it was generally accepted that this time the reports were
correct (reporters were allowed access to the body). Pol Pot was known to be in
poor health, although some have questioned whether he died from natural
causes. Pol Pot’s death occurred just as a joint military force consisting both of
government troops and Khmer Rouge defectors closed in on the hardliners
after they had been driven from Anlong Veng. International pressure for Pol
Pot to be tried for war crimes had mounted in the weeks leading up to his
death. On April 9th a New York Times report stated that the US president, Bill
Clinton, had instructed the Defence, State and Justice departments to organise
plans for Pol Pot’s arrest and trial. The Thai government has claimed it had no
agreement with Washington to capture Pol Pot, although Thai army sources
have been quoted as saying that the former Khmer Rouge leader died just two
days before they were about to capture him.

There is still pressure for a
war crimes trial

Since Pol Pot’s death, calls for the trial of remaining Khmer Rouge leaders such
as Ta Mok and Khieu Samphan have continued. The UN’s special repre-
sentative for human rights in Cambodia, Thomas Hammarberg, has argued
that there is overwhelming support for this in Cambodia. Amnesty Inter-
national has adopted a similar line. The Cambodian government has an-
nounced its support for a trial of the remaining hardliners but such a trial will
be difficult to arrange, with leaders such as Ta Mok still holding out against
government troops. In addition, a trial would raise difficult questions about
members of the Khmer Rouge who have already made an accommodation with
the government—such as the former top Khmer Rouge leader, Ieng Sary, who
received a pardon in 1996. 

Ethnic Vietnamese in
Kompong Chhang are

attacked—

On April 21st around 25 people were killed and 15 wounded in an attack on a
fishing community on the Tonle Sap river in Kompong Chhang province. A
large percentage of those killed and injured were ethnic Vietnamese. Anti-
Vietnamese feeling runs high in Cambodia and ethnic Vietnamese have been
the target of attacks for many years. Although the Khmer Rouge has said that it
was responsible for the Kompong Chhang incident, doubts have been ex-
pressed that this is the case, as they were not active in the area.

—as anti-Vietnamese
sentiment increases—

Playing on anti-Vietnamese sentiment is a popular election tactic. A day after
the attack, Prince Ranariddh delivered a speech to FUNCINPEC supporters
in Siem Reap in which he said that Cambodia should expel Vietnamese
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immigrants. Not all Vietnamese living in Cambodia are recent migrants; many
have lived in the country long before the Vietnamese invasion in 1978, which
resulted in a fresh influx of Vietnamese.

—but Vietnam supports
ASEAN membership for

Cambodia

Attacks on ethnic Vietnamese have long been a source of friction between
Phnom Penh and Hanoi. After the April incident, the Vietnamese foreign
ministry issued a statement strongly condemning the attack. However, there is
also recognition in Hanoi that it is not the government which is carrying out
the attacks. Hanoi feels comfortable with the ascendancy of the pro-Vietnam
Hun Sen (who headed the Vietnam-installed State of Cambodia government in
the 1970s) and relations between the two countries are quite good. On April 1st
Vietnam emphasised its support for Cambodia’s bid to join the Association of
South-East Asian Nations (ASEAN). (Cambodia’s bid for membership of ASEAN
was rejected in July 1997, following the coup.) Ung Huot recently said that
December 1998 was the target for membership; ASEAN will reconsider Cambodia’s
admission once the election has been held.

Economic policy and the economy 

Revenue collection
remains weak—

Officials have admitted that the economic slowdown which followed the coup
and the Asian economic crisis has caused shortfalls in revenue collection. The
government has been unable or unwilling to collect revenue from logging, and
the collection of customs revenue is inefficient. By the end of April the finance
ministry reported that it had collected only $370,000 in logging revenue, com-
pared with $3.4m projected for the year. Government coffers may benefit from
the increase in import tariffs on selected goods introduced in February in order
to protect domestic enterprises being swamped by cheap goods from Thailand
(see Foreign trade and payments), although smuggling will continue to limit
customs revenue.

—and the government
faces a financing shortfall

The government is reliant on international aid and loans to fund the budget
deficit (in previous years, around 40% of expenditure and all of the deficit have
been financed by aid). However, many major donors suspended aid after the
July coup, and most have not resumed lending (1st quarter 1998, page 19).
Hence, although some new funding has been promised in connection with the
election (see The political scene), Cambodia is facing a severe financing short-
age this year. The government may have resorted to printing money to fund
the deficit, resulting in a jump in money supply growth (see below). 

The government forecasts
3.5% growth in 1998—

The government is forecasting that GDP growth will pick up to 3.5% in 1998
from an estimated 2% in 1997. It expects growth to be led by construction,
manufacturing and a slow recovery in tourism. This is based on the assumption
that, after the election, investment will be boosted by a resumption of sus-
pended aid programmes, an improvement in private-sector confidence, and a
rise in foreign direct investment (FDI) inflows. However, this all depends on
the emergence of a more stable political situation after the election, which
currently looks unlikely (see Outlook for 1998-99). 
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—but investment remains
depressed— 

In 1997 FDI approvals reached only $760m compared with $800m in 1996.
Investor confidence was hit by the coup, during which fighting and looting
caused considerable damage to a number of companies. Asian investors have
also been affected by the regional economic crisis. The riel has fallen sharply
since the crisis broke in July 1997 (see Foreign trade and payments), but the
dollarisation of the Cambodian economy has kept investment costs high for
investors from the Asian countries whose currencies have fallen sharply against
the dollar. The one exception to this picture of a depressed investment envi-
ronment is small-scale Chinese investment, which has continued to flow in,
notably in areas such as textiles and garments and food-processing. 

For example, in January one Chinese company, which manages the huge
Daqing oil field in north-east China, signed a letter of intent with Tela Kam-
puchea to supply motor oil. Tela Kampuchea is a company controlled by the
Cambodian People’s Party (CPP). The agreement is a potential challenge to a US
firm, Caltex, which also supplies Tela. In February the first electronics factory,
Thakral Cambodia Industries, was established south-west of Phnom Penh. It is
to assemble televisions, video cassette recorders and home appliances.

Workers strike over pay
and conditions

Workers at a number of foreign companies operating in Cambodia went on
strike in February. Companies affected included British American Tobacco, a
Thai and South Korean garment factory, and a Chinese-owned shoe factory.
Strikers complained of unacceptable working conditions as well as salaries of
less than the $40 per month statutory minimum wage. Rallies have sometime
been violent. Antagonistic labour relations come at a time of rising unemploy-
ment in the wake of the domestic and regional economic slowdown. 

Labour unrest is also a consequence of the politicisation of unions. The oppos-
ition leader, Sam Rainsy, has been active in organising workers, notably in the
textile and garments sectors, while rival unions have been formed to campaign
against him. Sam Rainsy has tried to enlist US backing for his cause. However,
the US embassy has only said that allegations of labour abuses—which could
force the US to revoke trade privileges granted to Cambodia in August 1997
under the US general system of preferences (GSP) programme—will be investig-
ated later in 1998 as part of a routine annual review.

Inflation has picked up
again—

According to National Bank of Cambodia figures, after easing in the last few
months of 1997 consumer price inflation rose again in the first quarter of 1998.
Inflation was 15.2% year on year in January, rising to 15.7% in February and
16.7% in March. The average for the quarter, of 15.9% year on year, was
sharply higher compared with 9.1% year on year in the last quarter of 1997 and
only 5.6% year on year in the first quarter of 1997. The largest price increases
were recorded for non-food items such as housing, utilities, home furnishings
and medical care. Disruption to production caused by political instability, as
well as some imported inflation following the large fall in the value of the riel,
may be responsible. The government has set a year-end inflation target of
9.6%, but this will be difficult to achieve. 
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Cambodia: inflation

1997        1998
1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr

Index 112.0 114.9 125.2 127.3 129.7
 % change, year on year 5.6 6.8 10.2 9.1 15.9
Source: National Bank of Cambodia, Economic and Monetary Statistics Review.

—and money supply
growth has accelerated

According to the National Bank of Cambodia, both M1 and M2 picked up in
the fourth quarter of 1997, rising by 17% and 16.6% respectively compared
with the same period of 1996. The rise in M2 in the last quarter of 1997
reversed the slowing trend in annual M2 growth seen in each of the first three
quarters of the year. This could reflect monetisation of the budget deficit in
light of revenue shortfalls caused by the economic slowdown and loss of aid
which followed the July coup (see Economic policy and the economy). Foreign-
currency deposits have risen, accounting for 64% of M2 in February, up from
62.6% at the end of 1997, reflecting savers’ lack of confidence in the riel.

Cambodia: money supply
(CR m unless otherwise stated)

1997         1998 
1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtra

M1 332,904 330,595 348,731 384,761 382,797 
 % change year on year 7.5 6.2 10.6 17.0 17.0 

M2 978,563 902,074 902,276 1,062,871 1,096,572 
 % change year on year 32.1 15.8 9.5 16.6 12.2 

Memorandum items
Foreign-currency deposits 636,941 560,569 543,225 664,901 702,242 
 as % of M2 65.1 62.1 60.2 62.6 64.0 

a End-February.

Source: National Bank of Cambodia, Economic and Monetary Statistics Review.

A new central bank
governor is appointed

In February Thor Peng Leath, the governor of the National Bank of Cambodia
(the central bank), announced his resignation. Thor Peng Leath, who has
headed the bank since 1994, did not say publicly why he wished to step down,
although he is thought to have become frustrated at the slow pace of economic
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reform. In March the planning minister, Chea Chanto, was named as the new
governor. Like his predecessor, Chea Chanto is affiliated the CPP. No major
changes in policy are expected. A successor to Chea Chanto at the planning
ministry has yet to be named.

A nationwide census is
held

In March the government launched its first nationwide census since 1962.
Although the results are not yet out, a spokesman for the census said that
everything had gone smoothly, despite rumours that the census would include
questions about voting intentions in the July election. On March 2nd Hun Sen,
the second prime minister, sought to reassure people that this was not the case
and that if there were such questions they should be rejected. The census was
organised by the Ministry of Planning with assistance from the UN Population
Fund.

Agriculture

Illegal logging remains a
problem

Cambodia banned the export of unprocessed timber on December 31st 1996.
However, various reports suggest that illegal logging is continuing largely un-
checked. Military commanders acting largely autonomously are thought to be
responsible for a large portion of the logging. In February a UK-based environ-
mental and human rights group, Global Witness, urged the new first prime
minister, Ung Huot, and the second prime minister, Hun Sen, to take steps to
“end government acquiescence to illegal logging”. A report in a Cambodian
newspaper, Oddamkeakte Khmer, in mid-February accused the two prime min-
isters of authorising the commander of the 1st Military Region, Lieutenant-
General Soey Keo, to export logs to Vietnam. Global Witness collected video
evidence of large stockpiles of Cambodian logs in Vietnam. Most of the
revenue from logging remains outside the national budget. 

The government’s inability or unwillingness to collect revenue from properly
managed logging has been a major cause of poor relations with the IMF (1st
quarter 1997, page 18). In 1996 the government collected just $10.7m from
logging, although the World Bank estimates it could earn as much as $100m
from a sustainable logging policy.

Infrastructure

A South Korean firm
enters the pager market

In February a company owned by South Korea’s Korea Telecom and LG, Mekong
Mobile Telecom (MTM), was awarded a licence to operate in the paging market
in Cambodia. MTM beat rivals from Thailand and France to win the licence. It
is the fifth company to be granted the right to operate in Cambodia’s paging
market and is expected to start operations in mid-1998.

Tourism

The government sets out
tourism targets

Since last July’s fighting, tourist arrivals have fallen sharply (1st quarter 1998,
page 24). Nevertheless, the government said in March that it was hoping to
attract 270,000 tourists in 1998 (up from 220,000 in 1997), earning $172m.

Cambodia 21

EIU Country Report  2nd quarter 1998 © The Economist Intelligence Unit Limited 1998



Even if the target is reached, it would still represent a fall from the 1996 figure
of 280,000 tourist arrivals. Despite government efforts to promote major tourist
attractions, such as the ruins at Angkor Wat, the tourism industry will remain
depressed at least until after the election.

Foreign trade and payments

The merchandise trade
deficit narrowed in 1997

According to data from the National Bank of Cambodia, sluggish growth in
imports in the second half of 1997 resulted in a narrowing of the full-year
merchandise trade deficit to CR963.8bn ($327m). The dip in imports in the
second half of the year was the result of weak demand for consumer and
investment items following the coup, as well as of the fall in the riel. Export
growth remained quite buoyant, however, rising by 26.9% in 1997.

Cambodia: merchandise trade
(CR m)

1996 1997 % change

Exports fob 1,689,891 2,143,665 26.9

Imports fob 2,811,255 3,107,476 10.5

Balance –1,121,364 –963,811 –14.1

Memorandum item
Re-exports 914,287 911,208 –0.3
Source: National Bank of Cambodia, Economic and Monetary Statistics Review.

Import tariffs are raised After dipping in the third quarter of 1997 (the immediate aftermath of the
military takeover by Hun Sen, the second prime minister) imports have recov-
ered strongly. Cambodia has recently been hit by a flood of cheap, largely
smuggled, imports from Thailand, forcing local producers to cut prices to stay
competitive. Worst hit have been the country’s sole cement producer, soft
drink manufacturers and oil firms. In February the government responded by
increasing import tariffs on selected products in order to protect local indus-
tries. The finance minister, Keat Chhon, announced that tariffs on some items
would be increased to 15% from 7% and on others to 35% from 15% (he did
not give details of affected products). Concern has been expressed that this will
lead to increased smuggling, although Keat Chhon has said the government is
taking steps to prevent this. 

The riel remains weak— The riel, which fell 21% in 1997 against the dollar, has continued to slide in
1998. From CR3,452:$1 at the end of 1997 it dropped to CR4,015:$1 at the end
of May 1998, a depreciation of 14%. The fall in the riel, which is not traded
internationally, is largely the result of a flight to dollars caused by political
uncertainty in the run-up to the election, and demand for foreign exchange to
pay for cheap imports. In theory, a weak riel should boost exports, but some of
the impact is offset by the fact that producers largely deal in dollars, and as a
result are less able to offer lower prices.

—but reserves have
stabilised

Continued riel weakness comes despite a stabilisation of Cambodia’s inter-
national reserves. In the first quarter of 1998 reserves (excluding gold) climbed
to $299.8m, up slightly from $298.5m at the end of the fourth quarter of 1997.
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This stabilisation suggests that overall import growth is still sluggish, notwith-
standing the reports of a flood of cheap Thai imports.

Cambodia: international reserves
($ m)

1997         1998
1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr

Total reserves (excl gold) 274.2 281.6 281.7 298.5 299.8
Source: IMF, International Financial Statistics.

Cambodia’s creditors seek
repayment—

A broadcast on National Voice of Cambodia radio in mid-February suggested
that a number of Cambodia’s official creditors are pursuing repayment of debts
incurred during the 1960s and 1970s. According to the report, the US govern-
ment is seeking repayment of $450m borrowed during 1970-75 by the former
president, Lon Nol, while Japan is reportedly seeking the repayment of an
unclosed sum which it lent to the Cambodian government in the 1960s. There
has been no confirmation of this from either the US or Japan.

—but debt indicators have
improved

Following a rescheduling of Cambodia’s Paris Club debt in January 1995,
Cambodia’s main debt indicators have improved. According to the World
Bank’s recently released Global Development Finance, Cambodia’s debt-to-GNP
ratio fell to 67.7% in 1996, compared with a high of 166% in 1990. Although
this is at the limit of the generally accepted comfort ratios for external debt, it
is calculated by converting Cambodia’s rouble debt at the unrealistic 1991
exchange rate. If a more realistic exchange rate is applied or the non-convert-
ible currency debt is excluded, the debt ratios become much more manageable.
At the end of 1996 Cambodia’s total debt stock was $2.1bn. Almost 96% is
medium and long term, and owed to multilateral and bilateral creditors.
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Laos

Political structure

Official name Lao People’s Democratic Republic

Form of state One-party rule

The executive The Council of Ministers is the highest executive body. The vice-chairmen of the
council oversee the work of the ministers. All members of the council are appointed by
the chairman of the Council of Ministers. Last reshuffle February 1993

Head of state The president, General Khamtai Siphandon. The post of vice-president, created in
April 1996, is occupied by Oudom Khatthigna.

National legislature A unicameral National Assembly. Membership was expanded from 85 to 99 for the
1997 national election

National elections December 1997; next election due in December 2002

National government The organs of political and administrative power are closely intertwined with the
Politburo of the Lao People’s Revolutionary Party (LPRP)

Main political organisations Lao Front for National Reconstruction (LFNR), an umbrella organisation whose main
component is the LPRP

Main members of Council of
Ministers

Prime minister General Sisavat Keobounphan
Deputy prime ministers Khamphoui Keoboulapha

Bounnyang Volachith
Lieutenant-General Choumali Saignason
Somsavat Lengsavat

Key ministers Agriculture & forestry Siene Sapangthong
Commerce and tourism Phoumy Thipphavone 
Communications, transport,
 posts & construction Phao Bounnaphol
Defence Lieutenant-General Choumali Sayasone
Education Phimmason Leuangkhamma
Finance Khamphoui Keoboulapha
Foreign affairs Somsavat Lengsavat
Health Ponemek Daraloy
Industry & handicrafts Soulivong Daravong
Information & culture Sileua Bounkham
Interior Major-General Asang Laoly
Justice Kham Ouane Boupha
Labour & social welfare Somphan Phengkhammi
State planning Bouathong Vonglokham

Central bank governor Cheuang Sombounkhan
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Economic structure

Latest available figures

Economic indicators 1993 1994 1995 1996 1997a

GDP at current prices (K bn) 951 1,107 1,395 1,700 2,091 

Real GDP growth (%) 5.9 8.2 7.0 6.8 6.0 

Consumer price inflation (%) 6.3 6.8 19.6 13.1 17.0 

Population (m) 4.60 4.93 4.87 n/a n/a 

Exports fob ($ m) 247.9 305.5 310.9 322.8 n/a 

Imports fob ($ m) 397.4 519.2 626.8 643.7 n/a 

Current account ($ m) –139.2 –284.0 –346.2 –364.5 n/a 

Reserves excl gold ($ m) 63.0 61.0 92.1 169.5 160.0 

Total external debt ($ m) 1,985 2,080 2,165 2,263 n/a 

Debt-service ratio, paid (%) 8.3 5.0 5.8 6.3 n/a 

Exchange rate (av; K:$) 716 718 805 921 1,257b

May 29th 1998  K3,242:$ (average official reference rate)

Origins of gross domestic product 1995c % of total

Agriculture & forestry 54.3

Industry (incl construction) 18.8

Services 24.5

Total incl adjustments 100.0

Principal exports 1996d $ m Principal imports 1994e $ m

Coffee 25 Machinery & raw materials 218

Timber & wood products 127 Rice & foodstuffs 60

Textiles & garments 65 Imports for re-export 43

Electricity 31 Petroleum products 41

Total incl others 310 Total incl others 528

Main destinations of exports 1995 % of total Main origins of imports 1995 % of total

Thailand 25.7 Thailand 60.0

Japan 10.0 Turkey 8.2

France 9.8 Singapore 5.5

Turkey 8.9 Japan 5.0

Germany 7.5 Vietnam 4.3

a EIU and official estimates. b Actual. c Constant prices. d Component totals include re-exports not included in overall total. e Including
non-retained imports.
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Outlook for 1998-99

The new president and
prime minister—

Following a National Assembly election in December 1997, substantial changes
have been made to the government line-up. The head of the ruling Lao People’s
Revolutionary Party (LPRP) and longstanding prime minister, General Khamtai
Siphandon, has been appointed president. He replaces the ageing Nouhak
Phomsavan, who was expected to step down when his five-year term expired
(he had already relinquished his Politburo seat at the Sixth Party Congress in
1996). General Khamtai has been replaced as prime minister by the former
vice-president, General Sisavat Keobounphan, who is General Khamtai’s closest
political ally. 

—promise strong and
stable leadership

General Sisavat’s appointment over the heads of more senior Politburo mem-
bers—notably the National Assembly president, Saman Vignaket—may cause
some tensions. Saman had been tipped to become prime minister, but has
instead been reappointed to his National Assembly post. Saman is close to
General Khamtai, but may have opposed General Sisavat’s appointment. How-
ever, General Khamtai should be able to mediate, keeping tensions in check.
With two of his allies in key positions, General Khamtai’s hold on power, both
through his party and his government posts, looks very strong.

Economic reform will
continue—

Both General Khamtai and General Sisavat are seen as being at the forefront of
the “second generation” of leaders who are the driving force behind Laos’s
economic reforms. That said, concern over the impact of the Asian economic
crisis has recently prompted a number of senior leaders to question the pace of
the country’s economic liberalisation. However, economic reform is unlikely to
stall. Laos must continue with trade liberalisation efforts to meet the require-
ments of the ASEAN Free-Trade Area (AFTA). Laos has also applied to join the
World Trade Organisation (WTO). In addition, the regional crisis will result in
slower inflows of foreign direct investment (FDI) from key investors. This may
prompt the authorities to make improvements in the investment environ-
ment.

—with efforts at
diversification—

A key policy debate which is likely to take place in 1998 is how to reduce
dependence on Thailand, Laos’s main trade partner and source of FDI. This
debate may well result in the government favouring non-Thai investment over
Thai investment where it has a choice (although Laos is too dependent on
Thailand for there to be a sudden backlash against Thai business). Laos will also
seek to develop new export markets, diversify its exports and develop new
sources of revenue (for example, through the promotion of tourism via the
Visit Laos Year campaign in 1999). These efforts will be hampered by weak
investment, a more competitive international environment and the loss of
some aid from donors such as Thailand.

—but GDP growth will
slow in 1998-99—

The EIU now expects real GDP growth to slow, perhaps to around 4% in 1998,
rising to 6% in 1999 as the Thai economy picks up. Consumer demand is likely
to be depressed given higher unemployment induced by the slowdown. Invest-
ment will be hit as FDI inflows fall (although a number of large construction
projects, funded with external aid, will continue). Despite the fall in the kip,
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exports of goods and services will remain subdued as a result of weak demand,
although this is likely to pick up somewhat in 1999. 

The performance of the agricultural sector is an important factor in determin-
ing economic growth, since it contributes around 54% of constant-price GDP
and employs over 75% of the workforce. The main rain-fed rice harvest is due
in November. The late arrival of the rains (which usually begin in May) may hit
rice output in 1998, and a poor harvest would result in a sharper slowdown in
GDP growth. Industrial output will be hit by the rising cost of imported inputs
(such as machinery), caused by the fall in the kip against both the baht and the
dollar. The services sector will be stimulated in 1998-99 by preparations for
Visit Laos Year (1999), although weak tourist arrivals from Asia and a lack of
facilities suggest that the authorities will not reach their ambitious target of
attracting 1m tourists. 

—double-digit inflation is
likely—

Inflation will remain in double digits in 1998-99. It will rise in 1998, perhaps
averaging around 20% year on year, because of the large fall in the kip. The
government has abandoned its single-digit inflation target, aiming for an inflation
rate of 11% in the financial year 1997/98 (beginning October 1st). Although
up-to-date inflation data are few, anecdotal reports suggest that achieving this
may be difficult, particularly if the main rice harvest is disappointing. 

—and the kip will remain
weak

The volatility of the kip continued in the first quarter of 1998. In early March
it was trading at K2,480:$1 on the free market compared with K1,800:$1 at the
end of December. In late May the central bank again lowered its reference rate,
effectively devaluing the kip by 17%. Since the regional economic crisis began
in July 1997, the official kip rate has been devalued by around 70%. As infla-
tion rises in 1998-99, further downward pressure on the kip is likely. However,
the stabilisation of the Thai baht in 1999 will allow some stability to return.

Export growth will be
depressed—

Exporters will benefit from the fall in the kip against both the baht and the
dollar. In addition, if the US awards Laos most favoured nation (MFN) trading
status, this will attract some investment in Laos’s manufactured export sector.
However, export growth will remain sluggish in 1998-99, because of weak
Asian demand, increased competition from other Asian economies whose cur-
rencies have devalued and slower inflows of FDI. In addition, the weakness of
the kip will increase the cost of imported inputs. Laos’s reliance on imports—
including consumer goods and imported inputs such as fuel and construction
materials—suggests that import growth will be stronger than export growth. As
a result, the merchandise trade deficit and current-account deficits will widen.

—but an external
payments crunch is

unlikely

The current-account deficit in 1996 reached $365m, equivalent to almost 20%
of GDP (excluding grants). In the past, the deficit has been financed by foreign
aid and concessional financing. Although FDI inflows are expected to fall in
1998-99 and some of the smaller aid donors will rein back aid programmes, the
major donors, such as Japan and Australia, and the multilaterals, are expected
to continue providing funds, so that an external financing crisis is not likely. 
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Review

The political scene

General Khamtai becomes
president—

On February 24th-28th the National Assembly met to approve a new president
and cabinet line-up. The decisions had been taken earlier at the sixth plenum
meeting of the central committee of the ruling Lao People’s Revolutionary
Party (LPRP) held on February 9th-18th. The changes follow the election of a
new National Assembly in December 1997 (1st quarter 1998, pages 30-31). The
most important change was the appointment of a new president when the
five-year term of Nouhak Phomsavan expired in February. Nouhak had been
expected to step down; moreover, on account of his age and increasing frailty,
he had already started to move out of the political limelight, retiring from the
Politburo at the Sixth Party Congress in 1996. Nouhak’s post has now been
taken over by General Khamtai Siphandon, who is head of the LPRP and who
held the post of prime minister until his elevation to the presidency.

—and his close ally prime
minister

General Khamtai was replaced as prime minister by the former vice-president,
General Sisavat Keobounphan. The post had been expected to go to the chair-
man of the National Assembly, General Saman Vignaket, who would have been
the natural choice since he ranks second only to General Khamtai on the
Politburo. The appointment of General Sisavat as prime minister reflects his
close personal ties with General Khamtai—they are linked by the marriage of
their children. One diplomat described General Sisavat as a “trusted confidant”
of General Khamtai. Both General Sisavat and General Saman are regarded as
pro-reform allies of General Khamtai. However, there may be some rivalry
between the two of them. According to local sources, General Saman had
initially opposed General Sisavat’s appointment as prime minister, but was
forced by his fellow Politburo members to back down. General Sisavat was
replaced as vice-president by Oudom Khatthigna, who ranks fourth on the
Politburo.
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Two new deputy prime
ministers are chosen—

The National Assembly also approved a cabinet reshuffle. This change included
the appointment of two additional deputy prime ministers, Lieutenant-
General Choumali Sayasone and Somsavat Lengsavat. General Choumali, who
ranks third on the Politburo, retains his post as defence minister, and Somsavat
Lengsavat retains his post as foreign minister.

—and the cabinet is
reshuffled

The two other deputy prime ministers, the seventh-ranking Politburo member,
Boungnang Volachith, and Khamphoui Keoboulapha, continue in their posts,
although with additional responsibilities. Boungnang’s remit now includes
“supervising internal affairs”, although the existing interior minister, Major-
General Asang Laoli, has been retained. Khamphoui, who suffered a major
setback at the Sixth Party Congress when he lost his Politburo seat, appears to
have completed his come-back. In addition to holding the deputy premiership,
he is now finance minister, replacing Saysomphone Phomivihane. He has also
got back his old job in charge of foreign investment. Khamphoui is a techno-
crat with solid reformist credentials. However, he still lacks membership of the
Politburo, which is likely to limit his effectiveness in some circumstances. 

The other cabinet changes were as follows.

• The labour and social welfare minister, Thongloun Sisoulith, was replaced
by Somphan Phengkhammi. Thongloun was appointed to head the National
Assembly’s Foreign Relations Committee.

• Lieutenant-General Osakanh Thammatheva, the information and culture
minister, was replaced by Sileua Bounkham, director-general of the Political
Ideology Institute. General Osakanh has been transferred to the prime
minister’s office to take over party propaganda.

• The National Assembly confirmed the appointment of the new commerce
minister, Phoumy Thipphavone. His promotion was announced in November
when the previous incumbent, Sompadith Vorasane, was appointed as Laos’s
first ambassador to Belgium and the EU (1st quarter 1998, page 31). Phoumy,
who earlier served as governor of Xieng Khouang province, is also responsible
for overseeing tourism (the tourism ministry has been merged with commerce).

Thirteen Lao Christians
are jailed—

On January 30th the Lao authorities raided a Christian gathering in Vientiane,
arresting 39 Lao citizens and five foreign citizens: three from the US, one from
France and one from Thailand. The meeting was reportedly part of a week-long
bible-study session. The five foreigners were released on February 4th without
legal action being taken against them, but were expelled from the country.
However, on March 25th officials announced that 13 of the arrested Lao citi-
zens were given jail sentences (of unspecified duration). On March 26th the US
State Department spokesman, James Rubin, said that the sentences raised
“serious doubt” about religious freedom in Laos. 

—reportedly for
slandering the government

In a statement issued on February 4th, giving its side of events, the Lao foreign
ministry said that the meeting was not really a religious one, and that the
participants had “wrongly slandered the Lao government” and “disparaged
other religions” (something which is contrary to the constitution). Although
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incidents such as this happen infrequently in Laos, the authorities remain
sensitive to the possible use of religious gatherings for anti-government activi-
ties. Some diplomats have suggested that the participation of US citizens at the
meeting may have increased the government’s anxiety. However, Vientiane
has stressed that it wishes to maintain good relations with the US, France and
Thailand, and it is unlikely that the incident will do lasting damage. The 13 Lao
are expected to appeal against their sentences to the Lao Supreme Court.

US co-operation continues
over MIAs and drug

control

The US has praised Laos for its co-operation in the search for the remains of US
servicemen missing in action (MIAs) and in tackling the drug trade. Co-
operation on both fronts continued during the first half of 1998. In the first
four months of the year, there were further surveys for MIA cases in several
provinces, resulting in the remains of one identified US pilot being returned to
the US. 

In March the US deputy assistant secretary of state for law enforcement and
crime in the Bureau of International Narcotics and Law Enforcement, Jonathan
Winer, visited Laos. The visit, which was designed to improve co-operation in
drug control, included extensive visits to opium control and other development
projects. In mid-May the US and Lao governments signed two co-operation
agreements on combating drugs, and the US provided funding for several anti-
narcotics projects.

The Thai navy fires on a
Lao vessel—

There are periodic incidents along the Thai-Laos shared border or involving
disputes over fishing rights. One such incident took place on April 2nd, when
a Thai patrol boat fired on a Lao vessel on the Mekong river after it failed to
come to the Thai bank as requested. It is not clear on what pretext the Thai
boat tried to stop the Lao vessel. 

—and tensions over
refugees remain—

In late March a meeting of the Lao-Thai Border Security Co-operation Committee
was held in Thailand. Both sides pledged to take “definite measures” against
any “ill-willed” groups operating along the shared border. This includes those
involved in smuggling and the trafficking of women and children. The Lao
government is also concerned about activities by anti-Communist groups re-
siding in Thailand. Thailand hosts a number of Hmong minority refugees from
Laos, some of whom oppose the Communist regime in Vientiane. The issue has
complicated plans to return the remaining Lao refugees in Thailand to Laos,
now planned to be completed in 1998, although the Lao government is willing
to accept only voluntary returnees (1st quarter 1998, page 32). However, during
the visit of a large Thai military delegation in late April, the Thai side offered
reassurances that groups opposed to the Lao government would not be allowed
to operate from Thailand.

—but demarcation of the
Thai-Lao border continues

In February the Thai government announced a unilateral suspension of the
joint Lao-Thai border demarcation process, citing a lack of funds as a result of
the regional financial crisis. (Demarcation of the 700-km land border began in
1996 and is expected to be finished in 1999, but demarcation of the 1,110-km
Mekong river border is complicated by the river’s movement in several places).
The announcement prompted a rebuke from the Lao side, but the suspension
proved short lived, and work resumed on March 15th.
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The new Vietnamese party
chief visits

Ties with Vietnam remain close. This was illustrated in March when the new
general secretary of the Vietnamese Communist Party, Le Kha Phieu, chose
Laos as the first country to visit since his appointment in December. During the
visit, three agreements were signed covering co-operation on a variety of eco-
nomic, trade, cultural and scientific-technical matters. In late March-early
April, the Lao interior minister, General Asong Laoly, visited Vietnam. 

Economic policy and the economy

There has been a shake-up
of the economic team—

The cabinet reshuffle announced in late February (see The political scene) was
in part designed to revitalise the government at a time when the economy is
being buffeted by the regional economic crisis. The appointment of a reformist
technocrat, the deputy prime minister, Kamphoui Keoboulapha, as finance
minister with responsibility for overseeing foreign investment represents an
attempt to introduce a competent pair of hands at a difficult time (although
Khamphoui has not been a member of the Politburo since 1996, which could
limit his effectiveness in some respects). In addition, the central bank governor,
Pany Yathotou, has been replaced. It is possible that she and the outgoing
finance minister, Saysomphone Phomvihane, have been singled out for failing
to limit the repercussions of the regional crisis.

—and debate about the
pace of reform—

The new cabinet met on March 10th-12th to discuss economic targets to 2000
as well as to evaluate priorities until 2020. In addition, the state planning
minister, Bouathong Vonglokham, delivered details of socio-economic per-
formance for the financial year 1997/98 (beginning August). Few concrete
details of the discussion have emerged, but a number of top leaders have voiced
opinions about the best approach to reform in the light of the regional crisis.
One of the most bearish statements came from the foreign minister, Somsavat
Lengsavat, who urged greater caution in opening the economy.

—but reform will move
forwards

However, a number of factors will ensure that there is no sharp slowdown in
economic reform. Trade liberalisation will continue, because Laos is a signatory
to the ASEAN Free-Trade Area (AFTA) and has applied to join the World Trade
Organisation (WTO). Although concern about the economic crisis in Asia is
likely to slow financial liberalisation in Laos, the need to make up for the
slowdown in foreign capital inflows is likely to push the government to im-
prove the investment environment. Finally, many of the new incumbents of
key posts, including the president, General Khamtai Siphandon, are broadly
pro-reform.

The Asia crisis will slow
growth in 1998—

Laos has been hit hard by the regional financial crisis because of its heavy
dependence on Thailand both for trade and investment. In 1997 real GDP
growth was 6%, compared with nearly 7% in 1996; in 1998 it is unlikely to be
more than 4%. After a turbulent few months, the government is well aware of
the seriousness of the situation. In his opening address to the National Assembly
meeting in late February, the National Assembly president, Saman Vignaket,
warned delegates that the country’s development plans could be disrupted by
regional economic problems. 
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—as foreign investment
slows 

Since the regional financial crisis, there has been a sharp fall in foreign invest-
ment applications. In 1997 around 56 companies applied for licences, well
down on 1996. Applications from Thai companies fell most sharply. Thailand
accounts for 44.6% of foreign investment approved in 1998, with $2.5bn in-
vested in 243 projects. However, many Thai investors are now unable to raise
the capital to implement these projects. The Lao government has indicated
that it will revoke the licences of dormant projects to allow other investors to
step in. According to sources in Vientiane, a total of 21 projects are under
watch by the Lao authorities. These include: 

• the Khon Phapeng tourism project in the southern province of Champassak;

• an industrial estate project located near Vientiane;

• a road upgrading project linking Huaysay with Boten on the Lao-Chinese
border (apparently awaiting completion of a feasibility study funded by the
Asian Development Bank and the release of a $100m loan by the Bank); and 

• a road project linking Nan with Boten. 

Also reported as having been delayed by regional economic problems are a
Thai-invested cement plant and the planned construction of a railway line
between Vientiane and Nong Khai.

Government workers’
hours are cut

On March 1st the working week for government employees was cut from 42
hours to 35 hours. The reduction was made by abolishing Saturday as a work-
ing day and reducing the lunch break from two hours to one. The working day
continues to start at 8 am, but because of the shorter lunch break finishes at
4 pm. The decision to shorten the working week is a recognition of the fact that
traditional Saturday work, which included ideological instruction, has fallen by
the wayside. There is also official recognition that many state employees can-
not survive on their salaries; the early end to the day leaves employees suffi-
cient time to engage in other activities. State salaries start at K26,000 ($8) a
month rising to just K104,000 ($32) for top officials. The reduction in the
working week is not applicable to private or foreign-invested companies.

The single-digit inflation
target is abandoned

Laos is suffering from imported inflation following the sharp fall in the kip and
price pressures in Thailand. This has prompted the government to abandon its
single-digit inflation target for 1997/98. M2 growth has also picked up, rising
by 44.6% in the third quarter of 1997 compared with the same period of 1996.
In the second quarter, M2 grew by 30.7%. 

Agriculture

Coffee production is rising In February the president of the Lao Coffee Exporters’ Association announced
plans to increase coffee production to 1.7m 60-kg bags by 2000, nearly all of
which will be exported. In 1997 coffee production was 267,000 bags. Earnings
from coffee exports have grown rapidly during the 1990s. In 1992-94 coffee
exports were worth an average of only $3.2m a year. In 1995 they jumped to
$21.3m, when the government sought to encourage coffee production by al-
lowing it to be exported tariff-free, and in 1996 they were worth $25m. The
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encouragement of coffee production is part of a general policy of trying to
develop cash crops. Other important non-rice crops include tobacco, maize,
peanuts and soybeans, although so far their export potential has been little
exploited.

Infrastructure

The second bridge over
the Mekong will go ahead

Construction of a second bridge across the Mekong river, which had been
scheduled to begin in December 1997, was delayed by financing problems as a
result of the regional financial crisis (4th quarter 1997, page 37). However,
Thailand, which is providing half of the $56m construction costs, managed to
renegotiate the financing arrangements, securing a $17.5m soft loan from
Japan. To help fund its share, Laos is to receive a 30-year loan with an interest
rate of 1% and a ten-year grace period, also from Japan. 

Energy

A new power plants comes
on line—

In March the 210-mw Theun Hinboun hydroelectric power plant became oper-
ational. The plant is run by the Theun Hinboun Power Company consortium,
in which the state-owned Electricité du Laos (EDL) has a 60% stake, with MDX
Lao and Nordic Hydropower each holding 20%. The consortium has a licence
to operate the plant for 30 years. If the licence is not renewed, all plant facilities
will be transferred to the Lao government. 

—which should boost
electricity exports—

Aside from increasing Laos’s electricity generating capacity, the power plant will
dramatically increase its export earnings from electricity. EDL is to buy 5% of the
power, but the remainder will be exported to Thailand under an agreement
signed with the Electricity Generating Authority of Thailand (EGAT) in 1996.
The plant’s exports and royalties are expected to bring in $30m a year. This
compares with total electricity export earnings of $30m in 1996. 

—but Thai demand for
power is in doubt—

Although Theun Hinboun looks unlikely to be affected, Thai demand for
power will fall as a result of a contraction in Thailand’s GDP in 1998. The
governor of EGAT, Viravat Chlayon, said in April that the country needed to
“consider very carefully” whether it would buy further power from Laos. He
said that he did not want to cancel the non-binding agreement EGAT has
signed with Laos to buy 3,000 mw of power per year by 2006, but suggested
that it might be necessary to view it as a “long-term idea”. According to energy
industry specialists, Laos is unlikely to be supplying Thailand with more than
700 mw by 2006. Inevitably this is having an impact on hydroelectric projects
currently in the pipeline. Construction of two projects, Xepian-Xeamnoy and
Nam Ngum 2, has been halted.

—and currency volatility
is affecting finance

Financing for Lao power projects may prove harder to come by in the wake of
the regional economic crisis. The developers of Theun Hinboun were badly hit
by the fall in the Thai baht, since the price EGAT is paying for the electricity is
half in dollars and half in baht. Consequently, revenue in dollar terms is
expected to be much lower. The fear of future currency volatility could make
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financiers more cautious. The fall in the Thai baht has prompted the Lao
government to ask EGAT to consider raising the baht price for electricity from
Theun Hinboun and from the 150-mw Houay Ho power plant. Construction of
Houay Ho is running behind schedule. It was due to come on stream in 1998,
but this is now unlikely to happen until the second half of 1999.

Tourism

A new boss heads the
National Tourism

Authority—

A prominent Lao businessman, General Cheng Sayavong, has been appointed
to head the country’s National Tourism Authority (NTA). General Cheng,
whom some have likened to a warlord because of his apparent control of large
areas of central Laos, previously headed the military’s Bolisat Phatthana Khet
Phoudoi (BPKP) Import-Export Company. According to diplomats, there have
recently been allegations of corruption at BPKP, which may have prompted
Cheng’s transfer. 

—ahead of Visit Laos Year General Cheng takes over at the NTA as the tourism industry prepares for “Visit
Laos Year 1999". The government hopes to attract as many as 1m tourists in
1999, compared with 403,000 in 1996. It will be difficult to reach this target, as
the tourism sector will be hampered by a slowdown in arrivals from Asia and
increased competition from cheap Asian destinations (both factors the result of
the regional economic crisis). Another problem is the limited infrastructure,
including poor transport and, outside Vientiane and the northern city of Luang
Prabang, very limited hotel accommodation. 

Money and finance

Australia pledges bank
audit funds—

In March the Australian government announced plans to grant Laos
A$200,000 (US$125,266) to pay for an independent audit of the country’s
state-owned commercial banks. The audit is designed to give the government a
clearer picture of the financial position of its banks, and to see how they have
been affected by Asia’s financial crisis. Although both domestic private and
foreign banks operate in Laos, the state-owned banks still dominate the
country’s financial sector in terms of assets and lending. 

—to give the government
a clearer picture of

bad debts

Up-to-date information on the extent of non-performing loans is lacking. An
IMF survey completed in 1994 found that $22.4m, or 1.6% of 1994 GDP, would
be needed to overcome the bad debts inherited by state-owned commercial
banks from the former central bank, the State Bank (renamed the Bank of the
Lao People’s Democratic Republic in 1990). The necessary capital was then
raised, with the assistance of the Asian Development Bank and through the
issue of bonds, and injected into the banking system. It is likely that further
bad debts have been incurred, not least because lending is often driven more by
political than by commercial criteria. However, it is possible that the results of
the Australian-funded bank audits will not be made public. 
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Foreign trade and payments

Laos remains in deficit to
Thailand

According to Thai customs statistics, Laos’s exports to Thailand reached
Bt263.2m ($6m) in the first quarter of 1998, and Laos’s imports from Thailand
totalled Bt2.9bn ($68m), resulting in a $62m trade deficit for Laos. Laos is
reliant on imported inputs, including oil, for its manufacturing and construc-
tion sectors. Consumer goods are also imported from Thailand. Laos’s exports
to Thailand include wood, plywood, and leather. 

Thailand is Laos’s most important trade partner, accounting for 26% of exports
and 60% of imports in 1995. Despite the fall in the baht since mid-1997, the
weak kip and tax increases in Thailand have increased the cost of imports from
Thailand in kip terms (although much trade is done in baht). 

Laos’s WTO application is
discussed

Laos’s application to join the World Trade Organisation (WTO) was discussed
at a meeting of the WTO’s General Council on February 19th. A working party
is expected to be established to determine the terms for Laos’s admission. The
process is expected to take at least two years. In December 1996 Laos attended
the annual WTO meeting for the first time as an observer. 

The kip is devalued
sharply—

The kip continued to fall sharply during the first quarter of 1998, reaching
K2,480:$1 on the free market in early March, a depreciation of 27% compared
with K1,800:$1 at the end of December. The foreign-exchange black market has
flourished since July 1997, as central bank measures designed to stabilise the
currency, such as tightening restrictions on the use of baht and dollars in
domestic transactions (3rd quarter 1997, page 33), have had little effect. On
May 29th the central bank again devalued the kip, reducing the reference rate
to K3,232-K3,252:$1, from K2,672-K2,692:$1, a devaluation of 17.3%. The av-
erage of the new reference rate marks a devaluation of 68% against the dollar
since July 1997, the start of the regional financial crisis. During the same
period, the Thai baht has fallen by 40% against the dollar; hence the kip has
also fallen against the baht. Recognising the kip’s weakness, on June 1st the
central bank introduced new larger-denomination kip notes, of K2,000 and
K5,000. The largest note previously was K1,000. 

—and reserves remain low The central bank’s ability to defend the currency is limited, given the small size
of reserves. According to the IMF’s International Financial Statistics, inter-
national reserves (excluding gold) stood at $144m in March 1998 (the most
recent data available) down from $171.73m at the end of the second quarter of
1997 before the financial crisis had struck. Last November the party newspaper,
Pasason, said that the reserves were equivalent to only three months’ import
cover. 

Major aid donors are
continuing to help

Laos remains very dependent on multilateral and bilateral assistance to finance
its current-account deficit, which stood at $354.5m in 1996. Important aid
donors, such as Japan, Australia and the multilaterals, are continuing to extend
aid despite the regional economic crisis.
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• In March the World Bank’s concessionary lending arm, the International
Development Association, announced its approval of a $34.7m loan to fund a
rural electrification project in the south. 

• In May Australia approved a $56m four-year aid programme, to start in June
1998 (when the previous four-year programme expires). 

However, aid from smaller donors, such as Thailand and South Korea, has been
scaled back as a result of their own economic difficulties. In April the Thai
government announced it was severely cutting new aid disbursements to Laos
(along with Cambodia, Myanmar and Vietnam) in 1998.
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Quarterly indicators and trade data

Cambodia: quarterly indicators of economic activity

1995 1996         1997          1998 

4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 

Production Annual totals

Rice ’000 tonnes 3,300 (          3,390        ) (         3,390         ) n/a 

Exports Qtrly totals

Rubber: net ’000 tonnes 9.0 6.0 6.0 9.5 11.5 3.5 3.0 12.0 15.5 n/a 

Prices Monthly av

Consumer prices Jul-Sep 1994=100 107.1 106.1 107.6 112.7 116.7 111.9 114.9 124.2 127.3 129.7 

 change year on year % 2.9 4.7 8.0 6.8 9.0 5.5 6.8 10.2 9.1 15.9 

Money End-Qtr

M1 CR bn 278.5 309.6 311.4 315.4 328.9 332.9 330.6 348.7 384.8 n/a 

 change year on year % 38.1 55.6 38.3 30.8 18.1 7.5 6.2 10.6 17.0 n/a 

Foreign tradea Annual totals

Domestic exports $ m 269.0 (           298.0        ) (          n/a             ) n/a 

Re-exports “ 540.0 (           361.0        ) (          n/a            ) n/a 

Imports ” 1,213.0 (           1,110.0        ) (          n/a            ) n/a 

Exchange holdings End-Qtr

Foreign exchange $ m 176.8 197.0 203.2 217.7 251.9 261.2 268.9 269.4 286.7 288.3 

Exchange rate

Official rate CR:$ 2,526 2,558 2,619 2,687 2,713 2,735 2,761 3,192 3,452 3,580 

Note. Annual figures of most of the series shown above will be found in the Country Profile.
a Balance-of-payments basis.

Sources: FAO, Quarterly Bulletin of Statistics; International Rubber Study Group, Rubber Statistical Bulletin; IMF, International Financial Statistics; World Bank, Cambodia, Progress in Recovery and

Reform.

Laos: quarterly indicators of economic activity

1995 1996         1997

2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 

Production Annual totals

Rice ’000 tonnes (         1,418 ) (         1,300         ) (          n/a )

Prices Monthly av

Consumer prices 1990=100 165.0 182.6 183.4 184.7 190.5 193.9 195.6 n/a n/a n/a 

 change year on year % 18.3 23.8 26.5 26.9 15.5 6.2 6.7 n/a n/a n/a 

Money End-Qtr

M1 K m 67,415 65,573 67,177 69,554 67,454 66,892 75,558 70,360 76,869 73,495 

 change year on year % 31.3 23.4 9.5 –0.2 0.1 2.0 12.5 1.2 14.0 9.9 

Foreign trade Qtrly totals

Exports $ m 75.9 76.1 78.9 73.8 78.1 89.8 81.1 87.0 91.6 n/a 

Imports “ 149.9 135.8 145.0 178.4 178.7 156.6 175.9 182.1 169.9 n/a 

Exchange holdings End-Qtr

Foreign exchange $ m 70.96 63.97 78.01 78.52 91.79 113.19 159.19 155.78 155.84 149.89 

Exchange rate

Official rate K:$ 785 925 923 925 919 919 935 1,004 1,021 1,343a

Note. Annual figures of most of the series shown above will be found in the Country Profile.
a End-4 Qtr, 2,009; end-1 Qtr 1998, 2,438.

Sources: FAO, Quarterly Bulletin of Statistics; IMF, International Financial Statistics.
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Cambodia and Laos: French trade
($ ’000)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
1991 1992 1993 1994 1995 1996

French exports fob
Cambodia 4,278 13,374 21,457 42,745 60,483 48,387
Laos 3,039 3,003 3,893 20,187 24,154 8,118

French imports cif
Cambodia 2,871 3,362 845 4,025 7,493 12,764
Laos 9,083 13,308 19,255 20,347 29,599 22,273
Source: UN, External Trade Statistics, series D.

Laos: foreign trade
($ m)

Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec Jan-Dec
Imports cif 1993 1994 1995 Exports fob 1993 1994 1995

Thailand 192.5 320.7 380.8 Thailand 57.4 62.8 68.9
China 40.8 39.6 52.5 Japan 10.6 28.1 26.9
Singapore 11.0 30.5 35.4 France 16.8 18.0 26.3
Japan 40.8 37.2 31.7 Turkey 0.0 160.0 23.9
Vietnam 20.9 23.9 27.7 Germany 12.2 18.6 20.1
France 4.0 21.2 26.4 Netherlands 14.4 10.1 14.1
Total incl others 357.2 642.1 637.1 Total incl others 154.1 353.5 268.1
Source: Asian Development Bank, Key Indicators of Developing Asian and Pacific Countries.
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