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TRANSLATOR'S INTRODUCTION

The failures of the Sihanouk regime were not readily apparent to many
Kampucheans until 1960. By that time, corruption within the administration
and nationalized industries was commonplace. High rates of unemployment
and inflation in urban areas were complemented by low productivity, food
shortages and usury in the countryside. At the same time, in government
there was cabinet instability and lack of policy continuity. Nevertheless,
teachers, workers, tradesmen, peasants, politicians, journalists and Monks,
among others, carried on with daily functions, employing the resources of
their professions and traditions either to accommodate to the inevitable
injustices or to ask for reforms. Their efforts often met with official
indifference or suppression. Prince Sihaunouk himself, after superficial
attempts at reform, came to view criticism and independent local initia-
tives in indivisible moral terms--as challenges to his royal authority
rather than efforts to cope with adversity. Thus activists of all per-
suasions suffered the scorn and hostility once reserved for the democratic
opposition groups, the underground Pracheachon Association and the stifled
Republican movement.' Social uwnrest did not, however, depend on royal
will, As economic and social conditions of life in the country worsened,
defense of state prerogative led to generalized official surveillance, re-
striction of contacts with foreigners, censorship of the press, and legal
prosecution for real or contrived offenses. Unknown numbers of people
lived in fear for their lives. Some fled to the maguis while others ''dis-
appeared" altogether. Amidst rumors of widespread assassinations and
national economic collapse, those imprisoned within the logic of monarchy
still waited for the "established power" to sort out the chaos then reign-
ing. KXhieu Samphan, already free of the subject mentality of monarchy,
was one of the few observers to provide a clear view of the significance
of those eventful years. Unlike the monarchists, he was not at all confi-
dent that Kampuchea's post-colonial crisis would come to a good end, espe
cially if the majority of people did not themselves act to affect the
outcome.

lthe Pracheachon Association was a veterans group founded in 1955 by
socialist resistance fighters associated with the Viet Minh during the in-
dependence struggle who wanted to take advantage of Geneva Conference
guarantees of their rights to participate in "Cambodia's™ national elec-
tions. The Association is often erroneously confused with the Communist
Party founded clandestinely in 1960, a confusion resulting from uncritical
use of (hostile) government documents and inadequate field research on the
Khmer left. An important exception is the South-East Asia Treaty Organisa-

tion Research Office Background Brief, "Communism and Cambodia,”™ December
31, 1959 (17 pp. mimeographed), which notes the discrepancy between offi-
cial references to the group as a "Crypto-Communist' Party and the Associa-
tion's self-definition,

The Republican movément also issued from the anti-colonial resistance.
The Kampucheans favoring parliamentary or presidential government weTre
routed by King Sihanouk in the final stages of the resistance war in 1953.
In the late 1950s and 1960s, remnants of the movement were nominally led
by the exiled Son Ngoc Thanh, whose Khmer Serei force was the American
CIA's first clandestine "army" in Indochina, and by Keng Vennsak, once
leader of the defunct Democratic Party, the movement's political arm.



Cambodia's Economy and Industrial Development was written in Paris as
part of the requirements for a Doctorat in economics when Khieu Samphan
was 28 years of age.? The author was subject to more than the usual aca-
demic constraints in its preparation. Kampuchean students and travellers
were under careful official scrutiny especially while they were abroad.
Soon after his arrival in Paris in 1955, Samphan had, in fact, lost part
of his government scholarship for political reasons. He supplemented his
remaining resources by taking part-time work.?® \Ubiguitous official subjec-
tion and his resistance to it are both manifest in his final dissertation.
Although the work is dutifully dedicated to Prince Sihanouk, following
national convention in such matters, the text itself ¢ontains conspicuously
few references to the Prince. Furthermore, those references are only
superficially approving. Sihanouk is not honored for his royal character
but for a few political positions he had adopted which were woerthy of a
genuine patriot.

In spite of such exceptional constraints on Samphan's freedom of ex-
pression, there is ample evidence to suggest that the analysis he makes in
Cambodia’s Feonomy and Industrial Development accurately reflects his
thinking at the time. Parts of the work appeared in 1959 in L'Obaervateur,
the biweekly newspaper he published upon his return to Phnom Penh, and also
in 2 French journal in 1961.% The latter article is notable for the addi-
tional, explicit observaticen that '"forces of inertia represented by vested
interests" would in the immediate future prevent the more independent and
autonomous form of industrially oriented development Samphan believed
necessary.® This judgment proved sound. More important, it showed acute
awareness of the political significance of his economic analysis at that
time. The absence of similar political comment in the original disserta-
tion points to another possible source of restraint, enforced this time hy
an ideologically divided University jury.® A theoretical and empirical
critique of Cambodia's Feonomy and I'mdustrial Development would have to
take into account the auther's circumspection in the form of unstated and
understated political implications. Such a critique will not be attempted
here. It seems more important te fix this extraordinary document into the
pelitical context to which it belongs, in order to demonstrate that recent
historical choices made by Kampuchea's ruling classes were by no means the
only ones available to them and that in rejecting and temporizing with the
developmental optien, the Sihanouk regime made a fundamental political mis-
take: it left its critics and opponents with only radical alternatives.

ZKhieu Samphan, "L'économie du Cambodge et ses problémes d'industria-
lisation," Thesis, Paris, 1959. The Doctorate eg Sciences Feonomiques 1is
approximately equivalent to the Licence in other faculties; both degrees
require four years of university preparation.

3This personal background information comes from Samphan's youngest
brother Khieu Seng Kim who was interviewed by Steve Heder in Phnom Penh in
early 1975. 1 am very grateful to Steve Heder for notes from these inter-

views.

aSee L'Gbgevvateur, September 22, 1959, p. 3; and Khieu Samphan, 'Les
problémes de l'investissement au Cambodge," Cahiers de ['I.5.E.A. (Serie
F, 16), January 1961, pp. 127-49.

STbid., p. 148.

f’Sr:lmp}mu*s jury contained well-known left- and right-wing members of
the faculty at a time when French intellectuals were seriously divided by
circumstances surrounding the Seviet intervention in Eastern Europe and
the collapse of the Fourth Republic.



Khieu Samphan's Analysis: A Summary

Cambodie's Eeonemy and Industrial Development begins with a survey of
the country's available economic resources in the 1950s. Agriculture is
seen to be predeminately precapitalist, with most produce consumed by its
producers rather than put on a market or exchanged for other goods. The
family was the principal unit of production. It had little money to in-
vest in cultivating activities. The level of technology in rural Cambodia
was accordingly unsophisticated, relying on hand tools, and draught animal
and human sources of energy. Productivity and overall output were also
low. Produce above the family's needs was often used to pay rents. The
only exception to this pattern was a small-garden or market-farming indus-
try located near Phnom Penh. Even here, Samphan writes, the mode of pro-
duction in this commercial agriculture was still the family. In his view,
the only genuine capitalist activity in the countryside was international
in origin and operation. The large rubber plantations in the northeast
employed a hired labor force: they were wholly foreign-cwned, and all of
the rubber latex they produced was exported.

National industry was in worse shape than agriculture. Tt contributed
a comparatively small amount to the country's total national preduct, only
about 8.6 percent if the contribution of handicraft activity is discounted,
Even more important, the impact of national handicrafts and of more ad-
vanced capitalist forms of industry on the national economy was restricted.
Major capitalist firms such as the power companies and distillery and con-
struction businesses were mostly foreign owned, while lesser industries,
including the small, family handicraft operations, depended on imported raw
materials. Khieu Samphan concludes that lack of development in agriculture
and the dependence of industry on foreign centers of supply are causally
related. The lack of integration of natienal agriculture and national in-
dustry was a profound structural legacy of imperial penetration and a con-
tinuing disadvantageous state of affairs. If the basic structure of the
economy could be corrected, Cambodia's national income would more closely
approximate its real (higher) potential.

In an important section of the dissertation, Khieu Samphan traces the
cause of Cambodia's economic backwardness and vertical disintegration to
the nineteenth century penetration of the eccnomy by a more advanced French
capitalism. When the French first arrvived, the Cambodian economy appeared
to be progressing in ways comparable to those of feudal Europe. llandi-
crafts were of high quality and wide varietv. Some goods such as pottery,
housewares and carts were already 1tems of exchange in nascent market cen-
ters. Production of goods for exchange was possibly advanced to the point
of being the major livelihood of a small stratum of artisans rather than
simply the secondary activity of peasant cultivators. Colonial interven-
tion in the economy at that point, reversed the trend towards division of
labor in the countryside. French consumer goods produced in a more ad-
vanced industrial setting enjoying economies of scale were often of better
quality and cost less than equivalent products manufactured by hand by
individual Khmer or Chinese artisans. With the advent of foreign competi-
tion, indigenous silk, cotton, tobacco and foodstuff industries went inte
decline., Artisans who were unable to compete then had to choose from
several alternatives., They could (1) retreat to agriculture to earn their
living by producing their own food; (2) produce some of their own food
while continuing to produce crafts for an "informal' market, that is for
people too poor to purchase foreign goods despite their relative cheapmness;
or (3) become traders of foreign goods, agents of the competing foreign
industry, a cheoice embodying some of the social and physical freedoms
attaching to their previous role as independent producers. Many immigrant



Chinese chose the last route, Khieu Samphan writes, when they might other-
wise have comprised the core of the country's national bourgeoisie. The
evolution towards more differentiated and specialized forms of production
was thus arrested and then reversed. The economy, thus "under'-developed
by foreign competition, became increasingly dependent upon imported con-
sumer goods and capital because it had lost the capacity to produce them
locally.

The inexorable logic of expanding free trade had a further independent
consequence for the national economy. Landowners and royal officials, the
principal consumers of foreign imports, now had a market outlet for their
rent produce and rent income. Consequently, they sought to extract more
produce from peasant producers and to accumulate land. The nature of land
possession was gradually altered first by statutory revision and then by
natural population increases. In the absence of improvements in rural
technology, peasants bore the economic brunt of both changes, becoming in-
creasingly reliant upon landlords and usurers (often one and the same) for
both land and credit. The interests, taxes and rents which they paid in
cash or in kind, provided landlords and traders with the agricultural pro-
duce they desired for export often at the expense of the peasants' consump-
tion.

While many Cambodian peasants owned their own land, the fruits of
their labor were in this way systematically taken from them. The most
alarming feature of this process was that so little of the extracted wealth
was reinvested in agriculture. Some of it was consumed; some was "invest-
ed" in speculative commercial activity; some was exported; some was simply
hoarded. Consequently, trade did not disrupt the feudal organization of
the rTural economy as it had in Europe. Some features of feudal life were
even strengthened. Without investment in local productive enterprises
which would have stimulated agricultural production or created non-agrarian
forms of employment, peasants were trapped on the land, more than ever '
dependent for their survival upon landowners, creditors and the vicissi-
tudes of the monsoon climate.

The peculiar form of industrial growth resulting from absorption of
Cambodia's economy into the international capitalist economy during the
colonial period did not provide a sufficient number of real employment
opportunities for Khmers. Most industries serviced the export economy.
Available capital investment went into the construction of roads, bridges,
docks, warehouses and housing for officials, indigenous and colenial, who
supervised import-export traffic. Private investment, notably that handled
by the Bank of Indochina, gravitated into utilities, production of consumer
goods such as soft drinks and durable construction firms. These industries
depended upon foreign markets for their initial capital equipment, skilled
labor and raw materials. Capital investment thus stimulated primarily
metropolitan or overseas markets rather than the local colonial one. Be-
cause the Cambodian economy had been at a lower stage of development at
the time of the initial capitalist penetration and subsequently Temained
underdeveloped, it was never later able to capture the market for raw
materials which it had some capacity to produce. Consequently, most busi-
nesses remained affiliated with "international units" even after the coun-
try secured its political independence frem France. The continuing isola-
tion of this limited and peculiar industrial sector from the stagnating
agrarian one was so great, Khieu Samphan writes, that Cambodia's national
economy could not be said to cohere except by mediation of the interna-
tional market.

International integration of the economy, was, however, almost wholly
undesirable and would certainly not resclve Cambodia's economic difficul-
ties. In the first instance, it fostered the demise of national handi-



crafts, the blunting of national industry, stagnation in agriculture and
the proliferation of commercial, financial and "tertiary"™ sector activities
associated with servicing the society's consumption of imperts. 1In the
second instance, international integration would 1imit industrial growth

in the economy to certain levels determined by foreign firms' tolerance of
local competition. This would hold down the standards of living of most

of the country's unemployed or underemployed labor force. Cambodia's
mounting trade deficits, together with the unfavorable terms of trade for
export commodities, convinced Khieu Samphan that local malintegration would
lead to balance of payment difficulties. These in turn portended increased
inflation, devaluation of the national currency and still greater dependence
upon trade, foreign aid and foreign capital. Many in the Sihanouk regime
favored increased reliance on foreign assistance, but this was far from a
solution to the country's balance of payments problems; rather, it was part
of the problem. Most forms of foreign assistance served only to intensify
economic links with the international market that would always dominate
backward economies such as Cambodia's. International integration then
ultimately jeopardized the country's recently acquired political indepen-
dence. Moreover, foreign aid and capital would eventually flee from situa-
tions as desperate as Cambodia's to more rapidly developing and expanding
economies in the advanced industrial world. Consequently, Cambodia had to
make a fundamental choice about the future evolution of its economy and
society, and very soon. Continuing on the path of international intepra-
tion appeared disastrous. A fundamental reorientatioen of economic life

was objectively necessary. Samphan concluded that this required a self
conscious retreat from the international market, more state regulatiocn of
the national economy, especially of trade, and state-sponsored strategies
for agricultural and industrial growth.

How could this be done? Most Kampucheans who were familiar with
international market arrangements and politics recognized the danger in-
herent in the country's accumulating trade deficits, but they disagreed
bitterly when it came to formulating an appropriate government response to
the problem. In Part II of Cambodia's Economy and Industrial Development,
Khieu Samphan proposes a far-reaching program of reform leading to a funda-
mental reorientation of the country's economic life. Specific attention
is paid to ways of accumulating scarce national resources for development,
the allocation of these through monetary and fiscal mechanisms, and asso-
ciated structural reforms that would be required in the city and the coun-
tryside. ' - :

In assessing ways of accumulating capital for development, Samphan
reiterates earlier arguments for the need to rely primarily on national
rather than international resources, but here, for the first time, he draws
out the policy implications. To the extent that foreign capital was avail-
able, inflows were unlikely to come along at appropriate times, in suffi-
cient amounts, and with reasonable terms. Even under the best terms, debt
servicing would, in fact, excced net annual inflows of foreign capital
after a short period, ¢f such capital should typically fail to stimulate
natignal capital formation and promote the export of earnings as in the
past. The only way to amass capital and be assured that sufficient amounts
would go into appropriate activities at the right time, Khieu Samphan
argues, was to create a state monopoly on trade in all major commodities.
This would have to be combined with import controls on consumer goods,
especially luxuries, and inecreased restrictions on the repatriation or ex-
port of earnings and savings. Trade, then, was an essential means of
accumulation, especially of capital equipment. But trade and foreign rela-
tions generally had to be carefully regulated to ensure that short-term
advantages such as cheaper consumer goods did not jeopardize the country’s
long range objectives of enhanced national self-sufficiency, higher rates
of productive employment, and greater vertical integration of national
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production and marketing. One way of maintaining national leverage in
foreign trade, Khieu Samphan points out, was to diversify foreign markets,
to include, for example, other developing states and socialist economies
among Cambodia's trading partners. At the time Samphan was writing, the
Sihanouk regime had only just begun te broaden its diplomatic and economic
relations to include socialist and non-francophone African states,

While capital resources were being built up through trade, improved
taxation of consumer goods, and some economy measures in the public sector,
attention had to be given to the distribution of public and private capital
through monetary and fiscal channels. Khieu Samphan looks first at the
monetary system, showing how it once served as a means of extensive expro-
priation of labor capital from peasant producers who were knowingly paid
with devalued currency on the one hand, while being obliged to pay new and
heavy colonial tax revenues on the other,? Moreover, banking credit and
the fiduciary issue continued to be handled in a manner which inhibited
balanced growth in the economy, as credit preference was still being given
to commercial activities linked to import-export trade and to "tertiary"
service industries. A reversal of the imperial status quo required tight
supervision of banking activities, especially the exchange and credit
operations undertaken by branches of foreipgn banks located inside the c¢oun-
try. This would have to be complemented by more creative use of the na-
tional bank issue function. Samphan advocates use of a limited domestic
debt for the purpose of channeling investment directly into industry and,
over time, drawing investment away from the commercial sector of the econ-
omy. State-supported industries would fail in the meantime, however,
unless they were provided with sufficient capital equipment, ample supplies
of raw materials and a4 national market. With imports being reduced, the
stagnating agricultural sector would have to produce more of the raw mate-
rials needed by industry while continuing to produce some surplus for
export, so as to pay for imported equipment. At the same time, the rural
cultivators' share of national income would have to rise, because peasants
were the largest group of potential consumers in the country. These re-
quirements of industry brought out the need and determined the nature of
dramatic fiscal reforms in the countryside.

The key to releasing the productive forces of agriculture and to
attaining self-sustained industrial growth in Samphan's analysis, lies in
elimination of peasant indebtedness. The initial requisite steps to be
taken by the state include a moratorium on debts; tax reliefl for poor
peasants, especially those suffering from undernourishment; rent controls
and the abolition of usury. Many peasants cultivated land which they be-
lieved to be their own property, but this property was, in fact, perpetu-
ally "mortgaged.” Because rural productivity and income were low, peasants
were often obliged to supplement the income from their aprarian activities
by seasonal employment in towns so as to hold on to small parcels of land
and service their debts. Indebtedness and low income also prevented peas-
ants from opening up available virgin land. They were deterred from taking
economic initiatives in this direction by the high cost of relecation,
tools and seeds, combined with the constraints of the natural monscon irri-
gation system which limited Tice production to one crop per annum. After
fiscal relief which should immediately improve peasant inceme and with sym-
pathetic assistance from the state in organizing producer and consumer
cooperatives, Samphan believes smallholder-preducers would be encouraged
and would have the economic means to increase total production above and
beyond levels necessary for their own improved consumption. The difficult

“The monetary dimension of colonial economic policy in Indochina is
overlooked in James C. Scott's insightful Moral Eeconomy of fthe FPeasant (New
Haven: Yale University Press, 1976}.



part of the strategy was ensuring that landlords and traders [cum usurers)

did not sabotage state policies by continuing to extract wealth from peas-
ants at a level which jeopardized national industrial growth and, through

inflation, nourishment for townspeople. This could only be done, Samphan

decides, by use of official coercion,

Landlords would have no immediate economic interest in supporting the
proposed government reforms. Thus, the state must force them to comply
with rent control policies, and where applicable, with the prohibition of
usury. Their efforts to maintain conrnections with foreign banks, and
import-export firms would have to be contravened and circumvented. This
would be no small task. Success would depend upon a number of contingent
supports. Peasants would have to be mobilized to take advantage of the
opportunities which the state was attempting to grant them. Producer and
consumer cooperatives, for example, were designed to allow peasant produc-
ers and artisans the benefits of a certain amount of division of labor,
cheap credit and exchange which bypassed landlords, private wholesale-
retail merchants and usurers. The cooperatives would only serve their
purpose 1f peasants actually used them and asserted themselves against con-
niving landlords and merchants and if there were sufficient state supplies
of foodstuffs and consumer goods as well as credit. When these conditions
were satisfied, capital hearded by the wealthy would in time have to be
invested in local production, agricultural or otherwise. FEven if this
investment took the form of "luxury'" manufactures to replace the consumer
items no longer freely or cheaply imported, this would go some way towards
restructuring the nes-colonial export economy. It would provide employment
in the national economy. As some income was gradually redistributed from
landlords and traders in the direction of primary and secondary producers,
the feudal relations of production restraining agrarian growth would be
eroded. The long-term economic benefits of this reorientation in rural
economy which would lead to new sources of wealth for all were so obvious
that Khieu Samphan hopes for the cooperation of landlords and usurers, the
country's most likely potential industrialists. The suggestion of a class
alliance in the process of industrialization is consistent with the princi-
pal thrust of his argument which attaches greater importance to the na-
tional struggle of the Khmer people against the international bourgeoisie
than it does to class antagenisms within Kampuchea, antagonisms which were
perforce not fully developed because of underdevelopment. It is possibly
inconsistent with his earlier arguments about the positive reinforcement
of feudal-I7ike relations in the countryside as a result of international
integration of the economy. Samphan concludes that reforms in agriculture
need not go as far as land redistribution, but he does so with appavrent
hesitation.®

In conclusion, Khieu Samphan emphasizes that his proposals would serve
only to enhance Cambodia's industrial prospects. He had no illusions about
the length of time regquired and the slender rescurces of his country for
pursuing genuine industrialization. Even with the state in full control
of trade, money and banking, fiscal levels and pricing mechanisms (affected

Among other indications, the text is amended in lenghand on this
point. Tt would be impossible to deduce with any degree of accuracy what
importance Xhieu Samphan attaches to competing theoretical and concrete
realities on this point. The position finally adopted is apparently more
nationalist than Marxist, but only apparently. It wculd be interesting to
know if at this time he believed the process of underdevelopment to be re-
versible and whether he judged the material basis of inequality to be
5till more feudal than capitalist. The supgestion of national(ist) so0li-
darity betrays more capitalist inspired political consciousness in Cambo-
dian 1ife than he appears willing te admit.



through the cooperative half of a dual marketing system) and the government
enjoying the active support of the peasantry, Cambodia could not possibly
industralize very rapidly. 1Its limited natural resource base and small
population were determinant factors. FEconomic considerations aside, suc-
cess in preparing the way for a more independent and autonomeus national
economy depended upon political leadership which was '"meither burecaucratic
nor administrative"” but democratic. In the circumstances of its articula-
tion, this remark was probably seen as a more or less urbane criticism of
the "incapable'" and "dishonest" functionaries who dominated the offices of
the Sihanouk regime rather than the statement of revolutionary advocacy it
no doubt is.

The Observer Affair

On his return to Phnom Penh in the summer of 1939, Khieu Samphan re-
fused to go through the normal routine of calling on Prince Sihanouk to
receive an appointment in government service in recognition of the success-
ful completion of his degree.® Instead he decided to publish a French lan-
guage biweekly mewspaper named L'Obgservateur. In the paper's first edi-
torial, Khieu Samphan explained that the Observer, as its name implied,
intended to provide an objective and independent perspective on contempo-
rary national and international affairs. The role and purpose of the paper
were, more specifically, cast in the context of Kampuchea's struggle for
national democracy, especially as this was already expressed in the twice
vearly mass public meetings known as National Congresses and the nation's
struggle for neutrality in the cold war.'® As the weeks and months went
by, the extent of this struggle for democracy became increasingly clear.

In columns devoted to film reviews, literature and the arts and to social
events in low prestige "corners'" of Phnom Penh, L'Observateur systemati-
cally exposed the fantasies and myths associated with foreign or pre-
scientific cultures, attacking these as dangerous in an age when people

had the capacity to control or direct their own lives. Such incitement to
self-directed reflection was only occasionally linked to explicit political
action. In an article about a referendum to determine the fate of Provin-
cial Assemblies, L'0Observateur reminded readers that a decision to discon-
tinue these local parliaments had alrecady been taken nationally, a decision
which would take effect unless voters acted in positive defense of their
rights to have local assemblies.??

More than anything else, L'0Observateur brought attention to the condi-
tion of individuals and groups who endured low status, poverty or cultural
deprivation in the existing princely order and who were, through no fault
of their own, a burden on society rather than an asset. Among those
singled out for attention were the urban unemployed, the underemployed,
alcoholics, bread hawkers and other child laborers "who wore the faces of
old people and who were deprived of the joy of youth, period of creativ-
ity,” and women. Students were also included in this ensemble of latent
and rvepressed social forces. In a moving, autobiographical article, Sam-
phan contrasted the political ideals of freedom, happiness and multi-racial
harmony taught in the classroom with the realities of university life in
France, where Kampuchean students experienced Defense de la Securité
Territoriale (DST) surveillance, illegal break-in and entry, travel

9Ste\re Heder's interview with Khieu Seng Kim, loc. cit.

10, robservateur, September 22, 1959, pp. 1 and 8.

Hipid., october 30, 1959, p. 1.



restrictions and scholarship revocations when they exercised democratic
rights to express opposition to colonialism. These undemocratic sanctions
required many sacrifices to be made by students who decided to pursue their
studies. The resulting solidarity which grew among the victims was quickly
seen to be the key to success in all of life's projects. The allegorical
significance of this is unmistakable. In converting subjection and de-
privation into sources of strength, L'Observateur was proudly subversive

of monarchal culture. Whenever the Prince employed the language of filial
obeisance to the throne or spoke of national interest, L’'Observateur's
counterpoints of self-interest, seclf-government and social solidarity made
their impact. :

Frontal attacks on the Prince and his state are not to be found., In-
deed, they would have given the Prince the pretext he needed to charge the
paper and its staff with treason and to prosecute them in the royal courts.
Instead, L'Observateur paid regular and ritual attention to the Prince's
activities in its news columns and attached the requisite formulas of
loyalty and politesse to his person when necessary. L'Observateur praised
Sihanouk for progressive efforts in combatting illiteracy and corruption,
for raising rural standards of living and for diversifying Kampuchea's for-
eign relations to include socialist countries. Disapproval of the Prince’s
poelicies was expressed with studied silence. In some instances, Sihanouk
took up the play with zest, returning compliments in kind. Although he
regularly denounced Observer as "communist'" along with the Khmer language
papers Pracheachon, Mittapheap and Ekapheap, he also occasionally singled
it out as treating "us with some fairness in recognizing that the progress
we have sponsored is without precedent in our history."'2 The Prince soon
grew wary of the intellectual interest aroused by the paper, however, and
attempted to expose the game: "Their classic technique consists, if you
will forgive the image, of kissing me on the cheek while kicking me on the
tibigs 7 ¢ R

The remark is characteristically disarming. 1In matters of violence,
Prince Sihanouk and other high officials who were jealous of the perqui-
sites of power, regularly handed out more than they received. On October
11, 1959, three weeks after L'0Observateur began publishing, the editor-in-
chief of Pracheachon was assassinated. The murder provoked outrage in
leader columns of the national press. Observer denounced the resort te
violence and threat to civil liberty in the following terms:

That the editor of a legally constituted, government
sanctioned newspaper could be struck down like a dog in the
street, is to be sure, an example of barbarous conduct with-
out precedent in a Buddhist country such as ours.m%

On July 13, 1960 Khieu Samphan was in turn boldly set upon in the street
at 11 a.m., beaten, forcibly disrobed and photographed by a squad of about

12”Discours de S.A.R. le Prince Norodom Sihanouk au IX Congres Na-
tional le 19 fevrier 1960," Principaur disccurs, messages, allocutions,
déclarations, conférences de presse et intarview de son altesse royale le
prince NORODOM SIHANOUK, Anfe 1960 (Phnom Penh: Edité par le Ministere de
1'information, 1961), p. 53. This source will hereafter be cited Principaux
disecouns (year). Pracheachon {"People" in the sense of "Humanity"), Mitta-
pheap ("Fraternity"), Ekapheap ("Solidarity") and I'Observateur had a com-
bined circulation of about §,000 te 15,000 copies.

lsﬁéalités Cambodgiennes, August 12, 1960, p. 8.

14L’Observat4un, October 13, 1959, p. 8.
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ten men. He did not take this provocation silently as had no doubt been
anticipated. After formally reporting the incident to an allegedly fully
cognizant and disinterested police, details of the affair were Teported on
the front page of the next issue of L['0bserpateur,’® The paper alsc pub-
lished letters of support and a formal letter of protest directed to the
cabinet. Within two weeks, the incident was hotly debated in the National
Assembly where the Minister of National Security, a Sihanouk loyalist, said
Samphan had been set upon by about a hundred people who opposed Observer's
views on educational reform. This explanation .was dismissed by parliamen-
tarians who were concerned about the threat to c¢ivil liberties and took

the position that the duty of the security services was to keep the streets
free of "fascist behaviour" regardless of its political inspiration.i®
Parliamentary questioning of the evasive and conspicuously slow-moving
security officials aroused more concern than satisfaction. The "Observer
Affair,” as the press then dubbed it, simmered on.

On August 2, 1960, Prince Sihanouk ridiculed IL'0Obszervateur's charges
that fascist forces aligned with imperialism were sowing '"confusion" in
the body politic. He further charged that Sangkum members sympathizing
with the "reds™ were showing themselves for all to see by defending the
cause of '"a red newspaper" "with a passion and violence unwarranted by
Khieu Samphan's 'strip-tease.'" The Prince added that he supported press
freedom but only "within comstitutional limits.'" Acknowledging the vio-
lence committed against Samphan's person to have been unlawful, he then
proceeded to accuse the "red" newspapers of bad faith, calumny and injus-
tice appreaching treason. The purpose ¢f the '"red-baiting' appears to
have been to divide the ranks of intellectual opposition to the monarchy,
for the Prince then proceeded to take up an argument aired in the National
Assembly to the effect that aristocratic interests impeded the social and
administrative mobility of educated commoners. Sihanouk denied that the
aristocracy was a privileged group in the Sangkum era, rhetorically asking
his audience to count up the number of Princes in the National Assembly
and the cabinet.?'” Within days, state security services secretly detained
and interrogated about 30 people. Eighteen of these, including Khieu Sam-
phan and most of the editorial staffs of the so-called "communist" news-
papers, were imprisoned.?® '

The "Observer Affair" and the following security crackdown coincided
with the final elaborate burial ceremonies for the recently deceased King
Suramarit and the popular excitement surrounding the Kong Le coup d'éiat
in Laocs. In fact, the events surrounding the Observer cannot be inter-
preted in isolation from the succession crisis following the King's death
and Sihanouk’'s persistent apprchensions ‘about the loyalty of his intellec-
tuals. In the weeks between Suramarit's death and cremation, Sihanouk had
devised a special position for his mother as "guardian' of the throne and
created a new constitutional post for himself as a permanent, neo-monarchal
Head of State. The two moves divided the aristocracy and caught the coun-
try's democratic intellectuals unprepared. Attacks against '"communists'

YSihid., Twiy 18, 1960, p. 8.

16A verbatim transcript appears in L'Cbservateur, July 26, 1960, pp.
1, 6-8. An extended news report appears in #éalités Cambedgiennes, July
29, 1960, pp. 1 and 6. The most forceful defense of civil liberties was
mounted by Deputy Uch Ven.

i
Y psarités cambodgiennes, August 12, 1960, p. 8.

lsThc arrests were made about August 15 but not revealed until August
27. See ibid., August 27, 1960, p. 3.
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combined with officially organized demonstrations in support of "monarchy"
and '"mation" completed the royal ruse. The Prince had stolen the initia-
tive from the only socialists among his critics who might otherwise have
had some possibility of mobilizing a combined socialist-republican opposi-
tion to his efforts, by using the pages of their newspapers to expose the
significance of that summer's events as a step backwards in Kampuchea's
democratic development. Judging from their silence during these months,
republicans were indeed effectively neutralized by the "red menace" allega-
tions and the orchestrated public demonstrations.

Moreover, the Prince now employed his own press in support of his
cause, Concurrent with the shutdown of the opposition press, NVéak Chéat
Niyum, the official newspaper of the Prince's Sangkum organization, pub-
lished a special enlarged edition containing a detailed critique of
L'Observateur from the time of its first appearance. Its cultural and
social commentaries were singled out as the most unreasconable and treacher-
ous of the paper's offerings. Photographs and tables accompanied the text
to suggest that the deprivation and subjection described by L'0Observateur
had ne basis in fact. The truth of the situation, as Néak Chéat Niyum
portrayed it, was that the Sangkum had brought the country unparalleled
progress and prosperity.’® While the Prince indicated that the four pro-
scribed papers would be indicted for treason, the imprisoned journalists
were not charged with any crimes. Sihanouk is said to have accused the
compunists of plotting a coup d'état in a speech to the diplomatic corps
but neo explanation or names were given to the public. Just as quietly,
the men were summarily released on September 21; a week later, in a special
three day meeting, the Communist Party of Kampuchea was officially
founded. 2°

It took a month for Khieu Samphan to recover his health after his
weeks in prison.21' With L’'Obeervateur banned, he took a teaching job at
Kambuboth College, a private school run by his friend Hou Youn. His
younger brother described Khieu Samphan's efforts to teach him the mate-
rial valite of things:

191he editorial and a description of this issue of Néak Chéat Niyum
appear in ibid., pp. 10, 15-16. FRéalités <€an also be congidered part of
the official press in this instance,

20These events are interpreted differently elsewhere. Some republi-
cans, for example, still hold the view that Sihanouk averted a real coup
conspiracy. See Sihanouk et les communistes (Sable-sur-Sarthe: Imp. Cocon-
nier, 1970), pp. 8-9. An official communist interpretation of these events
treats repression of prominent intellectuals as only one indication of the
semi-colonial society's dependence on imperialism. These arrests are none-
theless specifically mentioned, giving the impression that they added
urgency to the felt need for a Party organization, Preparatory discussions
envisaging the creation of a Party had been progress for many months. See
Discours pronouncé par le camarade Pol Pot, Seeretaire du comitd ecentral
du parti communiste du Kampuchéa au meeting commemerant le 17£ gqnniversaire
de la Fondation du Parti Communiste du Kampuchéa et & l'occasion de la
proclamation solennelle de ['existence officielle du Parti Comuniste du
Kampuehéa (Phnom Penh, September 27, 1977), pp. 16-26.

ZlAccording to Khieu Seng Kim, Khieu Samphan refused to discuss his
treatment in prison though he did say that other priscners were beaten
during interrogation sessions held every night around midnight. The family
were not allowed to visit Samphan in prison. Steve Heder's interview with
Khieu Seng Kim, loc. cit,
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. Dne day he took me out to eat. When we got to the
market, he told me to order anything I liked. I ordered
duck., When I finished eating it, he asked me, "Was it
good?" And I said, "Yes, very good." His face darkened
and he levelled a finger at me. '"'You ought to be ashamed
sitting here eating such good food when most people who
work ten times harder than you have nothing at all.™

A few days later, he took me out to eat again, and
again he told me I could order whatever I liked. When I
hesitated, he said, "How about some Vietnamese spring
rolls,” and ordered some for me. When I had cleaned my
plate, he asked if they were good. They were, of course,
but I didn't want to say so. Instead, I said, "No, not so
good." At that he quietly exploded, again levelling his
finger. "How can you eat so well and not appreciate it?
What do you think an ordinary peasant would say about focod
like thig?m=22

Throughout 1961, Prince Sihanouk attempted to persuade Samphan and
other progressives to leave their private occupations for public service.
Confronted with one trade deficit after another, the Prince made no secret
of the fact that he needed the expertise of the younger generation to sort
out the country's economic problems and to implement the country's second
national development plan.23 It is not irrelevant to mention that he hoped
to secure socialist aid to finance part of the plan. Samphan finally
agreed to stand as a Sangkum candidate in the 1962 National Assembly elec-
tions. In the absence of an opposition party, all Sangkum candidates were
elected.2* The cabinet formed after the election was the youngest in Kam-
puchean history. Khieu Samphan reccived the most sensitive post, that of
Trade Secretary.

Parliamentary Struggle

Khieu Samphan's views on the economy were well-known by the time he
entered the cabinet. It was also apparent that Cambodia’s Economy and
Tndustrial Development was something of a policy blueprint for the new
government. In his investiture speech, Prime Minister Prince Norodom
Kantol, presented a strategy for reform similar in appearance to the second
half of the dissertation. The government proposed cutting unproductive
public expenditure so as to concentrate available resources in industrial
expansion, increased electricity production and agricultural reform. Such
proposals were a striking departure from the neo-ceolonial, commercially-
oriented norm; Prince Sihanouk was even obliged tc inform financial and
commercial groups who dominated the National Assembly that he was not put-
ting "the young ones” in power only to embarrass them or to allow the "old
guard” back for another chance. The Prince then advised the government to
make every effort to find outlets for the private sector because "the

ivid,

23599, for example, Sihanouk's remarks in '"Discours 3 1'inauguration
de 1'école modele de Prasaut (Svay-Rieng), 16 aoQt 1961," Principeuxr dis-
coeurs (1961), p. 226.

24The leaders of the Pracheachon Association had been incarcerated
before the election. The group decided against putting up candidates for
election and went underground.
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future of our regime depends upon it."23 Sihanouk rarely admitted depen-
dence on business, and he did not, in this instance, distinguish the
national from the large foreign business sector. The distinction was
critical to Khieu Samphan, however, and he intended to translate the dif-
ference into public policy.

By late 1962, the Kampuchean economy was possibly already too impov-
erished to be reformed in the gradual manner recommended by Xhieu Samphan
in 1959. Nevertheless, the Finance Secretary, Long Boret, tended to down-
play the urgency of the situation by laying responsibility upon bad weath-
er, international price rises and low productivity.2% Statistical indica-
tions of the nature and extent of the crisis are more frank: 1In good years
or bad, large trade deficits showed the country to be living beyond its
means, staple foodgrain production to be stagnant and bank deposits in the
process of rapid depletion. The relevant data are summarized in the fol-
lowing table:

Critical Economic Indicators, 1955-1966

S e .

Rice Rice Balance of National Bank
Year Production Exports Trade Deposits
(theusand tons) (thousand tons) (million riels) (million riels])
1955 1,490 n.a. - 265 n.a.
1356 1,790 50 - 697 n.a.
1957 1,990 290 = 239 n.a.
1958 2,120 210 - 759 n.a.
1959 2,080 190 =2 343 2.617
1960 2,330 320 = 879 2.346
1961 2,380 240 = 1,175 1.892
1962 2,040 140 - 1,681 1.468
1963 2,620 370 # B35 0.895
1564 2,760 490 ¥ 200 0.667
1865 2,500 4910 + 87 0.714
1866 2,380 170 &1 832 0.809

Sources: The balance of trade figures are based on Customs and Excise ac-
counts from the Naticonal Bank's Bulietin Mensuel; these differ slightly
from the National Exchange Office accounts published in the Balaonze des

- patmente, Some of the statistics reported by Khieu Samphan in the document
which follows were revised by both agencies at later dates following normal
accounting procedures. Deposit account data are from Table 2Z-3 of ®. F.
Emery, The Financial Institutions of Southeast Asia (London: Praeger Pub-
lishers, 1970), p. 67. Rice production and export figures are from Table
12 of R. Prud'homme, I'Zconomie du Cambodge (Paris, Presses lUniversitaire
de France, 1969), p. 255. Some annual figures are Prud'homme's informed
estimates. Official statistics are unreliable, notably from 1964 onwards.

Moreever, the government came to power at a moment when foreign aid
resources were declining, when EEC regulations were starting to affect XKam-
puchea's trading position with France and when peasants were putting smaller

L3psatités Cambodgiennes, October 12, 1962, Editorial, pp. 4 and 6.

W0z s i ise Cambodgiennes, November 23, 1962, p. 6.
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and smaller shares of their harvest on the market.27 Having less rice to
sell also meant the state earned less foreign exchange and had fewer com-
mercial transactions to tax. On top of everything else, the government
faced a liquidity crisis. To meet payrolls, the cabinet ordered immediate
cuts of 20 percent on an average in public spending at national, provincial
and municipal levels of administration. The country appeared to be at the
crossroads envisaged by Khieu Samphan in 1958. More revenue had to be ex-
tracted from the economy if current programs and departments were to be re-
tained and if rampant inflation was to be avoided. But because no particu-
lar section of the economy was flourishing, efforts to increase tax revenues
had to be associated with general improvement in the whole of the economy.

Business was probably suffering most from the effects of the contrac-
tion of commerce. The last thing the "private sector" desired at that
moment, bearing in mind that it was more financial and commercial than
industrial, was a government which limited public expenditure {salaries,
essentially) and international trade, the source of most of the urban,
salaried society's consumer goods. Any attempt te implement such policies
was probably more feared than their intended consequences, the business
community being acutely aware of the managerial limitations of the Sihanouk
regime, the more so, 1t is reasonable to assume, because politicians and
administrators habitually accepted its bribes. [If a declared policy of
austerity was not carefully c¢r honestly enforced it would lead the economy
into permanent recession or uncontrolled speculation-inflation or a combi-
nation of these. The apprehensions of business must have grown in January
1963 when the government announced it would assume a domestic debt of 900
million riels. This was to be carried in addition to a foreign debt of
380 million riels. In concrete terms, this meant printing and issuing more
money. In the year then just completed, the total money stock was already
22 percent higher than that in 1961.282

From the Department of Trade, Khieu Samphan said the obhvious. Use of
a budget deficit to finance public spending rather than productive invest-
ment would promote inflation.2?® ‘The domestic economy was already charac-
terized by steady price rises, he continued, but the government had no
statutory powers with which to intervene in the situation other than re-
pressive ones. As leong as this remained the case, the Secretary argued,
prices could not be stabilized, the cost of Khmer goods on international
markets would rise and normal exchange operations would be affected. This
year, he added by way of illustration, there was an exportable rice surplus
of 450,000 tons but, because the harvest had also been good in most other
rice-producing-exporting countries in Asia and because the price of Khmer
rice was comparatively high {due to low productivity as well as commercial
speculation), it might be difficult to sell. The Secretary then offered
his personal opinion that redressing Kampuchea's economic ills would re-
quire austerity measures and complementary reforms within the total eco-
nomic structure. He had submitted a detailed proposal to this effect to

ZTPrince Sihancuk discussed some of the reasons for this in his report
on the economy to the National Congress held in December 1961. While rice
harvests in 1960 and 1961 are nearly identical, the lower percentage of the
crop exported in the second year related to extra costs in cultivation (the
area cultivated in 1961 was one-third again more than in 1860) and lower
yields per hectare in a bad rice year. See "Discours @ 1'ouverture du
XI1é Congrés National," Prineipaux discoure {1961), pp. 364-65.

ZBEmcry, op. ¢it., p. 58.

zgﬁéalités Cambodgiennes. February 1, 1963, pp. 6-7,
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the cabinet.3° In a possible effort to be reassuring, Samphan added that
his proposal would recencile national and private interests, without indi-
cating how this would be done. With rather more conviction, he concluded,
"resolution of our problems mostly depends upon the cooperation and the
sense of civic duty of businessmen and industrialists.™3?

Khieu Samphan's remarks were soon overshadowed by publication of the
proposed budget for 1963, the first naticnal budget to be presented in
"unity," that is, with anticipated revenues and expenditures appearing in
the same document.2® The budget contained a proposed deficit equal to that
incurred in 1962 (1.76 thousand million riels) representing approximately
30 percent of all expenditures.33 Several provisions aroused anxiety
within the commercial community and among intellectuals opposed in princi-
ple to government efforts to regulate prices and comsumption. The most
controversial measures were imposition of a luxury tax en the sale of im-
ported alcohols {70 to 100 percent), imported cosmetics (50-100 percent],
and imported refrigerators, television sets and tinned foods (30-100 per:
cent). In addition, the cost of licenses for the sale of alcohol and
tobacco were to go up and new taxes would be levied on luxury residences,
housing construction, privately owned motorized passenger vehicles, yachts
and pleasure boats.34

The government's effort to restrict consumption of imported luxury
goods was immediately attacked by Fhnom Penh Presse, a new newspaper pub-
lished by young conservatives and business-oriented deputies in the National
Assembly. In a series of lively polemical articles alternately defending
unfettered capitalism and attacking specific government policies, the
Presge argued that government use of discretionary powers in Kampuchea's
previously unregulated import-export sector would only promote prevarica-
tion, speculation and corruption, all of which positively discouraged pro-
duction which required an environment of stability and confidence.3S
Furthermore, government intervention in the economy discouraged foreign
capital investment which was absolutely essential for the country's devel-
opment.2® The Presse also ingisted that investment in buildings and other
infrastructure was an initial, necessary condition of domestic capital for-
mation and local investment. Such overhead development made the use of
capital equipment more efficient and more profitable.®” The position of
the private sector as articulated by Phnom Penh Presse was thus nothing

30Prince Sihanouk made approving reference to such a document in a

speech in early January. ™Quverture du XIVeé Congres Naticnal au Terrain
dc Men," Principans discours {(1963), p. 8.
51

Réalités Cambodgienneg, February 1, 1963, p. 7. The Trade Secre-
tary's appeal for austerity and economic reform appears on the same page
as advertisements for the Bank of Indechina, Martell cognacs, Phillips
electronics and one "absolutely brand new" 1963 Simca Elysée.

32
1963.
33

This 1s noted in the Editorial, Phmnem Penh Presse, February 25,

Ibid., February 18, 1963.

Stibad., January 2¥, 1963,

3SIbici., February 19, 1963.

301pid., March 4, 1963.

571bid., May 2, 1963.
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short of intransigent. Laments about government aid to agriculture and
industry to the detriment of commerce, revealed the dependent and small
businessman's limited ability to accommodate change even when the impossi-
bility of preserving the status quo was generally recognized. Among those
who accepted the necessity of government intervemtion, including foreign
businessmen who were conspicuous for their expression of confidence in the
economy at this time, there was concern that large-scale enterprise was
not the government's first priority. Attempts by businessmen to cope with
the confusion resulting from the proposed and implemented statutes also
took the form of offering bribes to the appropriate administrative offi-
cials and members of the cabinet. The cabinet was already divided between
those who were ambitious to obtain reform and justice and those who would
be satisfied with wealth and status. Attempts to bribe Khieu Samphan
failed, but made a deep impression.3®

Accumulating public tension came rapidly to crisis point. 1In the
course of an official visit to China in February, 1963, Prince Sihapouk
sent a memorandum to the govermment detailing a number of costly projects
he desired teo have immediate attention. Until then, the Prince had pub-
licly backed his gevernment, especially at the Naticnal Congress the pre-
vious month where he insisted the government had a free hand in policy-
making and, moreover, deserved a motion of coanfidence.?® Informally, he
also let it be known that he felt the cabinet's approach was too "theoreti-
cal." In total, the Prince gave the impression of quietly urging the
government to get down to work while loudly announcing his intention not
to meddle. The China memorandum marked a shift in his attitude. In alter-
nately patronizing and officious tones, Sihanouk requested the government
to get on with urban renewal-community development schemes (admitting his
initial effort at Anlong Komiet to be a failure) and to send his personal
advisor Nhiek Tioulong to the USSR to secure Russian aid for the construc-
tion of one or two hvdroelectric dams. Specifically, the Prince recom-
mended construction of low-rent dormitories for university students in
Phnom Penh and a small museum; beautification of provincial sites and vil-
lages likely to be frequently by foreign tourists; the planning of botani-
cal and orchid gardens near the capital; the resurfacing of an air strip
at Pong Tuk in the expectation that visiting statesmen would want to vigit
the seashore; the conversion of the plywood factory to some other use; a
new means of waste disposal near Stung Meanchey (to get rid of the odor
from the burning of wastel; and the establishment of a national fisheries
board. In an addendum, Sihanouk noted "Our young ministers spend too much
time studying problems; they must take decisions and act to stop price
rises, eliminate middlemen, stop waste. . . .42 The Prince's recommenda-

38D(}nald Lancaster describes Samphan as "'the only honest minister
Cambodia ever had" repeating a capital city cliché, See "The Decline of
Prince Sihanouk's Regime"™ in Trdochina in Conflict, ed. J. J. Zasloff and

A. E. fipgdman (London: Lexington Books, 1972), p. 52. Khieu Samphan told
his family after a package of money was delivered to their domicile in his
absence: ". . . if you take money from capitalists you have to work for
them; if you work for them, then you are a traitor to the people because
capitalists are enemies of the people."” Steve Heder, Telex to Time, Inc.--
New York; Bangkok, April 18, 18975.

39

Réalités Cambodgiennes, January 11, 1963, p. 7. The edited text of
the Prince's remarks are contained in "Quverture du XIVe Ceongres National
au Terrain de Men," Principauxr diseours (1863), pp. 6-7.

40The memorandum is published in R2alités Cambodgiennes, Febhruary 15,
1963, pp. 5-6, presumably upon the Prince's instruction. The Editor 1im
Chief was head of the Royal Palace staff at the time. The memorandum does
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tions were costly and represented unpreductive forms of expenditure which
would serve only to increase inflation and hasten price rises. But before
the government could point this out and before groups opposing the govern-
ment's austerity plans could act on the opportunity presented by the
Prince's memorandum, the survival of the Sangkum regime itself was called
into question by a nationwide school strike. :

The trouble began in Siem Reap town.*? A local policeman widely
suspected of smuggling activities, had been harassing lycée students and
school children about riding their bicycles on certain paths. at night. He
beat his own nephew for disobedience. Two days -afterwards, a schoolbey
was found beaten to death. Students accused the police of brutality and
murder, but local authorities defended the officer at the center of the
controversy. With this, student meetings were called to organize protest
demonstrations. These finally resulted in the sacking of the local peolice
headquarters, the removal and desecration of Prince Sihanouk's portraits
from all public buildings, and the brandishing of placards reading "The
Sangkum is rotten," "The Sangkum is unjust," and "Down with the Sangkum."
When two members of the cabinet, the Provincial Governor, and other offi-
cials arrived on the scene to discuss the situatien with students based in
Siem Reap Lycée, they were forced to march around town by demonstrators
who were armed with clubs and stones. Local cyclo (bicycle-cab) drivers
were observed to be in support of the student movement. Student appeals
for support from other colleges and lycées around the ceuntry resulted in
more demonstrations in most of the country's urban centers. With the
situation manifestly out of control, the cabinet, including Khieu Samphan,
resigned en maesse. Frince Sihanouk sent word from China that he had no
intention of giving up his post as Chief of State, a rumor mooted in the
press. 42

Once back in the country, Prince Sihanouk took perseonal charge of
getting the country's students back to their classrooms and his ministers-
back to their departments. The imminent. state visits of the King of Laos
and the Chinese President Liu Shao-Chi, added more urgency te the crisis,
At mass meetings in the capital, Sihancuk threatened to disband the Sang-
kum and the National Assembly, and even to retire from political 1life if
that was what people wanted. While he alternately pleaded, cajoled and
intimidated the public with implicit promises of more chaos without him,
his loyalists and security services organized demonstrations on his be-
half. The particular grievances of the Siem Reap revolt were gradually
lodged in a moral dialogue unsusceptible to compromise or mediation. The
revolt was attributed to a ''left conspiracy" jointly instigated by Son Sen,
a Siem Reap socialist who had been suspended from his teaching duties the
vear before, and Keng Vannsak, former leader of the republican-oriented
Democratic Party. That these two men had nothing to do with each other and
could not have planned the events in Siem Reap is beside the point: they
were both opponents of monarchy. Prince Sihanouk charged that if the

not appear in the Prince's collected works. Since the Prince later
attempts to revise this episode in history, the omission is probably de-
liberate.

4lThere are several versions of the events summarized here. These
remarks rely on information in the editorial in Phunom Fenh Presse, June 206,
1963; Réalités Cambodgiennes, March 8, 1963, pp. 1-4, and an interview with
Nuon Khuon in Phnom Penh on September 10, 1971. Khuon, an histerian and
journalist, was reared in Siem Reap. He graduated from the lycée a year
befeore these events.

zphnom Penh Presse, February 22, 1963.
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Sangkum was so repugnant to pecple and if the left were so desirous of
having everything their way inside the cabinet, then it would best to let
the Sangkum die an honorable death and allow the left to form their own
"homogeneous' cabinet. Keng Vannsak, Son Sen, Uch Ven, Chau Seng, Hou
Yuon, Khieu Samphan and others were each asked to form such a cabinet;
each refused. Unrebuffed, the Prince convoked a meeting of "34" leftists
at which he offered them every portfolio in the cabinet except the Prime
Minister's {reserved for Prince Kantol or Lt.-General Lon Nol) and the
Defense Minister's (which was to have gone to Colonel Khlot Routh). None
of those convoked agreed to participate in the cahinet. Indeed, they knew
in advance that the list of 34 had been drawn by Lt.-General Lon Nol as an
assassination list.%3® Prince Sihanouk vetoed Lon Nel's plan, partly in
crder to maintain the weak lelt as leverage against his competitors in the
aristocracy and in business, and partly out of continuing conviction that
the young progressives held the key to sorting out the country's economic
mess. %

The "Affair of the 34" nonetheless left progressives with little room
for maneuver. On critical matters of econeomic policy, Prince Sihanouk had
publicly thrown in his lot with the right. At the same time, the left had
been branded as a menace to social stability and monarchal leadership in
the wake of the Siem Reap affair. It was thus impossible for reform-minded
ministers in the cabinet to call for public cooperation in implementing
government austerity measures which would now been seen as contributing to
the current crisis rather than resolving it. Knowing the original purpose
of the 1list of 34 names and fearing yet another turn in the royal temper,
many of those lacking parliamentary immunity fled from Phnom Penh. TIeng
Sary, Salot Sar and Son Sen took to the maquis; others, notably Ok Sakun,
went abroad., Concurrently, "security precautlons' undertaken by the Army
in March and April ostensibly in preparation for Liu Shao-Chi's visit, re-
sulted in the summary arrest and internment of large numbers of people
described officially only as "Chincse." With the "security" crackdown,
the crisis subsided. The government withdrew its resignation. In reality,
it had never been accepted by the Assembly because of the uncertain consti-
tutional significance of the act. Strictly speaking, a new general elec-
tion was in order, but the prospect of facing an aroused and mobilized
electorate in an election campaign was not telished by most deputies. Even
without the election, the balance of power in the Assembly and the cabinet
shifted dramatically in the weeks of crisis. Progressives were isolated
by the flight or disappearance of their allies, the demise of the student
movement, and the menacing grasp of the security services. It was also
apparently that they would scon be purged from the cabinet.

From mid-May when the government's new finance laws took effect, the
prices of foodstuffs (especially meat, butter, and cheese) and luxury goods
rose dramatically, Businessmen were ohserved to be exploiting the change
in statutes to make encrmous profits on their existing inventories.**

43Interview with Ok Sakun in Paris, January 1872. Ok Sakun was among
the 32 who actually attended the cenvocation. This information greatly in-
fluenced the tactical thinking of the left in those weeks. In 1977, it
pecame clear that many of those named were members of the clandestine Com-
munist Party founded in 1960. The Party Secretary had already heen assas-
sinated a few months before.

i
4Interview with Donald Lancaster in [thaca, N.Y., July 6, 19790.
Lancaster said Sihanouk opposed Lon Nol's plan for a total crackdown on
"communists' at this time because he wanted people in his government "who
understood how China worked."”

45

Réaqlitée Cambodgiennes, June 7, 1863, p. 9.
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Prices did not cease rising, however, and the government soon realized the
business community was prepared to generate public panic and hunger so as
to overturn forcibly the new taxes and tariffs. 1In a special session, the
Assembly considered a freeze on prices, as well as such measures as fixing
legislative limits on commercial profits so as to even out inflationary
price spirals,and dumping imported, tinned beef on the market. Deputies
concluded that the former strategies couldn't be enforced and felt it was
too rvidiculous and costly to import tinned heef when the country was a net
beef exporter.*® Motions of confidence were subsequently moved against
Hou Yuon, whose community development department was not acting on the
Prince's proposals, and against Khieu Samphan whose trade department was
held responsible for the price war. In an extraordinary session at which
the censured secretaries were not allowed to speak, the metion to censure
Khieu Samphan failed by two votes. This was because vesponsibility for
the government's economic policy was not his alone but collective; having
averted one move for a new election, the Assembly was very wary of pro-
voking another. The motion against Hou Yuon was carried nem com, as his
offense was close to lése-majesté and perseonal. Yuon immediately resigned
from the cabinet.*? In retaliation for the withholding of beef from the
national market, Khieu Samphan used his powers as Trade Secretary to suspend
beef exports, cutting off, in theory, business's foreign market outlet.“®
In reality, however, the smuggling of cattle across the Vietnamese frontier
was already big business.*® This was but one more example of the general
disorganization and administrative weakness of the Sihanouk regime. In
such a state, holding office or administrative reform were perhaps equally
misleading concepts. Or so Samphan appears to have decided. On July 1,
amidst renewed, vigorous attacks upon his department at the mid-vear
National Congress, he resigned abruptly from the cabinet.s®

From this time, the general strategy or specific proposals for reform
outlined in Part Il of Cambodia's Eeconomy and Industrial Development, were
never advocated or acted upon again. Khieu Samphan devoted himself to con-
stituency work and part-time teaching. Students who approached him for
assistance in organizing a national student's union in 1964 were told that
he was not able, nor was it appropriate that he should aid them. They
werc instructed to "do what Lenin advises us in 'What is to be done?'"s1
He provided further evidence of his increasingly radical commitment to
national democracy by his decision to stand for re-election to the National
Assembly in open defiance of the expressed wishes and active interference
of Prince Sihanouk, who, by this time, had Samphan and other progressives
under 24-hour surveillance. The 1966 elections occurred in much the same
economi¢ crisis rtonditions as those in 1962. (See the "Tahle of Critical
Economic Indicators' above.} Khieu Samphan, Hou Yuon and Hu Nim were each
re-elected with large pluralities. But once again, the Phnom Penh resident

401pid., June 21, 1963, p. 3.

4;Ibid. The constitutional calculations are revealed in Réalités Cam-
bodgtiennes, June 28, 1963, p. 3, which also says the motions of censure
were “"hardly spontanecus'; they were introduced by deputies associated with
Phwom Penh Presse and business. These deputies also advocated joining the
IMF and the International Development Bank at the extraordinary session.

&8 s " :
Réalitée Cambodgiennes, June 28, 1963, p. 8.

4
’grbid.

*O1bid., July 12, 1963, pp. 1-3.

ElTnterview with Tourn Sok Phallar in Phnom Penh, September 15, 1871.
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"reds" were held responsible for mass reactions to official heavyhandedness
in a time of hardship. This time the incidents gccurred in Battambang
province where the army had confiscated occupied land for the purpose of
resettling Khmer refugees from the war in Viet Nam, and had forced peasants
to put scarce rice grains on the market at fixed and uneconomic prices. In
radic broadcasts during the resulting peasant revolt in Battambang, Prince
Sihanouk talked for the first time of stripping Hou Yuon, Hu Nim and Khieu
Samphan of their parliamentary immunity, of bringing them before military
tribunals or simply gunning them down.%2 Past experience demonstrated that
he did not always act upon such threats. Equally often, their mere enun-
ciation gave license to others. In certain knowledge or apprehension,
Khieu Samphan slipped away from his guards on the evening of April 24,
1967. The following morning, in the bustle of carts, taxi-cars and pedes-
trians moving in and out of the central market, he escaped to sanctuary in
the maquis. Parliamentary struggle by the socialists was over and with its
passing went any possibility for reform of Sihanouk's state.

Notes about the Translation

1. For historical authenticity, the colonial term "Cambodge'
employed by Khieu Samphan throughout the text, is translated
"Cambodia."

2. Most measures employed in the translated text are metric or
British:

1 hectare (ha.} is equal to 2.47 acres
1 thousand millions (Br.) equals 1 billion (US)

3. Explanatory footnotes inserted by the translator are enclosed
in square brackets and enumerated along with the author's
footnotes. '

4, The "Economic Map of South-East Cambodia™ and "Cambodia's
Rubber Plantations" have been inserted by the translator
for the convenience of readers unfamiliar with the countyy's
economic geography. The Economic Map shows sections of the
railway completed in the early 1960s (i.e., just after Khieu
Samphan wrote).

SZSee "Messape Radiodiffusé 2 la Nation (22 avril 1967)}" and ''Célébra-
brations de l'anniversalire du Parinirvana du Bouddha (23 avril 1967)," Les
Parcies de Samdech Preah Rorodom Sihanouk, April-June, 1967, pp. 174-76 and
183-86.
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PREFACE

As its title suggests, this work attempts to examine Cambodia's econ-
omy and the problems cenfrontlng its industrial development. We are fully
aware of the danger inherent in dealing with such a broad topic, especially
when enormous ohstacles such as the lack of histerical documentation and
current statistics are united with lack of personal experience and prac-
tice. Still, it seemed to us positively essential to make an effort to
sort out the connections between the interdependence of various parts of a
process affecting every aspect of life as a means of assessing our coun-
try's economic prospects. For these reasons, then, we will proceed. Our
discussion will, nonetheless, be limited to those chardcterlqtics of the
process which seem to us fundamental.

This study is divided into two parts. In the first, we shall make a
case for the objective necessity of industrial and self-directed develop-
ment through an examination of Cambodia's current economic structure, the
mechanism fostering this structure, and its consequences for continuing
economi¢ change. 1In the second part, we shall treat come specifi¢ obsta-
cles to industrial development. We shall make an effort to determine how
to undertake structural reform so as to establish a firm basis for indus-
trialization and to specify the requirements of such reform.

T would like to express my profound gratitude to Pierre Promont and
Gaston Leduc, Professors in the Faculty of Law and Economics in Paris, who
have treated me with such great thoughtfulness and understanding in addi-
tion to offering invaluable advice. I also wish to extend my warm thanks
to the officials and friends who assisted me in bringing this modest effort
to good end with their documents, personal recollections, and encourage-
ment.



PART 1

THE CAMBODIAN ECONOMY

CHAPTER 1

CONTEMPORARY ECONOMIC STRUCTURE

Section 1. Essentially Precapitalist Structure

1. Agriculture

A. A Vast Precapitalist Sector

Approximately five million people live on Cambodia's territory of
182,000 square kilometers. The economically active population numbers
about two millions. Around 85 percent of these working people are engaged
in agriculture, where their productive potential is limited by the rudimen-
tary means of production: a few draught animals per village; wooden
ploughs; the labor power of isolated individuals subject to unruly forces
such as drought, flood, disease, etc. Agriculture is still, essentially,
the result of family enterprise.

There is an important distinction to be made, however, between the
family enterprise devoted to rice cultivation on the interior plains and
that devoted to chameaqr cultivation in the riverbank area.?' Both types of
enterprise, to be sure, employ only the labor of the family, i.e., the cul-
tivator, his wife, and their children. This is what makes them family
enterprises. In each of the two types, the cost of the instruments of pro-
duction comes to only one to two percent of total cperating costs. Yet
small-scale family cultivatioen of rice paddy is more backward than the
small-scale family cultivation of riverbank chamear. It continues to re-
semble the type of family agriculture practiced in medieval Europe in that
it is primarily oriented towards immediate consumption, while the small,
family echamear is, in contrast, largely market oriented, and for this rea-
son it may be regarded as petty merchant enterprise which might develop
into genuine capitalist activity {(utilization of capital and workers). To
date, the riverbank region is the only area where there are people who have
become a sort of rural bourgeoisie. But in the absence of local industries,
nipped in the bud by competition from foreign imports, the expansion of
commercial and capitalist production there is linked to the production of
export commodities, Crop selection and production are determined through
the years by world price fluctuations for various agricultural products.

The riverbank region covers only about 500,000 hectares surrounding
the branches of the "X' made by the intersection of the Mekong-Tonle Sap
River and the Bassac River at Phnom Penh [see map, p.24). The rather han-
dicapped petty merchant and capitalist mode of production there seems re-
luctant to move very far away from the river. Around 1,500,000 hectares

[Chamear means “garden.'"]
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of rice paddy, three-quarters of all land tilled in Cambodia, are worked
under a feudal mode of production. The peasant family grows rice mainly
for paying off land rents and debts, and the remainder goes toward meeting
subsistence need, not for exchange or for monetary gain.

B. Capitalist Sector of Large International Units

There is, nonetheless, an island of capitalist agriculture cutting
into this vast '"traditional" base, the rubber plantations. In contrast to
the small family enterprises discussed above, the rubber plantations are
the work of large capitalist firms making rather extensive use of capital
and hired labor (about 17,000 workers) [see map, p. 26].

Rubber production in Cambodia is wholiy controlled by the following
companies:

Company Area Planted Production

The Cambodian Company
{plantations at Chup,
Peancheang, and Krek) 18,000 ha. 12,800 tons

The Indochina Company of Mimot
(Kantroey, Chalang, and '
Prek Chhlong]) \ 5,600 ha. 6,700 tons

The Kratié Plantations Company

{Snoul}) 2 , 3,000 ha. 3,000 tons
Mekong Rubber Company

(Prek Kak) 3,480 ha. 2,800 tons

Kg-Thom Rubber Company
{Chamcar Andong
and Chamcar Loeu) 2,120 ha. 2,200 tons

Each of these companies in turn belongs to a large "international
unit.'" The Cambedia Company belongs to a Franco-Belgian firm Finaneciére
des Caoutechowe, this being a big "international unit™ which alseo helds
rubber plantations in South Viet Nam, Malaya, French Equatorial Africa,
and elsewhere. The Mekong Rubber Company belongs to the Compagnie Cénérale
des Calonies. The amalgamated plantations at Mimot are owned by the Bank
of Indochina.

“All 32,000 tons of rubber produced each year are exported.

2. Industry

The essential characteristics of Khmer industry may be summarized as
follows:

(1} It is weak and unstable;

(2} It is part of an ensenble centered abroad rather than part of an
integrated national ensemble.

A. Industry Is Weak and Unstable

The weakness of industry is revealed by its small contribution to
total national production.
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Cambodia's statistical yearbook for 1937-1957 attributed 1.2 thousand
million riels to industrial production:. This includes the '"value added"
by numerous individual craftsmen spread around the country: family noodle
and soya sauce manufacturers, stone masons, jewelry makers, joiners' shops,
housewares shops, blanket makers, marble sculptors, leather cutters, makers
of wooden shoes, bake shops, etc.

These workshops, employing family labor, as they do, almost exclusive-
ly, are more properly classified as handicraft industries in a small mer-
chant and precapitalist economy. They should not be regarded as “capital-
ist industries.”™ Furthermore, as the handicraft sectoer is clearly predomi-
nant in industry, its gross production could be estimated at 600 million
riels, a sum which should be subtracted from the figure above. I[ndustrial
productien then amounts to approximately 600 million riels, or only 8.6
percent of the GNP (estimated at 7 thousand million riels; see p. 30).

This figure is still only an extremely rough, first estimate and very
abstract. A complete table of existing major industries appears in the
Annuaire statistique rétrospecti| du Cambodge (1837-1857). This table,
reproduced in the Appendix as Table 1, gives us a better idea of Cambodia's
industrial structurg,?

The sugar refineries, cigarette factories, hand-operated sawmills,
charcoal factories, kilns, brick and tile works, soap factories, oil dis-
tilleries, fish sauce factories, silk weaving shops, potteries, shoe and
dye works, and blanket and bedding shops are all workshop-type installa-
tions using little fixed capital, rather like those observed in seventeenth
and eighteenth century Burope. Similarly, the rvicemills, distilleries,
mechanized sawmills, icehouses, softdrink factories, power plants, print-
shops, blacksmiths and foundries, and mechanical repair shops all resemble
factories of the seventeenth and eighteenth centuries more than they do
"modern" factories.

The water and electricity plants are steam-generating statiops of low
efficiency. In 1957, the installed power was 11,579 kilowatts, and the
power generated was 9,350 kilowatts. Taking advantage of an absolute
monopoly situation (both existing companies being owned by the Bank of
Indochina), these firms avoided investing large amounts of capital for in-
stalling a hydroelectric system or even for improving the existing plant
50 as to provide electriecity at a lower price. They were content with the
inefficient generators which promised faster returns on investment, even
thouegh they produced electricity that was very expensive. For this reason,
only 21.7 million kwh of a total preduction of 29,5 million kwh were con-
sumed in 1955, while existing national and foreign productive enterprises
were simultanebusly obliged to acquire their own generating sets to produce
the electrical enerpy they required. The public services and a small i
stratum of the population consume most of the electricity produced in Cam-
bodia. For most people, electricity is a "luxury."

The blacksmiths' forges and foundries might play an impertant rele in
the process of industrialization, but until now they have been restricted
to repairing ships and steam engines. We note that among the long-estab-
lished yards there is a French company which formerly operated out of Hai-
phong but which relocated in Cambodia in 1955. This is SOKREC.2 The

Z['l‘his table is missing from the text and from the copy held by the
University of Paris, It is reproduced from the original source.]

3[SOKREC is an acronym for Société de Constructions, Fépresentations
et Etudes du Cambodge. 1t had naval yards in Phnom Penh and Sihanoukville.]
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assembly line for two-horsepower Citroen that was set up in late 1957 is
only slightly more than a garage selling imported automobiles.

Aside from those already mentioned, Cambodia's major industries are
rticemills and rice alc¢cohol distilleries. The production of other consumer
goods is left either to small handicraft enterprises or to manufacturing
of even less significance that uses only very small amounts of capital
(notably tobacco processing and weaving). Due to their extremely low pur-
chasing power, most people smoke hand-rolled cigarettes. Manufactured
cigarettes and carbonated drinks are totally beyond the reach of the mass
of peasants, who make up about 85 percent of the population. Conditions
being as they are in Khmer society, goods such as these must be considered
"luxuries.'" And in the fimal analysis, rice alcohol distilieries owe their
prosperity to systematic poisoning of the population.

This look at the structure of industry allows us to say that it is
very fragile. Most workshops and factories resemble those of the early
Middle Ages. This structure is, moreover, profoundly unstable, for it is
not oriented towards meeting the requirements of the mass of the popula-
tion nor towards meeting the requirements for development of Khmer society.

B. Industry and Crafts Rely upon a Foreign Center

Apart from the fact that Khmer industries and crafts are weak and
unstable, they do not compose an integrated, autonomous, national whole.
Each separate component is, rather, part of an ensemble centered abroad.
Thus, industrial development is wholly dependent upon outside circumstances
over which the Khmer firm has very little control. This is not a situation
of interdependence among several autonomous economic ensembles, but one of
clear unilateral dependence of components of the Khmer economy upon the
ensemble represented by industries from advanced capitalist countries.

This dependence is shown by the facts that:

(1) The principal firms of a capitalist type are directly owned by
big international units with foreign headquarters.

(2) Industry and crafts are totally dependent upon foreign supplies
of raw and senmiprocessed materials.

Let us examine these two points in turm.

a) The principal firms of a capitalist type directly owned
by "big international units' with foreign headquarters

We have already looked at the situation of the rubber plantations.
As for industrial activity, the Bank of Indochina is predeminant. It once
owned both water and electricity companies (Compagnie des Eaux et Electri-
¢ité and Union Electrique Indochinoise). The concession rights for these
firms have only just run out, and the plants were ceded to the Cambodian
government in early 1958. The Bank also controls Distilleries de 1'Indo-
chine. The founding company had a total menopoly on the industrial produc-
tion of rice alcohol; it produced 7 million liters (100 percent pure
alcohol) of the total Cambodian production of 9,600,000 liters. The
second company still holds its market position even though it faces stiff
competition from the large American firm "Green Spot.'s

4[’£‘he first company, the Sceiété Frangaise des Distilleries de T'Indo-
chine, was set up imn 1902, It lost its official monopoly status after
1933, but this "second company" retained market dominance because its plant
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That more or less covers all the "modern" C&pltallst enterprises in
Cambodia.

b) Industry and crafts are wholly dependent upon foreign
suppliers of raw and semiprocessed materials

Industry (factories and workshops) and handicrafts experience an in-
complete economic cycle which excludes any possibility of economic indepen-
dence, A table showing the import requirements of some major industries
appears in the Appendix [Table 2]. Note that breweries and icehouses, for
example, import bicarbonate of soda, sodium citrates, phosphoric acid,
citric acid, caustic soda, orange concentrate, sarsaparilla essence,
African cola essence, essence of laurel, blue and orange colering, pepper-
‘mint concentrate, and pins and nails of diverse sizes, not teo mention
fuels, lubricants, and spare parts. As for local raw material, these
"processing” industries process only water from the Mekong.

All the other examples are equally striking. This means local indus-
trial components are more thoroughly integrated into a foreign whole rather
than a national whole. Local businesses are welded to industries in ad-
vanced capitalist countries and totally ignore the rest of the national
economy: the cigarette factories process foreign tobacco, soap factories
use foreign copra, and no attention is paid to "indigenous" tobacco and
copra. Thus, elements of industrial development issuing from intcrnational
integration of the economy are usually conceived as extensions of the in-
dustries of advanced capitalist countries, while at the same time agricul-
ture vegetates under the weight of a profoundly precapitalist structure.

3. National Income

On the basis of this brief overview, we can say that Cambodia's econ-
omy is agricultural and backward. The retarded character of this struc-
ture is shown by Cambodia's low national income.

According to the 4nnuaire statistique réircspectif du Cambodge (1937-
g57), the net national preduct was 12 thousand million riels in 1956, the
equ1»a1ent of 120 thousand million francs at current efficial exchange
rates.® This amounts to 24,000 francs per capita,

In our judgment, the Figure of 12 thousand million riels is contro-
versial, In fact, the volume of the gross national product is even less.
Indeed, the calculation of the national product included the "value added"
by administration, defense, commerce, and hanking. 1t seems clear, how-
ever, that these branches of activity add no value to the product of
society f[rom the perspective of tThe economy as a whole. They only profit
from a transfer of value issuing from other productive activities within
society {agriculture, crafts, small industry)., And the transfer of produce
within society does not in any way enlarge the velume of production secured
by the society. The distinction made by the Scottish economist Adam Smith
between productive and unproductlve work deserves serious consideration
here.® Far be it for us to say, for examp]o, that a civil servant or a

and commercial organization were superior to those of local competitors.
Green Spot moved inte the Cambodian market after the ccuntr) was finan-
61ally independent from France in 1955.]
[ln 1959.]
6

Adam Smith, The Wealth of Nations, Guillaumien French Translation,
1843. : i
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soldijer would be useless to society. However, the greater the reduction
in numbers of individuals engaged in general social organization, then the
larger the number of people who can contribute to production will be, and
the faster the nation will acquire wealth.

Moreover, if maintenance costs for a soldier are a necessary expendi-
ture, especially in Cambodia's current circumstances,? such expenditures
are nonetheless unproductive. But this matter is being clarified, in ocur
view: the struggle for peace in Southeast Asia and against military pacts
is an integral part of our econemic development efforts. As for commerce,
finally, its "unproductive" character will be apparent once we have studied
the mechanism underlying its overdevelopment.

If this distinction between productive activity and unproductive
activity is appropriate, a distinction made from a general economic per-
spective without any pejorative intent, it follows that about 5 thousand
million riels entered into account as '"value added" by administration, de-
fense, trade, and banking must be subtracted from the figure advanced for
naticonal production. The net national product is thus 7 thousand million
riels (12 - 5 = 7 thousand million riels).

This figure should more closecly approximate Khmer economic rveality.
Income growth is meaningless unless it is matched by material growth. In
our view, growth in productive potential is the only valid criterion for
evaluating the degree of development in an economy. We are of the opinion
that any reasoning couched in purely monetary terms without reference to
"material'' factors can only cause disappointment.

Section [I., The Causes of Economic Backwardness

From a strictly economic point of view, the effect of French interven-
tion in Cambodia from 1836 onwards was to "open up' the country to trade
with France. According to the act of January 1892, metropolitan goods
entered Indochina without duty, and reciprocally, Indochinese produce im-
ported by the metropolec was exempt from duty. As a general rule, and
according to conditions in the same act, foreign goods entering Indochina
paid the same duty as they would have paid for entry into France. Thus,
the customs device precluded entry of merchandise from other capitalist
countries but established free trade hetween France and Indochina, within
which Cambodia was dissolved.

The present economic structure of Cambodia issues from this free and
unfettered contact between a basically precapitalist Khmer economy and a
nore advanced French capitalist economy.

When two capitalist countries come into contact (elimination of pro-
tective tariffs and import quotas, free transfer of capital and earnings),
they are able to play symmetrically active roles as long as they are at
about the same level of economic development. The two economies interpene-
trate in a gradual way until they form a perfectly integrated whole.
Needless to say, this process of reciprocal integration does not come about
without conflict or crisis, but at the end of the struggle only small and

"[This refers to events known as the Dap Chuon Affair, an aborted land
invasion and conspiracy to overthrow the Sihanouk regime which was exposed
in January 1959. Memhers of SEATC and the Saigon govermnment, who made no
secret of their dislike of Sihanouk's foreign policy of neutrality, were
deeply dimplicated in the affair.|



‘medium-sized businesses, the "marginal® businesses of the two countries,
will be eliminated. The big businesses in the twao countries will emerge
in a stronger position and will profit from a larger "economic space"
within which they can deploy capital and labor as they desire.

The process is profoundly different in relaticons between capitalist
.and precapitalist economies if relations are established on the principie
of freedom of commerce of the sort devised in the mid-nineteenth century
between France and Cambodia. The confrontation here is unequal. One of
the economies concerned is already more advanced and mere dynamic, pro-
pelled by exchange and search for profit. The other is stationary, living
essentially on the principle of immediate gratification of needs and still
unaware of exchange and profit. Contact does not break the precapitalist
character of the latter, which becomes underdeveloped. In trade between
France and Cambodia, Cambodia was unable to play a role comparable to that
of France, a developed capitalist country. Only France played an active
role, integrating its partner, which was subjected to integration, into a
tforeign capitalism. In this situation lies the basic cause of Cambodia's
present economic backwardness. '

From 1955, Cambodia's interactional trade was eunlarged to include
other advanced capitalist countries, in particular the United States of
America. Coming out of two wars, the United States undeniably gained
economic dominance in the Western world. It took advantage of payment
difficulties experienced by Cambodia as well as by the majority of under-
developed countries to build up commerce on the old principle of free
trade. Indeed, because American ecenomic aid is mostly commercialized aid,
it embodies the principle of free trade. It contains, in essence, the
mechanism for integrating Khmer economy into the new dominant economy, the
mechanism which can only reinforce recapitalist structure in the national
cconomy .

We have been talking about relations premised on free trade, and we
emphasize this because contact with advanced capitalist economies does not
necessarily lead to disequilibrium., Under other conditions which we will
attempt to define in the course of this essay, contact is, in contrast,
beneficial not only for Cambodia but for both parties.

First of all, let us take a closer look at the mechanism which gave
rise to the present structure. In this second section, we will consider:

1. Cambodia's economic¢ structure in the mid-ninetcenth century
2. Structural impact of contact with France
A. Contact premiscd on-fereign trade
~a) Ruin and decltinec of handicrafts
b) Reinforcement of precapitalist structure
B. Generalization of capitalist networks stimulated by foreign
capital
a) Private investments
b} Public investments
3. American aid and the strengthening of LﬂtETDﬂthﬂﬂ] ﬂtegxdtlon
of the economy
A. Capital investments
B. Commercialized aid

1. <Cambodia's Economic Structure in the Mid-Nineteenth Century

A detailed study of Khmer economy prior to its contact with France
would give us a better understanding of characteristic aspects of contempo-
rary Cambodian economics, Without such scholarship, we can only attempt to
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present a general overview of the principal characteristics of the present
structure.

Cambodia's economy in the nineteenth century was still a precapitalist
agricultural economy: agriculture was the principal occupation and re-
source. Court rituals and the organization of the state reflected the cen-
trality of agriculture, as did }iterature and popular traditions.

This agriculture rested upon agrarian organization resembling the
feudal form. The feudal character of rural Xhmer life certainly had its
nuances, linked perhaps to technical conditions of rice cultivation and
most certainly to historical and geographical conditions of the country.
On the one hand, there were no large single-owner agricultural demains,
only small village enterprises. On the other hand, in a territory already
reduced to its present size and composed of a plain generously provided
with rivers and navigable waterways as means of easy communication, the
still-powerful central monarchy was capable of tapidly abolishing large
"fiefs," that is, groups of villages taken over by a prince or a high
ranking official. Thus there were no equivalents to the French chatelain,
the English squire in his manor, or the Chinese potentate in his ya-men.
Nevertheless, the peasant mass was imprisoned within the village or srok®
under a feudal form of authority, that of the landowning and official oli-
garchy of séthey.® Even though the kinpg was, in theory, exclusive master
of the soil and its beings, the earth was concentrated in the hands of
sétheys, feudal lords and officials even more powerful than ministers, for
the capital was, after all, far away with respect to the means of transport
at this time.

At the beginning of his reign, the king entrusts management of his
property to his people: "The water, earth, forest and mountains in the
provinces of the Kingdom cannot be taken by Us. I entrust them to the
religious communities, to all pecople and to all animals in order that they
may obtain therein their subsistence with integrity."1°

In reality, the large class of officials and notables whom the ‘king
failed to satisfy divided the land for themselves. It was then cultivated
by peasants reduced to servitude and slavery. C(Could it be ctherwise when:
"The tyrannical influence of mandarins has so deeply penetrated the heart
of this country; it is so well inlaid there that the peasant is nothing
more than an abstract being.'1?

Thus, rural Khmer life surely presents a feudal character, Under this
feudal shroud, an active handicrafts sector had already emerged. If the
use and transformation of the mineral wealth of the land was primarily the
work of the king and feudal lords through use of their slaves or pels (pols
dek are employed in iron mining, pol thmarkeoe 1in marble works, pols krom
in saltpeter mines, etc.),'? free artisans were prominent in silk, cotten,

s

: . ' ; s g . 5 g
[The srok is a Khmer administrative unit comparable to an American
county or a French canton.]

0 . . . .
“[S5éthey denotes a member of the ancient commercial class; literally
translated, séthey means the "enlightened" or "golden' one.]

10Adhemard Leclerc, Codes Cambodgienms. '"Sainte regle et sacre royal
du roi Saurvapearn," p. 42.
11

Paul Collard, Le Cambodge et les Cambodgiens.

12[?03 denotes member of a "corps" or "force'" as well as hereditary
slave.]
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rattan, palm sugar, wood, ivory, and leather crafts. Here is the list
drawn up by Pierre Dreyfus in his dissertation, Le Cambndge Economigue,
Paris, 1914:

It must be pointed out that the indigenous population is
rather actively engaged in the making of canoes out of koii,
which exists in abundance in Thpong and west of Samrong-Tong.
In particular, boats called kamrcis are made in the districts
of Kampong-Cham, and Stung-Treng. Oars are also made in this
latter province; these products are sold to Malays, in par-
ticular, who go there gvery year for this. reason.

: . basket and mat weaving is a truly native 1ndust1y
where they use bamboo, rattan and special palm leaves.

Finally, we must mention in this category, the ropes
made of chinese nettle and china-grass manufactured in Kam-
pong Cham and in the residence of Stung Trang, which are much
sought after by sailors and boatmen. ;

The natives dye their silks with vebetable tints made of
gum lacquer, with indigo and with the bark of trees. .

The silk industry is centered primarily in Kasbamrung
and Kassotin in Kampong-Cham province where high quality
sampots are made for local consumption in the residence of
Krat and Kratie. Louea-Em silks {Prey-Yeng} received a prize
in the 1904 agricultural contest,

The author noted that the silk industry was already in decline as he
wrote. One reason for this was the extremely cheap price of silks sold by
Chinese from Xorat or Oubane'?® and of French manufactured cottons.

The auther continues his enumeration: . . . the clay soils of Kam-
pong-Chhnang province are used to make bricks and very good quality pottery
which is exported to Cochin-china, lower Laos and all of Cambodia.

He mentions industry linked to fishing, the manufacture of fishing
tackle, and boats. "Finally, let us mention an industry which might be
surprising coming from such apathetic people as the Cambodians. In the
game-rich residence of Pursat, the natives are engaged in uiJeSpTead sales
of hides and hornb, in maklng meat preserves, and in preparing venison
products,

The apathy of Cambodians is frequently mooted and loosely attributed
to a particular trait of the race. But would it not be more appropriate
to seek an explanation for this "apathy" in the economic and social struc-
ture of the time, more precisely in this "tyrannical influence” of manda-
rins and feudal lords which diminished people to nothing more than "ab-
stract beings,"™ to use Paul Collard's nicely turned phrase. Would the
Cambodian living under the conditions of feudal society be more apathetic
than the French serf in the Middle Ages? 1t seems not. In this case, it
is the economic and social structure which forbade Khmer peasants and “arti-
sans from developing their full potential.

It must not be overlooked that Khmer industry in the mid-nineteenth
century evolved under cenditions in many wayvs similar to those experienced
by French artisans all through the Middle Ages. The essentially "static"
subsistence economy had yet to be transformed into a more dynamic mercan-
tile economy. In this respect, Cambodia's economy was lagging behind that
of India, where manufactured products were already appearing, and also
lagging behind its neighbor, Viet Nam, where artisans had already broken

3[As in text. Possibly Ubon.l}
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away from agriculture and were centered in specialized villages or "village
assemblies," where each village as a unit executed all necessary operations
in one area of production. But some specialized villages did exist, e.g.,
silk or cotton weaving villages (Kas Sotin, Kassemrong) and pottery vil-
lages ({Chzei Bac and other villages in Kampong Cham province). There was

a growth of centers of exchange in various kampong™ (at rTiver junctions

or along riverbanks). And some products, especially pottery, were already
traded widely. All of these examples prove that the social division of
labor was already relatively advanced and that a merchant economy had al-
ready made progress. Ancient handicrafts were already technically advanced.
Here, in addition, is the impressioen recorded by one of the first French
administrators: "And yet, when one sees the wonders of solidity wrought by
the Cambodian for his carts so light and elegant, the vital boldness of his
pagoda frames, the finish of all the instruments he employs, and the taste
with which he makes them, curves them and gracefully sculpts them, the in-
tricacy of the combinations of designs and colours in the weaving of those
marvellous silk sampot, one cannot avoid accepting the possibility of rapid
industrial development by this race. . . ."1% The author thought that the
¢reation of a school of arts and crafts coupled with instruction in the
Khmer language would naturally further such development.

Without underestimating the economic utility of such a school, we be-
lieve nevertheless that its effect cannot compensate for the opposing
effects of a process of profound structural transformation of the economy,
the process ineluctably set into play by contact which had just then been
established with France. Industrial development can only be facilitated to
the extent to which the precapitalist economy is assisted in involving it-
self in the process of disrupting feudal society and in fostering national
capitalism,

And contact with France did not hasten the blooming of this national
capitalism; on the contrary. Contact with France diverted development
onto its current semicolonial and semifeudal path by integrating the tran-
sitional economy into the international market where the most developed
country leads.

We shall now attempt to analyze this mechanism of structural trans-

formation in more detail.

2. The Structural Impact of Contact with
France from the Mid-Nineteenth Century

At the time of the Renaissance, the development of capitalism in Euro-
pean countries was a process evolving within a manor economy and passing
through two stages:

1) Transformation of subsistence economy into simple merchant economy.
This step was taken in the course of the Middle Ages when new tech-
nological innovations enabling growth in productivity required
division of the tasks of tillers and artisans. The artisan gave up
agriculture in order to specialize in the production of household
poods and farm tools. The cultivator no longer made such goods and
tools for himself. Thus, a market for selling and purchasing goods

14[Kampong is Xhmer for river town or port, he term is borrowed from
Malay.]
15De Coulgean, French Vice Consul. "Report on Cambodia," Bulletin

deonomique de 1'indochine, 1902, p. 420
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emerged along with this first division of labor within the society.
it prompted exchange between agricultural and craft sectors, and
later within the agrarian and craft sectors themselves.

2) Transformation of a simple merchant economy into a capitalist econ-
omy. As the social division of labor and the expansion of trade
proceeded, competitive relationships emerged among individual pro-
ducers, each striving to sell at higher prices and to buy more
cheaply, This resulted in the strengthening of those who were
strong and the ruin of others, which in turn led to the transfor-
mation of independent producers into salaried workers and the
transformation of a number of small operations into manufacturing
enterprises.

Continual competition obliged the first capitalists to mod
ernize their enterprises, to make greater and more intensive use
of capital. The decision of one enterprise in one field to bring
new equipment inte use was enough to force competitors into making
comparable investments, lest they be outdistanced. Thus, tech-
nology advanced rapidly along with production,

Admittedly, in historical reality things are not so clear cut. First
of all, the two processes evolve, in part, simultaneously: the transforma-
tion of simple merchant circuits into capitalist circulation accelerates
the monetarization of sectors still excluded from the exchange process.
Next, the transformation of a simple merchant economy into a capitalist
economy is accelerated by external trade: ‘adventurous' merchants get rich
from the sale of spices and foreign goods to big feudal lords; this facili-
tates the first accumulation of previocusly heoarded wealth by prosperous
merchants, who then become manufacturers. These qualifications should not
obscure the essential process, though, and that is the fact that in the
beginning there was a division of labor within the society and development
of internal trade.

In precapitalist economies subjected to international integration, the
nattern of events is profoundly diflferent.

We will see this in considering the example of Cambodia.

A. Structural Impact of Foreign Trade

a) Decline of Handicrafts

If the beginnings of capitalist development in Eurcpean countries lay
in the investment of indigenous capital and the setting up of light indus-
tries which put on the market goods which were previeusly supplied by arti-
sans, the origin of the underdeveloped economy in Cambodia lies in the
penetration of French and foreign industrial goods. French businessmen
came to set up shop and flooded the local market with manufactured goods.
The relative cheapness of these goods prompted the decline of much of the
national craft sector. S8Silk and cotton weaving almost completely dis-
appeared because of competition from French manufactured rayon and cotton
cloth. The decline in silk and cotton weaving also affected family dye
works.

Sugar-based industries suffered competition from refineries installed
in Viet Nam by the company Raffinevies de I'Indochine; local rice alcohol
distilleries encountered competition from Distilleries de I 'Tndochine.
Once imported foodstuffs seized part of the market, artisans who processed
agricultural products subsisted only by meeting the needs of a fraction of



36

the population that was too poor to buy foreign merchandise. Tinware,
pottery, basket weaving, and esparto crafts suffered the same fate. A sub-
stantial part of their market within the rich and middle strata of the
population was coernered by similar substitute products manufactured more
cheaply by foreign industry.

Monsieur De Coulgean, whose impressions of Khmer craftsmanship we

have already cited was astonished: ". . . and yet individually, the Cam-
bodian is industrious and skilful; he can make anything he needs by way of
tools, utensils, clothing and housing. . . ." And a little further on:

"Thus, even though the Khmer is a fine potter, an ablé woodcutter, an ad-
mirable boat builder, a tasteful and adroit manual worker, and while he
lacks neither courage nor patience, nor even @ certain bold entrepreneurial
spirit, he has net heretofore understood how to set up anything of indus-
trial significance.”'® Might not the reason for this apparent contradic-
tion lie in the direct and indirect competition of imported goods? In
Europe, entrepreneurial zeal emerged only with the birth of capitalism.
And, capitalism, effectively protected by tariffs, required a long time to
work its way through medieval feudal society.

In Cambodia, the market economy was still in its early stapges. It
evolved slowly under the mantle of mid-nineteenth century Khmer feudalism,
Handicrafts had already attained a high level of technology but had yet to
break away from agriculture. The introduction of goods from more highly
developed foreign industries could only slow down and prevent the breaking
apart of intricate networks of feudal relatiomns of production.

More recently, during World War II and the period of forced autarky,
which limited foreign competition, some handicraft industries were able to
emerge. These were mainly soap, cotton, blanket, silk, palm sugar, and
paper crafts. The papermakers disappeared quickly once paper imports re-
sumed., Other firms were placed in similar jeopardy. In its report of
11 October 1956, the Mining, Industry, and Crafts Administration notes that
"more than one industry in our country finds itself in difficult straits
because of uncertainty about its future." Referring to the Tan-Y-3ine
sugar refinery, which was founded during the period of wartime hardship and
which now produces 700 tons of sugar annually, the same report says: "If
sugar imports are prohibited, it could produce enough to cover the coun-
try's entire need," In point of fact, this refinery incurred a loss of
174,172 riels in 1954 owing to competition from imported sugar (2,086 tons
in 1854). -

Competition from foreign industry or its commercial "feelers" still
continues. National crafts are fading away and dying. Still, we must not
conclude that they will soon disappear altogether. The truth of the
matter is that only some national crafts succumb. Others subsist by
satisfying the needs of the impoverished section of the society whose lim-
ited purchasing power denies them access to foreign goods. Still other
artisans survive in the wake of large foreign industry and find themselves
responsible for service and repair work on goods manufactured abroad.

This is the case for all sorts of repair and maintenance men who service
such items as radios, automobiles, electrical equipment, etc. Handicrafts
and small industries thus become an ancillary sector attached to big for-
eign industries. This in turn makes them increasingly vulnerable to fluc-
tuations in advanced capitalist economies. From then on, opportunities for
development proffered by foreign capitalism depend entirely upon evolution
in the international conjuncture.

16De Coulgean, op. cit.
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As long as business is good, artisans receive a share of it, a modest
share to be sure, but enough to guarantee a certain level of activity and
the acquisition of some new ideas. Part of the crafts sector can even try
to enter the ranks of industry by modernizing itself and enlarging its
labor force, while at the same time "traditional craftsmen" continue to
slide back inte secondary occupations.

I1f, on the contrary, a recession comes aleong, the "push" towards in-
dustry stops; small capitalist industries obliged to reduce their activity
will be seen to retrench and will thus tend to rejoin the handicraft sec-
tor. This particular kind of "strengthening" of the crafts does not,
however, amount to any quantitative expansion of the sector because it is
more than offset by the decline and collapse of numerous existing opera-
tions.

b) Reinforcement of Precapitalist
Structure in the Countryside

The decline of artisans, including some who rather paradoxically owe
their survival to the extreme impoverishment of a substantial portion of
the population, signals a retreat to subsistence economy. The enfeebled
craft sector is no longer capable of breaking away from agriculture and
persists only under the heading “secondary activities'" of peasants. The
movement towards the disintegration of feudal structure is thus arrested.

In advanced capitalist countries, a profound disrupticn of agrarian
structure accompanied the "industrial revolution." In certain countries,
notably France, the lordly domain was destroyed by the revolution, which
resulted in confiscation and division of feudal properties. The peasant
became the exclusive force in agriculture and transformed himself into a
capitalist farmer. Feudal landlords in other countries (England, Germany,
and Japan), prompted by strong currents of exchange issuing from newly
emerging industry, '"reorganized" their property, replacing ancient and
backward methods of cultivation (share cropping, renting) with capitalist
methods of cultivation (capital investment and use of salaried workers)
which resulted in a rise in productivity and a reduction in the number of
peasants per hectare of cultivated land.

Thus, according to Colin Clark, the rural population in the United
States of America rose from 4.97 million workers in 1850 to only 10.5 mil-
lions in 1935, while the amount of land under cultivation increased at a
much faster rvate. In Great Britain, the population employed in agriculture
declined from 2.06 millions in 1861 to 886,000 in 1930; in France, from 6.3
millions in 1860-6% to 5.5 millions in 1930. 1In both of these countries,
the area under cultivation can be considered constant during the periods
cited. At the same time, agricultural production in these countries, esti-
mated in international units, rose from 298 to 669 for the U.S.A., from

581 to 827 for Great Britain, and from 435 to 500 for France.

In Cambodia, as in eother underdeveloped countries, we seem to be ob-
serving the opposite phenomenon. Information is lacking on both population
movements and land under cultivation, as available annual statistics are in
fact only estimates made by central authorities based on public "lists" or
on the often inaccurate statements of local authorities. However, as the
method of estimation was constant over the yvears, it is reasonable to
assume that the resulting time series might reflect developments in popula-
tion and land cultivation. Thus, in 1900-1913, the area given over to rice
paddies was estimated at 620,000 hectatres.'?7 Taking intc account area

1TH. Brunier, Essai d'atlas statistique de 1'Indochine frangaise, 1914.
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seeded in cotton, corm, tobacco, pepper, etc., which Cambodia was already
exporting in large quantities, the total land under cultivation might
reasonably be estimated at 650,000 hectares. In 1950-51, the area under
¢cultivation reached 1,320,000 hectares, an increase of 103 percent.'®

What about changes in rural population? Precise statistics being
nonexistent, we can make inferences about changes in the agricultural popu-
lation by looking at the exodus of rural residents from the countryside.

In 1900-1913, towns being barely developed, we can estimate that approxi-
mately 95 percent of the total population of about 1,500,000 people lived
in the countryside: : '

&
1’°00iggﬂ % 25 = 1,425,000 rural residents.t?

In 1951, moreover, the number of people living in the countryside rose
to about 3,535,000 (87 percent of the population), a figure obtained by
subtracting the population of the provincial towns (529,127) from the total
population (4,073,967).2° From 1900-1913 to 1950, therefore, the agricul
tural population increased by 149 percent.

Cultivated Area Agrarian Population
1913 = 100 1913 = 100
1950 = 203 1950 = 249

The increase in number of cultivators per hectare of land 1is partially con-
cealed by the availability of easily cultivated land in Cambodia where
nature is truly generous. Nevertheless, this tendency is discernible.

Furthermore, every year when work in the rice paddies and other
fields ends, a mass of impoverished and ruined small producers regularly
come into town in search of work. Dock workers, taxi drivers, cooclies for
toad and bridge construction, water porters, and domestics are recrulted
from this reservoir of casual labor. The existence of developing industry
capable of assuring stable and remunerative employment might have '"fixed"
this seasonal population "surplus' which shunts back and forth between
town and countryside. Life in the countryside is hard for impoverished
peasants. And towns proffer only a most mediocre alternative. Most peas-
ants are thus obliged to crowd together on the land, carve up family hold-
ings into infinitely small pieces, put up with high rents and other sorts
of medieval exploitation, all of which serves only to strengthen the
monopely position of landlords,

Is it correct to speak of a landlord's monopoly in Cambodia? Are
there any big land estates there? The generally accepted view is "no."™
The rationale for this view stems from the fact that the Cambodian country-
.side is dotted with small and medium-sized family holdings. But it seems
to us that the parcelling of land need not imply the absence of large
holdings. In his dissertation '"La paysannerie du Cambodge,'2' Mr. Hou Yuon
correctly pointed out that a large property does not consist of a single
rice paddy, field, or lot. As of 31 January 1950, he noted that 437,883

8 S ;
Bulletin de la Bangue Nationale du Cambodge, No. 3, 1955.

lgBrunier, op. cit,

2GSee Annuaire statistique du Cambodge, 1848-1860-1857.

21Paris, 1955,
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registered property owners had 3,108,920 parcels; excluding the city of
Phnom Penh, 3,157,533 parcels were held by 435,744 owners, which equals
7.22 parcels per property owner. Large properties must net be defined in
absolute terms but in relation to small-holdings. The study made by Yves
Henri in 1929 and 1930 in the five Cambodian provinces which contain more
than half of all its rice paddies {Sway-Rieng, Prey-Veng, Kandal, Kampong
Cham, and Battambang) shows that owners of very small parcels of land

(0 to 1 hectare) are indeed numerocus. They make up 12.9 percent of all
rice paddy owners in Sway-Rieng, 18.5 percent in Battambang, 28.3 percent
in Prey-Veng, 48.6 percent in Kampong Cham, and 64.1 percent in Kandal.
They are even more numerous on the river banks: 81.1 percent in Kandal,
88 percent in Kampong Cham. The large number of these smallholds could
only enhance the economic position of large estates (10-50 hectares), in
spite of their small number. The 1929-30 crash and economic changes after
the crash could only have reinforced the disparity.

Historically speaking, if thelegal introduction of the concept of
private property (decision of Covernor Thompson, 28 COctober 1884) was
viewed with indifference and total disinterest on the part of the general
population, it did have the effect of favoring the consolidation and com-
position of large holdings by elements of the old feudal landlords, and by
officials and dignitaries on whom most of the work fell; but this seems to
have come about only after French settlers and large plantation companies
took up enormous land concessions for cultivating rice and for rubber plan-
tations. (On 31 December 1951, European landowners owned 138,759 hectares.)

From all this, it is still not possible to conclude that big property
is absolutely predominant in Cambodia. Difficult though it may be, let us
try teo put the structure of landholding into very tentative perspective.
According to the Annuaire statistique de I'Indoehine, the distribution of
rice paddy owners according to size of helding in Cambodia's three princi-
pal rice-producing provinces, Battambang, Prey-Veng, and Sway Rieng, was
as follows in 1930-31:

J
Property Category hgzggisof Percentage
Less than 1 ha, 25,000 20.9
1 = 5 ha. 72,000 60.3
5 - 10 ha. 18,000 15.0
10 - 50 ha. 4,400 Bt
50 - 100 ha. ; 100 0.1

In the Cambodian economic and soecial context, owners of 7 to 10 hec-
tares of paddy need more than family labor in order to farm. In general,
they supplement family labor with salaried labor or rent out part of their
land. These are already rich peasants by Khmer standards. Owners of 10
to 50 hectares earn most of their income from renting out their land,
without cultivating any of it themselves. These, then, are the big land-
lords. 1In contrast, a plot of land smaller than 2 hectares would not sup-
port an average family of five people. The family is thus obliged to work
land belonging to others either as tenants, sharecroppers, or salaried
workers. They belong in the category of smallholders. A medium-sized
property falls in the range of 2 to 7 hectares. It appears then that the
structure of property holding in the whole country is as follows:
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Percent of Percent of
Property Category Total Total
Landowners Paddy Fields
Smallholders
(less than 2 ha.) 30 20
Middle peasants .
(2 to 7 ha.) 60 49
Rich peasants and landlords
{7 to 50 ha. or more) 10 4{

Middle peasants (2 to 7 ha.) are numerically the largest group (60
percent) and seem to be holding on to a major share of the cultivated land
(about 40 percent). In this respect, Cambodia differs from its neighbor,
Viet Nam. In that country, big landlords own the overwhelming majority of
lands, while pocr pedasants, numerically more important, have only a tiny
portion of the cultivated land area. In Cambodia, middie peasants own
their own agricultural implements as well as their own work animals. But
more often than not, they lack operating capital. They obtain it from
village usurers who are also large landowners or traders.22 They are then
unable to escape the grasp of these people. Property ownership is no more
than the appearance of ownership for a substantial number of middle peas-
sants. Interest rates attaining 200 to 300 percent per annum amount in
practice to cheating them out of all their labor product just as if they
were working the land of usurers. Belief in such "ownership" alone makes
them hold on as hest they can under the most difficult circumstances while
waiting for "better times." Usurers, landlords, and traders have every
interest in perpetuating this belief; they see no need to expropriate land
for reasons of insoclvency.,

The situation is evidently even more serious for sharecropper small-
holders who have to pay rent for land in addition to interest on their
loans. Rent can reach equally prohibitive levels. In Battambang, for
example, rent in the lowland zone is from 25 to 31 thang?? per hectare,
for upland paddy fields, from 12 to 21 thang per hectare. FElsewhere, one
must pay 20 to 25 thang for good paddies.®* Since average yield is about
10 quintals2® per hectare, rates of rent vary from 25 to 60 percent of the
harvest. Rent in Cambodia is obviously not a capitalist rent levied on
the surplus of the average profit of the farmer, but a feudal, precapital-
ist rent issuing from a monopoly on landholding and the personal dependence
of the peasant on the landlord, 3 dependence most noticeable in the persis-
tence of rent in labor combined with rent in kind and in money, in the
practice of voluntary corvées (labor days, community husking of paddy and
rice polishing), in traditional gift giving, debt service, etc.

From this we can draw two conclusions:

1. The commercialization of agriculture hastened by big foreign
monopolies did not come from any radical disruption of the feudal mode of

225ee Moreau, "Les coopératives agricoles en Indochine,"” op. cit.

3[The thang is a Khmer measure equaling about 22 kilograms or 40
liters of paddy. |

24N‘!oreau, "l,es coopératives agricoles en Indochine,” op. cit.
[A quintal is a metric measure equaling 100 kilograms; 10 quintals
equal one metric ton.] ;
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production. TInitial impetus came from two quarters: first, it resulted
from big landlords renting their land in small lots. Before international
integration of the economy, landlords consumed their rent product, which
was paid in kind. After integration, an opening for the export of the
rent product emerged. The big landlords sold produce to export companies
or to their intermediaries in order to buy imported merchandise. Rent was
increasingly sought in the form of money, to be sure. In this case, the
peasants are daily obliged to put more and more merchandise on the market.
They then fall into the clutches of all sorts of commercial middlemen,
usurers, and other agents of the commercialization of agriculture.

In this way, through rent, usury, and taxation, a paddy surplus has
been extracted for export every vear, at the cost of peasant consumption.

2. The preservation or strengthening of feudal organization in its
most crucial aspects means that economic forces are now embedded in a dense
network of backward economic relations. How does this affect the pesasant
mass? Semiservitude, land remt, and uwsury hold it in a perpetual state of
moral prostration. For this recason, improvement in its economic activities
reflecting knowledge and awareness of incentives is made very difficult.

As for the landlords, renting and moneyvlending are the bhest possible in-
vestments for their money. Using fertilizers would bring no more than

a 50-60 percent return on their investment in a year. Usury and renting
of land are thus more protitahle than refurbishing soils, improving irri-
gation or drainage, or Tational use of modern agricultural equipment,
Nothing prompts landlords to save or to invest. They use their incomes
for the consumption of imported goods.

Thus, there is no one to take the first step towards technical prog-
ress. It 1s easy to see why the Khmer economy 1s still just as 1t was at
the time of Angkor.

This brings us to the question of foreign investment and why invest-
ment, to the extent that it was made, has not been able toc contribute to
technical progress. This is what we will now try to determine.

B. Generalization of Capitalist Networks
after Penetration of Foreign Capital

a} Private Investment

It is difficult to place an exact figure on the total volume of pri-
vate foreign investment in Cambodia. 1In 1954, the French High Commis-
sioner's Office estimated the "capital investment of major enterprises in
operation as of that date" at about 2,975 million piasters (1954 piasters).

Those figures are subject to all sorts of gualifications with respect
to the circumstances in which they were obtained; in 1954, there was great
political uncertainty, and firms installed in Indochina could have over-
estimated the value of their plants in the hope of making a profit from a
possible departure. However, to the extent that these investments were
made, why were they unable to contribute to the development of capitalism
in Cambodia? Because the multiplier eflects of investment were destroyed:

1) By the export of profits, ) )
2) By the transfer of the locus of the accelerator outside of the
ECONOMmY .

Let us examine these phenomena in turn.
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1) Export of Profits

In a country where capital resources are barely used, even a moder-
ately more intensive use results in a relatively large increase in produc-
tion, and subsequently in saving. It should therefore make significant
"secondary' investment possible. We are speaking now of the real multi-
plier effect of productive investment and not of the simple artificial
rise in demand emanating from unproductive investment (commerce, adminis-
trative, and military expenditures . . .) where artificially created pur-
chasing power is lost in fruitless price increases. In the situation of
international integration, however, the multiplier effect sven from pro-
ductive investment is annulled, because profits are not reinvested locally,
but exported.

It is difficult for us to speculate on the volume of profits exported
each year before 1954, because Cambodia was a part of the Indochina Union.
For years after 1954, if earnings leaving via legal channels and recorded
in the balance of payments are scrutinized, we observe that 381 million
riels (3.81 thousand million francs) were exported in 1957. This sum in-
cludes earnings from 1955-56 which could not be transferred until 1957 due
to difficulties relating to the liguidation of the quadripartite monetary
union and the establishment of a new monetary system. Earnings exported
through legal channels therefore were equivalent to about 190 million riels
per anaum (1.9 thousand million francs). These statistics underestimate
the total amount of earnings exported annually, because locally reinvested
earnings must be counted twice: first as exported profits, and again as
newly imported capital which subsequently generates supplemental profits
for export. We will have occasion to return to this point. To continue,
let us add that certain value transfers remain hidden by the pricing poli-
cies of foreign firms operating 1n the country. All sorts of manipulations
are possible as a result of the extreme concentration of commercial and
financial relations with foreign markets. For example, the equivalent of
some 300 million riels (3 thousand million francs)} transferred from Cam-
bodia overseas, is, in fact, handled by two or three foreign banks inside
the country. Exporting and importing thus allows exchange operations on a
grand scale. Jmporters and exporters declare the value of their goods to
customs and to the exchange office: these declarations bring exchange
operations required for payment into operation. A fraud of 10 percent and,
in some cases, even 30-40 percent is impossible to detecti: neither customs
nor the exchange office is capable of investigating this. Thus, foreign
currency is easily acquired by padding the declared price of imported prod-
ucts and by undervaluation of the declared price of exported products. An
average fraud of 5 percent on the value of all commercial transactions in
19568 would amount to 210 millien riels (2.1 thousand million francs). In
reality, much more than this could easily be exported each year.

Farnings exported in this way might well be close to 400 million riels
per annum (4 thousand million francs), more than 6 percent of the national
income. Figures of this order are considerable. They suggest, contrary
to some opinions, that total net caving in the country is at least equal
to if not greater than that in developed countries in percentage {though
not, of course, in absclute) terms. Without this considerable leakage,
the country's development might proceed at a pace at least as rapid as
that of European economies.

The effects of the export of earnings on the development of capital-
ism in Cambodia must be assessed with respect to the total volume of prof-
its made in the country, for profit is the basic source of finance for
investments in a capitalist regime., Exported profits are at least 40 per-
cent of gross profits made in the country by foreign and national compa-
nies. This activity thus represents a considerable drain on the Khmer
economy and curbs its developmental momentum in the extreme.
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2) Transfer Abroad of the Accelerator Effect

The accelerator effect can be triggered by demand for capital ot
intermediary goods, but:

{a) A large percentage of foreign investment is used to purchase capi-
tal equipment in the country of origin i1tself. The accelerator effect
induced by this demand is, therefore, transferred abroad; it cannot then
contribute to the generalization of capitalist networks inside Cambodia.
Paul Bernard illustrates these points well in noting that barely half of
the eight thousand million francs of public and private capital theoreti-
cally invested in Indochina between the wars was in fact distributed within
the country.

On this peint, it is true, Cambodia can not delude itself. FKven
during its industrialization, it will need to import capital goods for a
long time, perhaps indefinitely.

The deleterious effects of the transfer of the accelerator effect can
be measured in view of the fact that Cambodian industryy has experienced
only an incomplete cycle of development and must import its spare parts,
chemicals, lubricants, fuels, and even materials for processing (see Appen-
dix, Table 2). Importation of these capital goods, spare parts, and inter-
mediary goods amounts to the integral transfer abroad of the locus of the
accelerator effect induced by demand for these goods.

(b] To the extent that foreign and national investments channel cash
incomes to indigenous laborers, development of market economy should he

enhanced. Indeed, that did happen. '"Primary" cash incomes generated local
demand for foodstuffs or handicrafts that encouraged local producers to
become merchants, that is, to produce more and more for "selling." From

that "primary" income, it was then possible to create an internal market,
a current of autonomous internal exchange.

Whenever income distributed inside the country raises demand for im-
ported goods, and this freguently occurs in a situation of international
integration, as foreign goods are relatively cheap, the accelerator effect
is shifted abroad. Foreign investment does not then serve as a pole of
development; it attracts neither additional foreign investment nor local
investment., When foreign profits are locally reinvested, the se¢cond flow
of capital cannot be attributed to the first. There is onlv repetition of
autonomous flows of foreign investment which lack induced effects; this is
why we thought it necessary to count reinvested earnings in twe distinct
ways: first as re-exported profit, and again as newly imported capital.

Moreover, it is clear that as soon as foreign investment flows stop,

so will growth., There is no induced national capital formation capable of
taking up the slack. This is what happened in Cambodia.

b) Public Investment

To facilitate the integration of Khmer economy into that of the metro-
pole, a public development program was essential. According to estimates
made by the Bank of Indochina, public investments up to 1939 for all of
Indochina amounted to 14.162 thousand million francs (1939 francs). These
were allocated in the following way:

50 percent for railway construction,

25 percent for military installations,

11 percent for agricultural irrigation,

14 percent for the Post Office, maritime ports, public buildings, and
roads. : :
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It is difficult to say exactly how much of this investment went to
Cambodia. Development work basically consisted of 300 km. of railway;
3,300 km. of roads, including 1,090 km. asphalted and 2,143 km. gravelled
roads; basic furnishing for the post office and for Phnom Penh's river
port. No seaport was built., Furthermore, no important irrigation pro-
jects were undertaken during this period. Cambodia's share of these pub-
lic investments was probably one-fifth of the total, or about 2.8 thousand
million (1939) francs.

To what extent did these investments contribute to the generalization
of capitalist circulation in Khmer economy? The coefficient of generali-
zation of capitalist or merchant circulation was reduced by several inter-
vening factors:

1. As in the case of private investments, a large portion of the
Indochinese loans was used in the metropole to acquire capital goods.

2., The distribution of local incomes resulting from public invest-
ment was considerably reduced by use of '"corvée' labor. The incomeg of
European or indigenous administraters, which comprised a large portion of
the monies distributed, were spent on imported goods and did not affect
demand for local agricultural products, the only type of demand that might
have contributed to the generalization of internal exchange.

3. If Cambodia now no longer pays interest and principle on metro-
politan loans in financing public investments, this was not alwayvs the
case. Thus, of the 825 million piasters spent between 1900 and 1937 on
public works in all of Indochina, the Indochinese budget had to pay 575
millions, partly as a direct local contribution and mainly as arrears and
amortization of metrepolitan loans. And duties and taxes fell mostly on
indigenous peoples. Professor Charles Robequin has said: ''Taxation of
Europeans was for a long time not very productive." The heavy tax burden
falling on indigenous populations discouraged any capitalist inclinations
among them (this was especially the case with patents, taxes on commerce,
taxes for validating weights and measures, etc.) and threw peasants into
the hands of grasping businessmen and moneylenders who were the invaluable
¢ollaborators of foreign import-export businesses.

In the final analysis, therefore, public investment had a very lim-
ited effect upon the generalization of merchant networks.

4. All of the preceding considerations are noenetheless insufficient
explanations of why public investment failed to develop capitalist networks
in Cambodia. The principal and permanent reason, in our view, lies in the
fact that these investments were made under terms imposed by economic inte-
gration into world trade. Leaving aside military and political develop-
ment, these investments mostly financed an economic infrastructure of Tail-
ways and roads. In an independent, nonintegrated national economy, roads,
railways, bridges, and ports contribute to the expansion of internal
exchange between and among villages and towns within the country, and in so
doing, they enlarge a national market and facilitate autonomous, national
capitalism. In contrast, in the present state of ecenomic integration
inte advanced capitalist economies (freedom of external trade), investments
in infrastructure, regardless of secondary conditions attaching to them,
can only facilitate still greater penetration of foreign industrial goods,
allowing them to compete in the last corner of the countryside with what
remains of national handicrafts, and then facilitate the extraction of
Cambodian agricultural produce to satisfy the raw material requirements of
these same industries. In a word, investment in infrastructure can only
intensitfy international integration which, as we have already seen, is the
root cause of underdevelopment of the Khmer economy.
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Examination of the amnual railroad statistics shows that 80 percent
of the transported tonnage was made up of imported manufactured or agri-
cultural goods (rice) destined for export. Internal exchange among the
various Khmer provinces along the rail line represented only 20 percent of
the total traffic, at most. These percentages reveal the traditional
structure of rail transport. The accounts also give a general sketch of
rpad and river transport in Cambodia which is altogether different from
the situation in advanced capitalist countries such as France, for example,
where at least 80 percent of the merchandise transported internally is for
autonomous internal exchange between several towns or among regions of the
country. In Cambodia, each communication channel has essentially two
opposing streams of traffic (exportation of agricultural products, impor-
tation of manufactured goods and foodstuffs) which converge oniy by way of
capitalist countries.

Under current conditions of international integration, investments
made in infrastructure can only favor export-import activities to the ex-
clusion of any autonomous internal exchange. This is also the case, more
recently, with American investments in this domain.

In conclusion, we can thus say that the contribution of private for-
eign capital to the generalization of capitalist circulation is very lim-
ited and does not make up for the opposite effects of international inte-
gration. Public foreign investments tend to rveinforce this integration
becauge they are directed into infrastructure,.

At the present time, the effect of American aid is not fundamentally
different.

3. American Aid and the Strengthening
of Tnternational Integration

Of the total $172,200,000 in United States aid allocated for the years
1955-57, $112,900,000, or 66 percent of the total, was military aid. This
gives the impressicn that the overall "aid" program is more an exXtension
of the United States "security" program rather than aid for Cambodia's
economic development, especially as people know it is with the arms and
planes from their "aid" that our twa neighbors, who enjoy moreover the
active sympathy of the United States, indulge in numerous provecations and
incidents on the border.

This military aid, far from solving the country's security problenm,
emhodies potentially grave difficulties. Only one example, which we borrow
from the person in charge of the Khmer economy, His Royal Highness the
Prince Norodom Sihanouk, need be cited:

"Suppose, in fact, that foreign aid were cut or abruptly
reduced by substantial proportions.

"We would then face insurmountable difficulties in meet-
ing our obligations to the personnel of our army and would
be threatened by social disorder; nonpayment of salaries,
difficulties reintegrating commissioned soldiers into civil-
ian sectors, etc.

"Our budget could not underwrite the cost of the cars,
lodgings, and fine feood required by officers and scldiers
accustomed to 'great comfort.' And this army, transformed
into an easy-living caste, would no longer relate to our
little people who lead simple and frugal lives.

"As for difficulties with our neighbors, these would
nonetheless remain. Our American friends habitually say
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to us: 'We can't choose sides between two friends or judge
them. '"

It is unnecessary to point out that such a possibility
affects the country's freedom of action.

Let us now turn to economic and technical aid. This is therefore
limited to $59,300,000. Where does it go? The following table gives the
distribution of allocated funds in thousands of [.S. dollars:2®

us % Percentage

Transport 31,853 56
Agriculture § Natural Resources 6,717 12
Education 5,864 11
Hygiene § Purification 3,715 7
Miscellanecus 2,990 5
Public Administration 2,445 4
Industry § Mining 2,206 3
Urban Development § Housing 1,045 2

Total 56,835 100

|

As we see, infrastructure absorbs the greatest amount (56 percent).
In principle, it is good for Cambodia to have ports, roads, and an airport,
but we have already seen that infrastructure can not assist development of
an autonomous national market crucial te growth of an autonomous Khmer
capitalism. It can only enlarge the two opposing patterns of exchange,
import and export, thereby facilitating integration of the Khmer economy
into a foreign capitalism. Judging from past experience, it seems clear
that international integration inevitably results in the stifling of handi-
crafts and industry and in the strengthening of precapitalist structure in
Cambedia.

In assessing the exact nature of commercial aid, it will become appar-
ent that such aid is more likely to expand commercial and investment oppor-
tupities by "clearing the way" than it is to contribute to development of
autonomeus capitalism in Camhodia.

B. Commercialized Aid

Of some $123 millions in aid already dispersed or allocated since
1954, $97 millions, 79 percent of the total, were commercial import
credits. Commercial aid invelves importing and selling merchandise to
build up counterpart funds to be used to finance military expenses and
cconomic investments of the sort we have just considered. At most, 30
percent of the registered 57,208,700 imports are raw materials, motor
products, and other capital goods. The remaining 70 percent consists of
durable and nondurable consumer goods. Some of this merchandise competes
directly with local production; this is especially the case with textiles
($13,160,900 out of £57,200,000 of reported goods imported, or 23 percent],
sugar {$1,183,400 or 2 percent of all commercial aid), and cereals
($793,500). Recall that there are approximately 34 sugar refimeries in
Cambodia, not to mention innumerable family-run distilleries spread across
the country. Among these 34, one, that of Mr., Tan-Y-Sine in Phnom Penh,
is an industrial plant capable of producing crystallized white sugar. In

Zﬁ”Summary of Fiscal Years 1955-57," from L'dide Amépricaine aqu Cam-
bodge, a pamphlet published by the American Aid Mission in Phnom Penh, p.
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1955, it produced B854 tons of refined sugar. The Mining, Industry, and
Handicrafts Administration report states that it could meet all of the
country's needs. We already know it incurred a loss of 174,172 riels in
1954 due to competition from imported sugar. As for textile goods, there
are five underwear factories in Phnom Penh; 200 weavers with more than two
looms each, and thirteen mills with electrically powered mechanical laoms,
five made of iron and the remainder of wood.27 The thitteen mechanized
shops alone have a combined capacity of 135,540 m. per 26-day month, but
at the moment they operate below capacity. For example, Tan Pa's mill
currently preduces 15,000 m. per month instead of 35,360 m.; Seng Thai,
20,000 m. instead of 31,200. Under these circumstances, how can anyone
talk of encouraging Khmer national industry with American aid?

Other goods imported under the rubric of American aid ceme in as pub-
licity samples to raise demand for luxury goods and to sustain what Duesen-
berry and Nurkse call "demonstration effect," that is, the desire of a
particular part of Khmer society to imitate the American way of life. As
a result of this aid, artificial networks favoring importation of nonessen-
tial goods emerge. This is especially the case for autemobiles, motors,
and accessories (33,805,100 or 6.6 percent of total aid), electrical
appliances (refrigerators, radios, ectc.--$2,334,200 or close to 4 percent
of total aid). All of these durable consumer goods embody future import
nce%s of complementary goods: gasoline, accessories and spare parts, and
so forth. :

This aid can not fail to affect the orientation of Cambodia's foreign
trade. Thus, trade with the U.5. accounted for 11 percent of Cambodia's
foreign trade from 1946 to 1954. For 1955-57, Customs and Excise accounts
put the U.S. share of Cambodia's foreign trade at 12,35 percent, that is,
7.46 of Cambodia's total imports and 17.24 percent of its exports. But
these figures neglect goods of American origin purchased in Hong Kong,
Singapore, South Viet Nam, Thailand, and Indonesia {from this last country,
petroleum products belonging to Caltex). No less than 21.9 percent of Cam-
bodia's imports come from Hong Kong, 13 percent from South Viet Nam, 5 per-
cent from Indonesia, and 3 percent from Thailand and Fermesa. TFinally, 15
percent of all Khmer imports come from Japan, America's ally. All together,
these countries supply 52.9 percent of Xhmer imports. A large percentage
of the goods are of American origin or come from subsidiaries of large
American firms sct up in these countries. If all of these considerations
were taken into account, American exports to Cambedia would be at least
40 percent of the total value of all Khmer imports, and not 7.46 percent
as it might appear at first glance.

Apart from that, French exports, which made up about 60 percent of
the value of Cambodia's imports before 1954, fell to only 20 percent.
This represents a net slide away from a pole of domination.

Tt scems quite clear that American aid, in its current form of commer-
cialized aid, is not the kind which permits economic development; on the
contrary, It tends to emphasize integration inte the world market domi-
nated by the United States of America, integration which underlies current
underdevelopment. Consequently, the small percentage of aid given over to
development of agriculture, natural resources, industry, education, hygiene,
and vrban development would appear to be window dressing for the purpose
of easing the process of integration rather than evidence of a genuine de-
sire to aid the economy.

2?”Rapp0rt du service des Mines, de 1'industrie et de 1'artisanat,"
Octeber 1956, p. 18.
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At the end of this first chapter, we can therefore conclude that Cam-
bodia's economy is a backward agricultural one where two different sectors
coexist; an atrophied capitalist sector and a predominating precapitalist
sector, both, in addition, being integrated into foreign capitalism by
means of foreign trade. The pole of "domination'" is shifting from France
and towards the United States of America. The International Cooperation
Administration2® in Phnom Penh, which distributes American aid credits,
has become a magnet even more powerful than the Bank of Indochina.

28[The International Cooperation Administration (ICA) was the official
U.5. aid agency from 1955 until 1961, when it was reorganized as the Agency
for International Development (AID}.]



CHAPTER 2

THE IMPACT OF ECONOMIC ACTIVITIES ON DEVELOPMENT

Section I. Reasons for the Trend of Economic Activities

1. Orientation of Foreign Investments

a) The Data

Until 1954, nearly all foreign investment was French. The survey of
""capital investments of major firms operating in 1954" made by the French
High Commissioner's office shows:

1954 Piasters Percentage

"Primary' Sector
Rubber Plantations 1,680,951,040 56
"Secondarv" Sector

Water and Electricity
Tobacco Manufacture

Rice and Alcohol Distillery
Breweries and Ice Houses

726,135,300 2d

"Tertiary" Sector

Commercial Enterprises
Transport and Garage 568,197,096 Z0
" Banks, Housing Firms

Total 2,975,287,436 100

We have already explained why these figures cannot be accepted at face
value. What interests us here, however, are the proportions thev represent.

For this purpose, the statistics are extremely eloquent. Fifty-six
percent of investment goes into production for expert (principally rubber);
20 percent to banking, commercizl, and transport enterprises associated
with import-export trade; and only 24 percent to secondary production which
might be labelled "luxury" production. We will return to this point later.

More recent investments are not of the kind to modify this general
pattern. In 1955, American companies bought out some of the most impertant
French interests in the export-import and transport sectors. These new
investments are, as usual, concentrated either in production of luxury
goods or in export-import trade. The icehouses, breweries, and soft-drink
firms alse enjoy exceptional presperity. This branch of activity even en-
ticed the American firm "Green Spot," which has already installed plants
in Phnom Penh.

The major investments or proposed projects authorized in the import-
export sector im 1957 include:

49
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Capital in Riels

Khmer Chemical Expansion Company
and its affiliate, Xhmer
Pharmaceutical Development

Company 5,000,000
"Chakravé 1i" (Lambretta Assembly) 2,000,000
"Jean Compte" Company, Cambodia

{(Velo-Solex Assembly) 3,000,000
Khmer Automobile Assembly 2,000,000

All these firms are either financed by Fforeign capital or by foreign capi-
tal with Khmer participation; and all are in fact, only subsidiaries of
foreign companies (French or Americanj.

No one should be deceived about the social contribution of some of
these firms. For example, the "Khmer Chemical Expansion Company™ is not
really a chemical industry--far from it. The company only imports chemi-
cal and pharmaceutical goods in bulk, packages them in Cambodia, and puts
them on the market. Consequently, it is only an import company. Here are
several examples of new "international units':

--Bank of Tokyo, Ltd.

--French-Asiatic Insurance

--General Insurance Company

--New Hampshire Fire Insurance Company
--American International Insurance Company, Ltd.

Only one "industry' in the strict sense of the word was established in
1957, the cotton mill financed by the French firm Macko.!

b) Reasons for This Trend

The reasons for this particular trend are both historical and logical.

Historically, it was only from 1924, between 1924 and 1928 to bc.more
precise, that foreign capital really flowed into Cambodia.

Commercial exchange relations, evolving during the period from 1863
to 1924, had already sufficiently destroyed handicraft industries; and they
had simultaneously molded a nearly perfect replica of the original economy,
within which the structure of a precapitalist economy was reinforced.
Under these circumstances, capital leaving French in search of investment
opportunities and quick returns in Indochina would not be used to set up
local industry for a nonexistent domestic market. It went instead into
production of goods for support.

The years 1924-28 were years of economic prosperity. European and
American industries in full growth needed raw materials. Rubber, in par-
ticular, attracted a flood of capital from metropolitan areas soon after
the war as a result of rising world prices following the 1921 signing of a
world accord among producers (Stevenson plan). Logically speaking, such
capital could only come from already-powerful financial groups represent-
ing both banking interests and metropolitan industrialists. They could

{Acronym for Manufacture Cotomniere Xhmépe.]l
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not provide Cambodia with industries which threatened to compete with their
own.

Moreover, fifty years of international commercial integration of the
domestic market led to the formation of a large "rich' class employed in
wholesale-retail trade and an increase in the number of personnel in the
administration of the protectorate, an increase which was itself a function
of the expansion of trade between the "protectorate" and the metropole.
Thus, a new market was created as certain kinds of activities proved
profitable. These attracted foreign capital. This is how breweries and
icehouses came to enjoy exceptiongl prosperity and continue to de so. The
power plants set up by Cie des Equx et Hlec¢tricité in Phnom Penh and the
provinces were primarily linked to expansion of these new "tertiary" sec-
tor requirements and not to demands for energy for the industrialization
of the country, as might be thought. We have already discussed the nature
of these plants and have pointed out that the administration and a thin
stratum of the population consume most of the electricity. For most
people, electricity is still very much a "luxury' product.

Such are the logical and histeorical reaseons why foreign investments
gravitated towards production for export, towards trade and transport
activity related to import-export or, finally, towards the sphere servic-
ing "tertiary" needs. These reasons are equally relevant for recent
investments. FEach of these sectors has heen penetrated by national capi-
tal, but only in subordinate areas left to it hy more powerful foreign
capital {cafes, bars, restaurants, intermediary trade and, recently,
housing construction].

2. The Trend of National Econgmic Life

Even within the stationary subsistence system, international integra-
tion precipitated monetary networks which were transformed, to a limited
extent, it is true, into capitalist circulation. Local saving of a crea-
tive form did emerge. But at each stage of integration (the stage of
simple commercial exchange as well as foreign capital penetration), new
Khmer capital encountered competition from more powerful foreign capital.
It is this competition which directs the activities of foreign as well as
national companies into production of export merchandise, intermediary
trade, or other unproductive activities.

A, Predominance of Export Agriculture

We have already seen that Cambodia's economy remained agrarian and
backward. Three-quarters of its cultivated land, mostly rice paddy, are
worked under conditions distinguished by the persistence of intricate net-
works of feudal relations of production.

The 200,000 tons of paddy exported each year (15 percent of produc-
tion) are "extracted" at the expense of peasant consumption and by means
of rent, usury, and commercial practices amounting to theft.

Nevertheless, as the econcmy was integrated, some monetary exchange
networks were created, primarily along river banks.

Internal communication channels, which are rare in Cambodia, coincide
with navigable water routes that facilitate and to some extent even stimu-
late commercial transactions.

Here commercial production is relatively active. The following table
shows the export share of the produce of the commercial sector:
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Annual Annual Percentage
Crop Production Export of Crop

(tons} {tons) Exported
Corn 100,000 70,000 70
Soybeans 8,000 4,000 50
Sesame seeds 3,000 2,600 86
Kapok (ginned fibers) 3,000 2,300 76
Pepper (black) 1,000 700 70
Beans 20,000 - 10,000 50
Tobacco (dried, shredded) 5,000 2,000 40

Peanuts {unshelled) 4,000 90 p

This list encompasses nearly all the major agricultural products issu-
ing from the commercial sector. Many other crops (coconut, banana, and
other cultivated shrubs and trees) are found in all the dey phum (inhabited
land) and supplement subsistence economy.

With the exception of tobacco and peanuts, the only commodities to
prompt any real internal exchange, the portion of commercial production
given over to export is generally greater than 50 percent. Taking into
account the fact that personal consumption remains important, the percen-
tage is even higher still. All of these crops are the fruits of an agri-
culture still held at the small merchant stage, that is, the produce of
isolated peasant families working the land in order to sell, but without
employing either capital or salaried labor. Only a part of the corn (prin-
cipally red corn), soya, and pepper crops come from a capitalist sector.
This is the only sector where there are producers who employ capital and
labor, but the mode of production remains, in truth, only slightly ''capi-
talistic.”

Fishing js simultanecously part of the natural economy and the merchant
economy. Of 130,000 tons of fish caught annually, 10,000 tons (7 percent}
are experted, the remainder heing for personal consumption or for rather
extensive internal exchange. Timber extraction can he considered part of
the merchant ecenomy. One hundred thousand cubic meters (50 percent) of
the 200,000 cubic meters produced annually are exported.

B. Overdevelopment of Intermediary Commerce
and Other Unproductive Activities

Apart from commercial agriculture and in the absence of any industrial
alternative, local saving which materializes little by little within the
developing cconomy gravitates towards intermediary commerce concerned with
distributing foreign manufactures and exporting local agricultural goods,
and towards other activities servicing '"tertiary" needs: cafes, bars,
restaurants, hotels, and the like.

Thus, in Phnom Penh, for example, the value of new, durable construc-
tion was put at 318.6 million riels in 1956, including 168.6 millions for
villas, and at 4092.2 million riels in 1957, including 262.2 millions for
villas.?® It is highly doubtful that this new censtruction, which absorbs
an increasingly important share of the national product each year (4.5 per-
cent in 1956), is designed to provide inexpensive housing for ordinary
people. In fact, this particular growth in ''real estate investments" is

Z

See Annuatire statistique réirospectif du Cambodge, p. 201.



83

typically linked to expansion of "tertiary™ requirements for the housing
of foreign "missions," agencies of large international commercial and
transport firms and their personnel, certain local compradores and high
civil servants, etc.

Commerce alone engrosses 40 percent of the gross national product.

But the best way to grasp the general pattern of the country's eco-
nomic life is through analysis of the population employed in nenagrarian
sectors. In this way, it will be seen that the surplus population issuing
from the ruin of handicrafts and from demographic growth, in addition to
those who are "returned" to the land, has gone into making up that army
of beggars, "people without definite occupation” or simply "without occu-
pation,'" the unemployed, typical of Cambodiz and of every other underdevel-
oped country.

Another part of this surplus has found an outlet in unproductive sec-
tors. In Cambodia, as in all other underdeveloped countries, "tertiary"
activities are very highly developed, ranging from widespread wholesale-
retail activity (city tradesmen; village boutique operators; itinerant
peddlers; venders of soup, sweets, and other items)} to the elaborate exten-
sion of every conceivable kind of personal service {(from household servants
to shoeshine boys, including cart-pullers or pedicab drivers).

Thus in Phnom Penh, for example, the total number of individuals of
working age in 1956 was estimated at 130,000, Registered workers numberad
58,041; the remaining nonregistered individuals {about 72,000) are no doubt
ruined artisans or peasants now without occupation, or individuals engaged
in service opccupations (deomestics) or menial "tertiary'" activities (ped-
dlers; soup, ice cream, or cake venders; shoeshine boys, etc.). The regis-
tered workers can be categorized as shown on page 54.

As for the city of Kampong Cham, the total number of individuals of
working age is estimated at 35,780; registered workers number 5,76{. The
remarks made with respect to unregistered workers in Phnom Penh also apply
to this city (about 30,000 individuals without specific occupations).
Registered workers are here distributed as shown on page 54.

Qur classification of workers into productive and unproductive cate-
gories is not in any way intended to be pejorative. We have already men-
tioned why it appears essential to distinguish productive from unproductive
work, as economist Adam Smith did.3

A Tational ordering of society must therefore strive ta restrict
unproductive activity for the purpose of employing the maximum number of
people in productive activities. If, alas, this continues to be impossible
for the moment, it must not allow us to confuse all "useful" or even neces-
sary activities from an individual or social peint of view with "produc-
tive' activity from the perspective of the economy as a whole; this must
not prevent us from making attempts to obtain conditions which bring us
closer to the ideal principle. For example, struggling actively for peace
in Southeast Asia and the world and for the gradual dissolution of military
pacts will permit us to free our military men for productive activities.

Prince Norodom Sihanouk, moreover, has expressed concern on several
occasions about the tendency to "officialism" and has attempted to effect
a movement of "reconversion" to productive activities. We believe that
the fundamental origin of this tendency towards "officialism" lies in

5

See FRazcherches supr la cause ces richesses des nations.
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Working Population in Phnom Peph®

I. Unproductive Activities

Civil servants and public services . . 26,500
Traders (estimated at 2.5 people each for d 570 establlqhnents) 11,400
Cafe, restaurant, and hotel personnel [133 establlshmentsj o 1,580
Hairdressers (116 shops with) . . . . ¥ ow 603
Pedicabs (5,229 bikes, each employing l 5 1ndLv|dnals,

day and nlght] i PR PE SHHOEAMEYES 13 b oo 7,840
Porters . . . s b E O MA BN Hr R R B AR S YA wE W u 1,483

Total for the Scctor 49,5625 [85.43%)

IT. Productive Activities

Weavers (110 firms with 1,172 looms) . « . . . « . « v v = . . 1,172
Electricians (24 firms) . . . . TRy 50
Workers in sauce, nuoa-mam, and 5oya plqnts (14 houses] oA # 140
Soap factories (6) . . . . T R 64
Rice threshing and huaklng m1115 (14} T Y 210
Distillery (1) . . . . . SLHE M S e 2 e mE B 109
Breweries and ice h0uges (4 plantqj S E A W OE B B W A& ¥ 250
Coppersmith; glassmaking {2) < ¢ &0 3% % ¥ 4 o 4w s = s 5 » 40
Repady ship (L28 BLEGEY . o o o v v 0 o moaw & @ @ @R wrw 450
Dockyard 1y . s G R SN BB B A R A ¥ O§H Mg HN ¢y 76
Hydroelectric plant [l) 2 ol W R 155
Royal Railroad {1400 horkers of whom 700 are loaated in

Phnom Penh) . . . o o v o 4 v v e m e s e e e e e e e e 700

Total for the Sector 3,416 (14.5%)
Total Registered Workers 58,041 (100%)

Working Population in Kampong Cham*

I. Unproductive Activities

Civil service and public services . . . R R I R 4,000
Tradesmen (2 people per firm for 815 flrms} g X B i E @ OE e N 1,630
Restauranteurs, cafe proprietors (82 firms with} . . . . . . . 176
Tailors (20 shops w1thj S Bk sy m e M N 5 @ W M g D K A % M A 50
Cart-pullers . . W B M WO R AT B M RN BE FR ER @ 600

Total for the Sector 5,456 (94.72%)

II. Productive Activities

Frodipctine SEEDSAMS 5 %6 & Wi F s &7 4 % ¥ E B8 % 2 5o & s o e 56
BOLERTSE « o o« omr o e w son ow ass 5 e B e 3 G E 8 % & W W @ S5 @ 258
Total for the Sector 314 (5.28%)

Total Registered Workers 5,760 (100%)

NB: All data from city governors.

4[Reproduced as in text. There appear to be errors of omission or
reproduction in Part T of the table and in the marginal totals and per-
centages. )

G
°[Reproduced as in text. Again there appear to be errors in the
original data, their manipulation, or in the typing of the test. The sub-

total for the unproductive sector is incorrect as presented. ]
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international integration of the economy. By closing off any opportunity
for industrial production and by rendering agricultural production in-
creasingly precarious, international integration ineluctably directs activ-
ities towards "officialism™ and intermediary commerce.

Moreover, the Chinese are denounced as "parasites incapable of creat-
ing wealth and living off the elaborated substance of the peoples' la-
bour,"® It seems to us that such a view neglects the sources of primary
responsibility for this situation: 1international integration of the Khmer
economy and the competition from foreign merchandise resulting from it.

It is generally understood that the Chinese, in fact, played an important
economic role in Cambodia even before the French intervention. We believe
it 1s appropriate to make a basic distinction here between the economic
role of the Chinese and that assumed by other “"foreigners" coming from
Europe and later from North America. For the most part, the latter are
agents of colonial administration or representatives of big metropolitan
interests. More often than not, they have acted in the name of the colo-
nial administration or these "big interests." The businessmen, in partic-
ular, have wanted the fruits of their efforts sent back to the metropole
in the form of profits, where they would be put into a "pool" of earnings
from ventures in the metropole and other colonies. Their interests in
Cambodia being only a tiny fraction of the whole of their affairs, their
link to the country is therefore weak. These "Europeans” or Americans,
therefore, cannot be integrated into Khmer society. This argument does
net pertain to the Chinese.

Most overseas Chinese are part of the dispersed Chinese bourgeoisie
which fled from the feudal society of ancient China to settle in Cambodia
and elsewhere. The goods that they acquire in a country (land, plants)
and those that they use to good advantage fix this population in a country
permanently, for they have no other interests in Chinz or elsewhere other
than family ties, which will weaken as subsequent generations settle in.
In some respects, the process is comparable to what happened in North
America in the nineteenth century, bearing in mind this difference, how-
ever: Khmer spciety already possessed a rather more solid political and
social armature than that possessed by the native American indians. The
Chinese were in some sense therefore the rudiments of the national bour-
geoisie whose development would have promoted an autonomous national capi-
talism. But international integratien and the accompanying competition
from foreign goods virtually prohibited the Chinese from carrying on with
their craft and industrial activity and quite naturally pushed them into
the trading and compradore sphere, transforming them into commercial
agents for advanced capitalist countries. At the same time, this situa-
tion is not the sort which encourages Chinese to lay down roots in Khmer
society. Commercial capital can easily be liquidated, basically by sell-
ing off stocks. Thus, nothing very substantial would tie them to the
country.

Our remarks about overdevelopment of intermediary trade seem equally
valid for all tertiary activities. It seems clear to us that it is the
international integration of the economy which is ultimately responsible
for the overdevelopment of "tertlary' and other unproductive activities.
Only the 1imiting of international integration would allow a genuinc re-
conversion movement to take effect.

Competition from foreign capitalism directs the country's economic
energies into intermediary commerce and other unproductive activities.
And this particular trend affects the very pace of national capitalist
development.

6

See Paul Bernard, Le problama éeanom-z:qu@ Trndochinciage.
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Section I1I. The Impact of the Trend of Economic Activity on Growth

1. The Emphasis_ on Unpreductive and Luxury Production

a) Intermediary Trade and Unproductive Activities

To the extent that commerce stimulates better distribution of a coun-
try's available capital resources and permits an increase in the amount of
capital directly invested in production by keeping a lesser part in circu-
lation, it enhances productivity and accumulation of industrial and agrarian
capital. In this manner, the growth of trade in Europe accompanied indus-
trial development and favored industrial expansion during the nineteenth
century. But it played only a secondary role in this period of capitalist
growth conforming perfectly to its economic role.

In contrast, in Cambodia the absorption of national capital generated
by international integration of wholesale-retall trade was not due to in-
dustrial or agricultural development. This state of affairs, noted in ail
underdeveloped countries, means that capital has not been allowed to par-
ticipate in production and is reduced to a modest go-hetween role for for-
eign commercial momopelies. It is thus "sterilized" just when its use for
the creation of industrial or agricultural enterprise would have prompted
an autonomolus capitalism and accelerated the process of the disintegration
of a subsistence econemy.

Local commercial capital invested in merchant activity is most cer-
tainly protitable for the investor. Like other profits, these will in
part be reinvested. One pattern of growth is accordingly introduced into
the sector. But unilateral development of commerce without paraliel devel-
opment of industry and agriculture can only ocecur at the expense of general
social development. Returns on commercial capital come only at the expense
of primary producers who have vet to reach the stage of capitalism.

As for other "tertiary" activities mentioned in the course of this
chapter, these are more aptly characterized as '"disguised unemployment."”
As such, they ecxert a depressing influence on the labor market as well as
on the nature of relations of production. Indeed, this c¢lass of the under-
paid is alseo associated with the most backward of relations of production,
as shown by the employment of women and children in underpaid work, the
persistence of the system of employing a whole family for occasional or
seasonal work (which results in lower pay for each person), and the sur-
vival of links of personal dependence between employers and workers. We
have already looked at aspects of backwardness in rural relations of pro-
duction.

b) "Luxury" Production

At a time when capital for production of essential consumer commodi-
ties and for manufacture of simple capital goods is lacking, it seems self-
evident that prowth in "luxury" production is a genuine waste of social
resources and restrains subsequent development.

2. The Orientation of Activity towards Export Agriculture

If international integration of the economy denies newly created
national capital access to industry, this capital can find an expanding
outlet in agrarian production for exportation. European and Amcrican in-
dustrial growth requires consumption of inecreasing quantities of raw
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materials. Moreover, with unemployment created by massive imports from
developed countries, salaries drop lower and lower until certain agricul-
tural commodities can be exported, their absolute cost of production having
fallen below costs in the most advanced countries. We would emphasize
"certain" agricultural commodities because foreign capital, in taking ad-
vantage of the low level of salaries, cannot sponsor industrial enterprises
in the country that will compete with those in developed, exporting coun-
tries. The reality of modern times is that metropolitan saving is concen-
trated in the hands of big financial and industrial consortiums, and, in
the final analysis, those entrepreneurs who export goads for the overseas
market are the same businessmen who invest some of their capital in these
same markets. Their search near and far for profit discourages them from
undertaking any venture which rival enterprises would be mnaturally inclined
to take up.

Thus, only development based on export agriculture would seem theo-
retically possible. But here again, several factors will increasingly
restrain growth, ultimately compromising the country's development.

{1) We have already seen that commercialization of agriculture (nota-
bly rice) was accomplished without modifying old economic relations.
International integration tends, to the contrary, to strengthen these
relations which will eventually limit even the development of agriculture.

(2) In addition, it seems established that primary producing countries
suffer the most from international recession, however light. They endure
the full brunt of wildly fluctuating prices. The instability of export
markets has extremely deleterious effects on the formation of local saving.
Variations in export velume are not offset by complementary adjustments in
prices for these basic commedities.

(3) The slowing down of demand from developed capitalist countries
also tends to retard future development. TIndeed, capitalist countries
which are said to be "mature" or coverdeveloped appear to have reached the
point at which the rate of growth ceases to increase and begins to decline.
If this turns out to be true, the less rapid pace of their growth would
signal less growth in export production in underdeveloped countries.

In any event, if the industries related to certain basic primary
materials {(e.g., petroleum, bauxite) are in full growth, agrarian produc-
tion {e.g., foodstuffs, natural rubber) appears irremediably slated for
decline. The stage of "apricultural crisis™ 1s emerging even within ad-
vanced capitalist countries themselves, especially in the United States,
where enormous surpluses are accumulating. By the end of 1954, the federal
government's Commodity Credit Corporation held agricultural reserves worth
$4.23 thousand millions. In spite of government measures to reduce the
amount of land under cultivation, production of corn, wheat, rice, pota-
toes, tobacco, and other produce continues to exceed internal needs and
export possibilities. This situation cannot help affecting the world
market, not only for those commodities directly concerned, but for all
agricultural produce. MNatural rubber will face serious competition from
synthetic rubber.

(4) Without prejudging development in advanced capitalist countries,
it is already apparent that the increase in trade of raw materials in
recent years, a period of unprecedented expansion, is clearly less than
the increase in industrial production itself. From 1948 to 1854, for
example, the volume of trade between industrial countries and primary pro-
ducing countries grew by only 38 percent, while trade among industrial
countries grew by 57 percent.
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Consequently, development based entirely on export agriculture will
most probably result in gradually diminishing returns, and national produc-
tion must find an internal outlet lest the rhythm of growth be broken.

But in order that this internal outlet may be reconstituted, the country
must withdraw from international integration,



CHAPTER 3
THE FOREIGN ACCOUNT DEFICIT:

ITS CAUSES AND CONSEQUENCES FOR THE DEVELOPMENT
OF NATIONAL CAPITALISM

1. A Chronic Deficit

The following table shows Cambodia's balance of payments for the years
1955, 1956, and 1957 in millions of riels:

YEAR 1955 1956 1857
Receipt d z . ;

Ex;gngizﬂres Receipts | Expend. Receipts | Expend. Receipts | Expend.
Goods §

Services 1259.13 1918. 69 1329.35 2308.36 1803. 84 2228.532
Tourism,

Scholarships 1,52 31.48 5.59 80.31 7 ?
Capital income 16.59 5.01 57.55 1.45 69.76 381
Labor income 0.02 53.37 0.03 87.23 i 116.79
Other, govt.

plans, aid 615,21 322.86 231.39 103.73 2 ks
Movement of

capital 56.61 25.20 4.86 o 7
BALANCE j 418.32 962.44 853.00

Source: For 1955 and 1956, Annuaire statictique rétrospectif du Cambodge, June,
1858, For 1957, information supplied by the Natioral Exchange Office supple-
mented by statistics from Customs and Excise.

. We do not have any figures on the post office, scholarships, tourism
and travel, government gifts or aid, or capital movements for 1957. As
the post office could only swell the debit side of the balance, the detfi-
cit is probably no less than 853 millions. In this way, the deficit adds
up over the three years: 418.32 million riels in 1655, 962.44 millions
in 1956, and more than 853 millions in 1957. There is no sign of attenua-
tion in 1958. For the first nine months of the year, the commercial bal-
ance alone already shows a deficit of 652.2 millions.

Moreover, available figures on the commercial balance reveal that

the shift towards deterioration was apparent well before the 19055-58
period:

a9
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Value of Exports and Imports
(in millions of riels)

1851 1852 1953 1954 1655 1056 1957

Exports 1,602 1,778 1,935 2,205 1,400 1,300 1,798
Imports 1,010 1,781 1,490 2,068 1,665 2,000 2,148

Balance 592 nd 445 137 -265 -700 -350

Source: Annuaire statistique rétrospectif du Cambodge, op. cit.

Until 1954, Cambodia belonged to a customs union with Viet Nam and
Laos. It is thus difficult to determine with precision the value of intra-
union trade. §till, the establishment of viver posts along Cambodia's
frontiers makes an estimate of total commercial traffic possible. As
nearly all exports were transported to Saigon by water because of their
low value per unit of weight, it is reasonable to assume that the export
figures are c¢lose to the real volume. The import statistics, in contrast,
probably exclude goods coming in by truck. These could be quite important,
because the specific value of imported manufactures is higher than that of
exported agricultural goods. We can thus conclude that the deterioration
in the foreign account is more acute than the table reveals. But the
table alone is already clear enough: although the balance of trade is
positive in the early 1930s, it steadily declined: 592 millioms in 1951,
-3 millions in 1952, 445 millions in 1953, 137 millions in 1854, only to
become megative after 1955,

If other components of the balance of payments are taken into con-
sideration (such as transport, insurance, and tourism), a negative balance
appears beginning in 1951 and even earlier.

Let us note in passing that improvement in the commercial balance imn
1957 (the deficit falls from -698 in 1956 to -350 in 1957) cannot be at-
tributed teo any sort of automatic mechanism. It results from the San Yun
government's unfortunately shortlived attempt to alter the pattern of for-
eign trade during the second half of 1956 by banning nonessential imports
and implementing foreign exchange controls. The following table clearly
shows the healthy effects of these "enlightened austerity' measures in the
improved balance of trade figures from December 1956 through the first
half of 1957 [see page 61].

Ending "enlightened austerity" measures in March 1957 inevitably re-
sulted in reappearance of the deficit and in its deepening during the rest
of the year.

Thus, the underiying tendency in the economy is towards constantly
deteriorating disequilibrium. Our period of analysis encompasses approxi-
mately one complete international cycle (1948-1958). We thus conclude
that this disequilibrium is chronic, issuing from profound, faulty struc-
tural adjustment. We shall see what is meant by "faulty structural adjust-
ment" in the course of examining the reason for this disequilibrium.

2. The Causes of Disequilibrium in the Foreign Account

A. Secondary Causes

Responsibility for the current disequilibrium is often attributed to
the war and the Japanese occupation, and to the Indochina war. In our
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Cambodia's Commercial Balance
July, 1956 - December, 1857
(in thousands of riels)
1956:
Exports 91,335 111,847 107,927 96,247 95,873 169,511
Imports 163,258 150,877 231,439 177,368 160,341 144,693
Balance -71,923 -38,930 -123,512 -81,121 -64,468 24,818
1857
Jan. Feb. March April? May June
145,408 197,854 140,885 92,135 204,759 214,510
103,311 83,768 123,958 104,880 150,015 128,555
42,187 108,086 16,927 -12,745 54,744 15,955
1857 :
July Aug. Sept. Oct. Nov. Dec.’
147,806 144,835 122,442 155,443 103, 688 127,785
182,445 207,767 214,532 211,867 286,090 163,613 |
-34,639 -62,932 -982,090 -56,424 -182,402 -35,828

Source: Bulletin de la Bangue Naticrale du Cambodge.
q

opinion, this is a bit superficial. We do not deny the grave, perturbiag
consequences of the considerable damage instigated during the occupation of
the countrty by Japanese imperialism and later during the Indochina war.
Important though they were, however, the effects of this destruction on the
economy were only secondary, in the sense of being nonfundamental. Indeed,
the tendency towards the deterioraticn in the foreign account appears to
have been latent well before the war, since the crash of 1923, to be more
exact. In support of this argument, we will examine, in turn, the Indo-
chinese Union's balance of payments for 1837-39 and the circumstances
accounting for a trade surplus between 1930 and 1937.

(1) The following table, borrowed from André George,? shows the bal-
ance of payments for the Indochinese Union for 1937-1939. We note that the
current account already contained a deficit of 30 million piasters. The
deficit was held under control only by movements of public and private
capital. If the fact that Cambodia was liable for all entries on the debit
side of current operations (services and remuneration of capital especially)
is taken into consideration, as well as the fact that most capital during
this peried was attracted to Viet Nam by vast and more easily exploited

1[5qme of the figures in the text for these months were transposed in
reproduction. They have been corrected from the original source. |

2André George, "Autonome Economique, Coopération Internationale et
changement de structure en Indochine"™ (thesis, Paris, 1954).
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Indochinese Union Balance of Payments
1937 - 1939
(in millions of piasters)

Credit Piasters Debit Pias'cer;T
A. Current Operations Account
(a) Export receipts 200 (a) Import regulations 200
(b) Sexrvices: (b) Services: d .
Tourism, transit 30 Remuneration of foreigners 30
Retirements, pensions,

transferred savings 30

(¢} Return on (c) Capital remuneration:
investments Arrears on external debt 10
Dividends fprivate capital) 90

|

Total 330 | Total 360

Current Operations Balance
| -30

B. Capital Operations Account |

{a) Private capital:

Investments 30
{b) Public capital:
Public loans 20
Metropolitan
contribution 30
Total +80
C. General Balance 50

mineral riches, it is highly probable that Cambodia's balance of payments
would show a deficit from this period.

(2) An examination of Indochina's commercial balance from 1830 to 1937
reveals that a trade surplus was obtained only because of French price sup-
ports for Indochinese rice and corn exports,

Indeed, after the crash and during these years, Indochinese exports
lost their traditional markets as world prices for agricultural products
plummeted. France had to absorb cereal grains which no longer .attracted
any buyer on the market of other capitalist countries. During this period,
France purchased 500,000 tons of rice, 200,000 tons of corn, and 250,000

tons of anthracite at prices well above world rates.

It must be pointed out that such artificial support came at the ex-
pense of French peasants, without in the least righting the wrongs suffered
by Indochinese peasants, for they were still being crushed under the burden
of rents and usury, and they were still selling their harvest at very low
prices. The only ones to profit from this exercise were big French export-
import businesses in Indochina and in France. It is true that a fraction
of the Indochinese population, composed of landlords, import-export compra-
dore auxiliaries, and high civil servants in colonial administration, who
were the major consumers of imported goods and whose purchasing power was
linked to exporting, also benefited to some extent from this "forced"
French consumption of Indochina's surplus. Morsover, this support was
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unable to prevent a drop in Indochinese rice and corn exports provoked by
the good French wheat harvest of 1935. Rice exports fell from about
700,000 tons in 1934 to 348,000 tons in 1935; corn, from close to 500,000
tons to less than 300,000 tons.

It would appear, therefore, that the trade balance was in latent dis-
equilibrium from 1930 onwards; damage from World War IT, the Japanese occu-
pation, and the "Indochina" war only added to it. As for the nature of
the latter, we may even suggest that it merely reflects, in most acute
form, the growing consciousness of a deeper structural disequilibrium which
the population of the three nations in the Indochina peninsula refused to
tolerate any longer.

It is therefore necessary to look elsewhere for the cause of disequi-
librium in the foreign account.

B. Fundamental Cause of Disequilibrium
in the Foreign Account

The fundamental cause of disequilibrium in the country's balance of
payments appears perforce related to integration of the economy into the
world market of goods and capital. This has the effect of expanding the
debit side of the balance while the credit side simultaneously tends to
level off. Let us briefly review the mechanism through which international
integration prompts this disequilibrating action.

a) Tendency towards Debit Expansion

1. The dynamisn of capitalist economies and the growing absolute advantage
which is reflected in industrial production means exports of developed
capitalist countries will always be ahead of Khmer production, which re-
mains confined within 4 primarily precapitalist structure. Initiative is
the province of foreign entrepreneurs who "open up'” a country and who ac-
guire the right to sell and to buy there, The consequence is the ruin of
loeal cerafte and the substitution of imports For handicraft production,
from whence comes the strong "propensity” to import im a country that has.
become underdeveloped.

This effect tends to be self-sustaining during the international re-
covery following each periodic recession, the time when the need of devel-
oped countries to increase their exporting to underdeveloped countries
would seem to be most acute. This need 1s even stronger at the current
stage of overdevelopment reached by most advanced capitalist countries.

2. The local revenues which are enhanced to some extent from international
integration are:

{(a} Rents: a foreign outlet hecomes available for the export of rent
paid in kind. Landlords are incited to intensity their exploitation of
peasants in order to extract more goods for export.

(b) Incomes of money lenders, who are usually landlords or commercial
middlemen: these people take advantage of the deterioration in the mate-
rial conditions of artisans and peasants, deterioration precipitated by
international integration, by loaning money at usurious rates.

(c) Protits of compradores, of importers-exporters: a field of inter-
mediary commercial activity opens up for traffickers of all sorts who
rapidly multiply in big commercial centers.
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Those receiving these revenues are not "forced" by competition to in-
vest an increasingly large share of their income in order to preserve their
position, as capitalist entrepreneurs are. Landlords are effectively pro-
tected by their deeds to property. Given the enormous mass of peasants and
artisans permanently on the edge of ruin who need to borrow money, usurers
have no fear of competition. While small shopkeepers and traders in vil-
lages exist in a precarious situation, the importers-exporters are, in
fact, protected by their close relations with big foreign commercial and
banking monopolies. Because of the growth in their incomes after interna-
tional integration, these wealthy strata of society are quite naturally
tnelined to inercase their consumption of imported "luwuries" and te in-
erease the volume of their hoarding, which requires increased imports of
gold or precious stones for which foreign payment must be made.

To obtain an idea of the disequilibrating power represented by the
consumer demand emanating from these "rich'" strata, here is Paul Bernard's
summary of the import structure for Indochina as a whole; it is valid for
Cambodia considered in isolation insofar as it can be verified by external
trade statistics:

(a) Products imported for "Europeans," landlords, com-
pradores, high civil servants: tinned food, flour, fruit,
candies, perfumes, cosmetics, spirits (champagne, cognac,
whisky, etc.), glassware, porcelain, silk, electric lamps,
automobiles, furniture, raincoats, cigarettes in packets and
boxes, cigars, hats, condensed milk, chocolate, fish and
shellfish, hirds' nests, onions, shallots, fresh and dried
vegetables, grapes, starches, fresh and preserved fruits,
shark fins, gasoline. . . .

These imports, consumed by less than 10 percent of the
total population, make up 4% percent of the value of all
imports.

(b) Products consumed by the mass, 90 percent of the
population: cotton (raw fiber or woven), petrol, tools,
fireworks, incense sticks, candles, household articles,
betel nuts, various condiments.

These imports represent 4 percent of all imports.

(c¢) Products not directly consumed: coal, asphalt,
heavy o0ils, railway rails, wagons, steam rollers, large
machinery, construction equipment, steel boats, etc.

In brief, then, the rise in consumption of luxury goeds and the rise
in hoarding by certain social strata tend considerably to reinforce the
"propensity to import,"

3. The inexorable consequence of international integration of the economy
is the emportation of earnings; this vepresents a very heavy drain on
national income and directly affects the balance of payments.

Some might say that in mentioning the export of earnings we have ne-
glected the other side of the balance, i.e., similar receipts which provide
appreciable support to the Khmer economy. Capital earnings reached 16.59
million riels in 1955, 55 millions in 1956, and 69.76 millions in 1957,

But the counterpart of this must not he overlooked: mnational saving ex-
ported out of the country.

4. Indeed, the flight of national gsaqving under pressure of competition
from foreign capital is another disequilibrating force.

Moreover, in an economy lacking capital, income garnered annually
cannot offset the loss endured by the economy from the export of national
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savings, again from the point of view of the development of national capi-
talism., Indeed, this export of local capital cannot be compared with ex-
portation of capital from "overdeveloped" countries. In these countries,
there has been an overdevelopment of "capital" since the end of the nine-
teenth century, and where '"marginal efficiency of capital™ or, to be more
precise, return on investments, has greatly diminished. The "propensity
to save" which might more accurately be called "forced hoarding" is too
high.? (Capital export becomes a necessity for the system as a result of
its internal development. In Cambodia, as in underdeveloped countries in
general, the mechanism which fosters export of saving.is "external' in the
sense that it is not prompted at any time by development within the system
itself. It results from integration of the precapitalist economy into the
world wmarket of goods and capital.

We have already seen that competition from foreign goods and capital
guides saving into export agriculture, but development of agriculture is
in turn limited for reasons which we have alsoc examined. The only outlets
then available for accumulated natiocnal saving are secondary activities
eschewed by foreign capital (rice mills, brick factories, repair shops,
etc.), intermediary commercial activities, and finally, flight abroad in
search of short-term opportunities or more profitable speculative "invest-
ments.”™ Such foreign speculation, it is true, yields profitable returns
for investors, but it is nonetheless a considerable loss for the economy
as a whole, because local investments could have made an effective long-
term contribution to the national economy,

We have just surveyed the major underlying forces which tend to expand
the debit side of the country's foreign dccount. On the credit side of the
balance, other forces exert a depressing influence, i.e., the deterioration
in terms of trade and the end of foreign capital influx.

b) Levelling off of Credits

1. Deterioragtion in the terms of tradz. Before the great crash of 1928,
chronic disequilibrium in the foreign account was invariably overcome by
adaptation of the economy's structure to the need of the dominant developed
economy:

(a) Structural readjustment by redirection of local production. We
have seen that international integration of the eccneomy gradually encour-
ages peasants to produce in order to sell. Thus, a certain growth in mar-
ket economy emerges in production for exportation, particularly along the
river banks and in chamear regions. Approximately three-quarters of all
cultivated land made up of rice paddies are still worked under feudal con-
ditions, it is true, but rent and usury serve to extract paddy for export.

(b) Structural readjustment effected by foreign investments in search
of quick profit. The relatively rapid growth in export activities stimu-
lated by foreign investments (rubber) became an essential source of foreign
exchange.

After 1929, the "maturation" of advanced capitalist economies was ob-
vious. We have seen how the agricultural crisis was "artificially" over-
come in the 1930-37 period, and the agrarian crigis can only intensify
during the present period in advanced capitalist countries. In the United
States of America, agricultural surpluses continually accumulate. This

Ssamir Amin, "Les effets structurels de 1'intégration internationale
des économies précapitalistes'™ {(thesis, Paris, 1957).
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represents a source of grave and permanent difficulty for Khmer agricul-
tural exports in the '"capitalist" market for export commodities.

This situation occasioned the steady detericration in the terms of
trade.

Cambodia's exports and imports formerly passed through the port of
Saigon, and so a fairly good idea of the extent of this deterioration can
be obtained by comparing the movement in wholesale price indexes for im-
ports and exports at Saigon:

Deterioration of Indochina's Terms of Trade
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Source: From data in the dAnnuaire Statistigue de L' Indochine,

These curves are extremely eloquent. Notice that

(1) The "scissors' only begins to open in 19530, and
(2) From that date, it continues to open wider and wider,

which indicates that disequilibrium already existed in a latent form begin-
ning from the time of the "great crash,™ and it cannot be accounted for in
any fundamental sense by damage resulting from the war.

It is hardly necessary to point out the absence of any visible im-
provement in the terms of trade since 1938 and that deterioration can only
intensify -as Khmer rubber faces increasingly stiff competition from syn-
thetic rubber, on top of the permanent factors already mentioned. :

This constant deterioration in terms of trade is not unrelated to
monopolization of import-export commerce. We have already pointed out
that companies which sell manufactured goods to the country are for the
most part the same ones which buy agricultural produce.
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2. Before 1929, from 1920 until 1929 to be more precise, an impertant in-
flux of foreign capital went into the cultivatiocn ¢f rubber for export.
This influx was a major source of foreign exchange. From 1929 on, however,
there has been no important influx of foreign capital. In developed coun-
tries, awareness of internatiomnal structural disequilibrium is increasing.
International finmancial milieux are not unaware that '"natural™ structural
readjustment no longer operates as it did in the nineteenth century and
correctly conclude that capital can only be invested where its use immedi-
ately gemecrates a surplus of foreign exchange capable of paying for the
reexportaticen of earnings. Such a possibility could be a long time in
coming to Cambodia.

These are the principal destabilizing forces issuing from integration
of the economy into the international market for goods and capital., The
only way out of this state of chronic disequilibrium is to withdraw from
the entanglements of integration and to engage resolutely in autonomous
development, American commercial aid cannot be an appropriate solution for
current disequilibrium. It has not prevented increasingly pronounced dis-
equilibrium in recent years. I[f it temperarily disguises the problem, it
also promises more acute instability in the future, because it intensifies
international integration.

C. The Consequences of Disequilibrium
in the Foreign Account

Chronic deficit in the foreign account is only the reflectiocn of pro-
found structural disequilibrium on the international level; it is not, in
other words, the cause of this disequilibrium but its consequence,

This disequilibrium, it is true, is momentarily disguised by American
aid. It goes without saying that this growing dependence of Cambodia is a
threat to recent national independence. From an economic point of view,
if nothing is done to bring an end to this disequilibrium, national ex-
change and gold reserves will be speedily exhausted., Sooner or later,
this will lead to devaluation, official or otherwise; rises in internal
prices will follow, while export volume and prices will continue to fall
due to inelasticity in international demand. There is a mechanism whereby
deficit in the foreign account triggers changes in exchange rates, and
through such changes prices and "saving" are affected. Currently, the
fragile condition of the foreign account greatly inhibits the formation of
saving. People hesitate to save out of fear that savings would only lose
their value in the inflation which would follow an eventual devaluation.



CONCLUSION TQ PART I
THE NECESSITY OF AUTONOMOUS DEVELOPMENT

The question of Cambodian industrialization would appear above all
else to require an initial, fundamental choice between development within
the framework of international integration, that is, within the framework
of free external trade, or autonomous development.

It appears that interndational integration imposes strict limits on
the economic development of the country. Under these circumstances, elect-
ing to continue development within the framework of international integra-
tion amounts to accepting the mechanism whereby handicrafts become atro-
phied and precapitalist structure is strengthened, while economic life is
geared, in a one-sided fashion, to export production and hyperactive inter-
mediary trade. Put in other terms, agreeing to international integration
means tolerating structural adjustment of the currently underdevelopped
country to the requirements of dominant, developed economies. Accepting
international integration amounts to accepting the mechanism whereby struc-
tural disequilibrium intensifies, a situation which could lead to violent
upheaval if it should become intolerable for an increasingly large percen-
tage of the population. Indeed, consciousness of the contradictions em-
bodied in world market integration of the economy already exists.

Self-conscious, autonomous development is therefore objectively neces-
sary. It is now appropriate to assess the prerequisites of such autonomous
development more carefully. That is the purpose of the second part of our
thesis.
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PART II
PROBLEMS OF INDUSTRIALIZATION

CHAPTER 4

PREREQUISITES OF A POLICY OF AUTONOMOUS DEVELOPMENT

Section I. The Necessity of Relying Essentially
on National Resources

1. Foreign Capital Can Contribute to Development
Only under Certain Specific Conditions

In Part T of this essay, we saw that foreign investments did not
really contribute to the breaking down of the precapitalist order. There
are essentially two reasons for this: ;

1) The locus of the accelerator is shifted abroad by the importing of
semiprocessed and consumer goeds;

2) The multiplier effects of productive investments are remecved by
the export of profits. We have seen that these exports amount to
more than 6 percent of national income and more than 40 percent of
all profits made in the country, a considerable drain on the econ-
omy .

For these two reasons, there is no autonomous national capital forma-
tion capable of replacing foreign capital. Economic development continues
to depend largely upon the rate and extent of new foreign investment flows.
This development 1is uneven, as 1t depends ultimately upon decisions made by
big international firms, 1.e., independent entities detached from the local
environment, working out their strategy from the outside and operating on
the basis of their self-interest. Capital may not be forthcoming at the
very time when development need is most pressing. FEven in the unlikely
event of a constant flow of new international investment, amortization and
interest paid by the borrowing country will eventually match and then ex-
ceed the net annual amount of newly introduced capital after a more or less
brief period of time.’

Cambodia, it seems, has already passed the point of no return. Since
the crash, foreign capital has practically ceased coming. The influx of
new capital fails to make up for the outflow of earnings. Thus, foreign
investments end up being a retarding factor at the same time they assume
greater importance for the foreign account.

In future decades, there is no reason to count on the resumption of
major new foreign capital flows. Even if it should happen, difficulties

lsee E. Domar, "The Effect of Foreign Investment on the Balance of
Payments,'" American Economic Review, December 1850. An overview is given
by Ducros, "Les investissement américains a l'etranger et l'equilibre
international," Revue économique, March 1954,
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would be postponed but would not disappear. It is rather more likely that
new problems would emerge, especially with Tespect to foreign payments.

It is true that as long as foreign investment confines itself to pro-
duction for export, the balance of payments remains in equilibrium by the
very play of investment. 1Indeed, the debit side of the balance will show:

--induced importation of capital goods (C,) for an initial period;
--imports of consumer goods for workers and management (S}, profits
exported in the form of foreign currency (P), and repayment of
borrowed money capital (C:) during a second peried, that is, from

the time a firm begins operating.

In summary, one complete rotation of capital affects the debit side
of the balance in this way:

Debit = C4 + § + P + 05
The credit side will show:

--imported money capital (C4) for an initial periodi

--exportahle products comprised of the following: incorporated
capital goods (Cs), salaries (S), and profits (P) during a second
period.

At the end of a complete rotation,
Credit = C4y + C;, + § + P

Thus, foreign investment in production for export affects both sides of
the balance in the same way.

This would not be the case, however, if foreign investment began
producing for the domestic market. In this instance, foreign investment
depresses the balance. Indeed, the debit column shows:

Debit = Cqy + S % P + (3

On the credit side, there is only a limited quantity of foreign currency
(C4) representing the amount of imported money capital, while products

(S + P + Cz) are consumed inside the country. The problem then is to re-
store eguilibrium through substantial growth in agricultural exports so as
to pay in real terms for imports induced by local distribution of supple-
mentary salaries, reexportation of profits from foreign investment, and
repayment of imported capital. In order to do this, a certain amount of
new foreign or national investment must be committed to agricultural pro-
duction. Without it, some way must be found to obtain a new surplus of
exportable agricultural produce (notably the raising ¢f rents and of in-
terest rates, or increasing taxes). Moreover, even if an agricultural
surplus were to be had, the country could not be certain of disposing of
it, international demand for agricultural produce being highly inelastic.
These difficulties, which entail difficulties in paying for the export of
earnings, represent one of the serious obstacles to foreign investment in
the domestic market, and production for export is up against the declining
rate of growth in demand in developed capitalist countries.

If the problem of producing goods for export is serious for under-
developed countries as a whole, it seems to be even more critical for Cam-
bodia, where export agriculture encounters restrictions greater than usual,
Indeed, economic development could not rest upon future expansion of export
produce such as rice, corn, or rubber for which inteérnational demand al-
ready seems highly inelastic.
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But let us leave aside the problem of external payments, a secondary
issue when all is said and done, in order to consider what steps would
need to be taken to allow foreign investment, old or new, to assume its
true role as the pole of development. From the preceding discussion, it
would appear that measures would be needed to:

1) Discourage demand created by income distribution from falling on
imperts and to direct this demand towards domestic production;
2) Limit the volume of reexported prefits.

Let us examine these two measures in turn.

a} Discouraging Demand for Imports

In the first instance, the importation of consumer goods shifts the
accelerator effect overseas and annuls the multiplier effect of foreign
investment. This being the case, import quotas could be used to steer the
demand induced by income generated by autonomous foreign investment towards
locally produced goods. Domestic demand is then met by 'small industry and
national handicrafts. It could even be met without reguiring too much
investment by organizing producer and consumer cooperatives, which enhance
labor productivity. Moreover, foreign investment, if presumed productive,
does contribute to growth in the domestic supply of goods. The increase
is direct when the flow of independent foreign investment produces for the
national market. It is indirect when it contributes to the credit side of
the balance of payments an amount equal to the sum S, the sum of income
distributed inside the country.

Eveything evolves, then, as if the country were exchanging small in-
dustrial goods and handicrafts for foreign exchange, which can be used to
purchase the capital goods required for starting new enterprises. This type
of investment can be regarded as investment induced by primary foreign in-
vestment. This catalytic role could be played by the existing French
rubber plantations.

But induced investment, I = S, it is clear, cannot be very important,
because present conditions of underdevelopment and "hidden' unemployment
mean that salaries paid to nationals would be low. An enormous mass of
foreign capital investment would he required to enable sufficient salary
accumulation capable of being transformed into capital for the development
of national capitalism.

b) Limiting the Export of Earnings

The multiplier effects of any foreign investment are annulled by the
export of profits. For this reason, attempts are being made to fix limits
on the reexportation of profits.

--The corporate earnings tax is fixed at 22 percent.
--The "Revelppment Surcharge" for 1957 is fixed at:
32 percent of those earnings and dividends which rubber planta
tions seek to transfer;
47 percent of those earnings and dividends which firms whose
activities are vital to the economy seek to transfer;
52 percent of those earnings and dividends which other firms
recognized as contributing to the economic development of the
Kingdom seek to transfer.

All of these measures, if effective, would permit the retention of
part of the considerable profits of foreign firms for the purpose of
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financing the formation of public saving, which would, in turn, be used
for harmonious development of the economy. It must he said, however, that
much of the impact of these policies is lost from the outset as a result
of certain value transfers which we have already examined, these being
readily concealed by pricing policies of subordinate firms, usually agen-
cies or subsidiaries of "big international units."

The problem thus becomes one of finding a way to make measures deemed
essential, more effective, ordinary exchange controls being inadequate.
in our view, the only solution is a state monopoly of foreign trade in the
major export commodities--rubber, rice, and corn. '

Productien would be left to private initiative. The state would pur-
chase rubhber, rice, and corn at prices which would leave a sufficlent mar-
gin of profit for encouraging producers and export the goods to countries
offering the best terms. Each of these measures would effectively dis-
courage fraudulent transfers of earnings and render legal restrictions
effective.

Note that if these restrictions were to become effective, they could
not £ail to force private foreign capital from the country. Rightly or
wrongly, the big financial consortia would think of them as removing any
incentive to invest in the country.

Can public international grants and lodans at low interest then make
up for defaulting private capital?

2. Public International Grants or Loans

Foreign aid poses no problem provided it does not involve political
or economic subjugation. France currently provides invaluable aid for the
country's development. Because it consists of capital goods and genuine
technical assistance, this aid seems consistent with the development needs
of the Khmer economy. Most of it goes into construction of a deepwater
port at Sihanoukville (Kompong Som) which will probably be ready in June
1959, and into equipping Pochintong airport (Phnem Penh). From 1955
through 30 June 1858, French aid totalled 4.04 thousand million francs.

Socialist countries appear inclined to extend unconditional aid on
the basis of the "five principles of peaceful coexistence." Thus, Cambodia
should shortly receive aid of £8 million from China. The High Council of
Flanning and National Development allocated this aid as follows:

Production . . . . . . . . . . . £6,000,000
{including 5 millions for construc-
tion of four factories--cement,
paper, textile, and plywood)

Infrastructure . . . . . . . . . £400,000
Social development . . . . . . . L800,000
Administrative development . . . £800,000

Soviet aid will be used to construct a 500-bed hospital at an esti-
mated cost of about 400 million riels (4 thousand million francs).

To date, most aid has come from the United States. It is, however,
the most controversial form of aid in official as well as public circles.
Without going into the political and military combinations that Americans
try to devise in distributing loans and grants, it is obvious that their
aid is designed to enlarge commercial and private investment possibilities
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by "opening the way," hence to perpetuate ancient economic relations for
the benefit of the United States, relations which are, te be frank, those
of domination.

Nevertheless and in all circumstances, avoiding or mitigating abuses
in aid agreements will depend to a considerable degree on officials of the
requesting country who are responsible for negotiating them. The Cambo-
dian government enhances its efforts to diversify its sources of foreign
aid by means of a peaceful foreign policy and by e%tabllshlpg Telations
with all countries without discrimination. -

3. The Necessity of Relying Essentially on National Resources

Ultimately, it is necessary to rely upon national capacity to accumu-
late. All sound development must have firm domestic foundations. But how
can domestic resources be mobilized to finance development?

Expert economists of the United Nations have envisaged several ways.2
For example, they considered the possibility of financing some essential
investments, not through the investment of saving, but by using gold and
currency hoarded by certain individuals, It is estimated that in Southeast
Asia and the Middle East, the hoarding of gold by certain people amounts
to 10 percent of national income. This is probably an accurate estimate
in Cambodia's case. The problem is finding & way to use these hoarded sums
for capital formation. Naturally, such reserves could only serve this pur-
pose once, but if their utilization were spread over five vyears, they would
contribute to capital formation at a rate equal to 2 percent of national
income for that period. This is not much, but it is certainly not negli-
gible if the proposed objective can be reached, On this point, howsever,
even the United Nations experts are very pessimistic. The resources are
there, but how will they be brought into use? It is not even easy to re-
sort to requisition, because available information about these resources
is minimal.

In reality, recirculation of such resources prior to industrialization
is unlikely to make a significant contribution to initial capital forma-
tion. Holders of such reserves will not be tempted to put their capital
into use until industries have demonstrated a capacity to function satis-
factorily, thereby creating new opportunities. This was the sequence of
events, 1t appears, in the early stages of Japanese industrialization.

The problem remains, then, one of finding the initial capital for launch-
ing industrialization.

The high percentage of available foreign exchange held in reserve to
back the national currency and bank deposits immobilizes a substantial
portion af foreign exchange holdings. But this is objectively necessary
in the case of international integration of the economy, if only to coun-
teract incessant fluctuations in the country's balance of payments. Conse-
quently, these reserves cannot be mobilized for financing initial capital
formation (see Chapter 5, Subsection 2).

Other policies conceived by United Nations experts for the economic
development of insufficiently developed countries envisage the creation,
extension, and improvement of organized saving networks.

zU.N., "Méthodes et problémes de 1'industrialisation des pays sous-
développés,' 1955; U.N., "Measures B prendre pour le développement des pays
insuffisament développés,” 1851.
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Postal saving accounts exist everywhere and outnumber any other type
of saving institution in Southeast Asia. In 1950-51, there were 381 postal
saving accounts in Burma, approximately 200 in Malaya, 9,300 in India, 478
in Indonesia, etc.?® However, United Nations experts are themselves dis-
heartened by the result of these experiences. It was observed that:

(1) Savings entrusted to major establishments set up for the purpose
of capital accumulation are relatively limited and that most
voluntary saving is entrusted to commercial banks;

(2) Net amounts held in postal savings accounts are declining in most
countries, and nowhere is savings growth really important. More-
over, the volume of savings certificates sold and net annual in-
creases in sales are very low.

We will take up the first point later when analyzing the banking sys-
tem. For the time being, let us concentrate on the second observation.
What would account for the lack of success of these institutions? Some
suspect the low rate of interest given to depositors. Raising interest
rates, however, would amgunt to squandering the mobilized saving through
increased costs. It is hard to see what good this would do,

In reality, United Nations experts appear to have underestimated the
importance of the milieu for which "methods" or "policies" are being pro
posed. It seems to us that the problem is first and foremost that of
ereating an environment conducive to development, of finding an internal
dynamie. In this search, it is important to assess qualitative factors
and to make some essential distinctions.

In European capitalist countries, development resulted from a "desire
to accumulate and to invest" on the part of entrepreneurs. Such an entre-
preneurial class does not, however, exist in most underdeveloped countries.
Those holding the largest incomes susceptible to saving spend them on
luxury goods, especially imported ones, and on real estate "investments"”
(in Cambodia, construction of houses and villas; in other countries,
acquisition of land), or on tertiary "investments" (trade, usurious money-
lending). A portion of these incomes is hoarded. Trends influencing
holders of these incomes are themselves intimately tied to the precapital-
ist structure of the national economy (see Part I). 1Is it then possible
te redirect the economic behavior of these social groups without tampering
with the economic structure itself?

4, The Necessity of Extensive Structural Reform

In our view, the steps which need to be taken more closely resemble a
social and political program for the destruction of ancient precapitalist
economic relationships and the creation of an integrated national capital-
ist system than a technical program for the mobilization of the means of
finance,

Let there be no misunderstanding of our proposition.

We are not proposing to eliminate the classes having the highest in-
comes. The structural reform which we are proposing does not tend to
eliminate the contributive capacity of these groups. Rather, we believe
ways can and must be found to bring out their contributive potential by
attempting to transform these landlords, retailers, and usurers into a

3U.N., "De la mobilisation des capitaux nationaux dans certains pays
d'Asie et de 1'Extr8me-Orient.”
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class of industrial or agrarian capitalist entrepreneurs. An effort will
thus be made to deter them from unproductive activities and to encourage
them to participate in production. In the city, an effort will be made to
transfer capital from the hyperactive commercial sector into more directly
productive sectors. In the countryside, there will be a struggle for re-
ductions in usury and rents. We have already seen how usury and rents
divert revenue from land improvement, irrigation and drainage, or rational
utilization of agricultural equipment. Direct struggle for reductions in
rents and usury and the prospect of industrialization, for which the state
must take initial responsibility, would induce landlords to "reorganize"
their property, gradually to replace outmoded techniques of cultivation
with capitalist methods involving the use of capital and salaried workers.

To effect such a profound transformation, isolated measures will not
suffice. At the beginning, at least, a package of very strict measures
appears absolutely essential. And among these, thonse concerning foreign
relations come at the tep of the list. Without an appropriate solution to
the problem of relations with the outside, we do not believe it is possible
to speak cogently of structural reform and self-directed development.

Section II. Foreign Trade Which Facilitates
Autonomous Develgpment

With regard to relations with the outside, two ¢losely asscciated
problems must be solved:

(1) How to control relations with foreign countries;
{Z) How to engage in foreign trade which facilitates industrialization.

Before suggesting a possible solution, we will first consider how these
problems arise.

1. The Need to Control External Relations

The first issue before us is whether or not it is possible to engage
in structural reform and autonomous development while simultaneously
strengthening international integration. This appears to be the essence
of advice from United Yations experts. Yet it is precisely this interna-
tional integration which fostered the present structure and which sustains
it., In our opinion, it is impossible to envisage autonomeus development
without prior restriction of international integraticn, that is to say,
restriction of free trade.

The fact of the matter is that the abstract principle of free trade
conceals the actual absence of liberty for national entrepreneurs and the
exclusive liberty enjoyed by foreign businesses. Friedrich List had al-
ready demonstrated this point.* List rebuked the liberal school basically
for reasoning as if the world were composed of isolated individuals pro-
ducing and exchanging goods in unfettered freedom, for this state of
affairs never obtained. In practice, individuals are grouped in nations
with whose prosperity they are closely associated. The fact that a nation
might prosper does not mean that each of its constituent members enjoys
wealth, to be sure. But it is certain that individuals cannot separate
their fate from that of the nation to which they belong. If the nation

4596 J. Marchal, Cours d'économie politique, T.1, p. 116. Bouvier,
?. List, 1938.
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declines, they will more or less suffer the consequences. If the nation
develops, they might have greater opportunity to improve their lot. fThe
fundamental faet which economists ought to take into eonsideration is
therefore not the individual, but the nation.

The nation coften displays characteristics differing from those of the
individual. It is blessed with longer life. An individual can devote him-
self to amassing the greatest possible wealth; a nation must subordinate
wealth as such, which is momentary, to the capacity to create wealth, the
capacity which will benefit consecutive generations of the naticn. In
opposition to the liberal theory of exchange, List posits the theory of
"productive forces." And he is categoric on this point: within a system
of free trade, a country cannot industrialize regardless of the resources
at its disposal.

List, it is true, specified that not all nations can become what he
calls an "agrarian-manufacturing-trading-state™ and that, in general,
tropical countries have to make the most of their natural agricultural
advantage and accept specializatien. Free trade is the best means of
doing this. In making such a statement, List allies himself with liberal
theory in one instance, while criticizing it in another. Free trade will
enable tropical countries to benefit from a natural advantage and to bhene-
fit still more from technical progress achieved elsewhere in the world.

If this were really the case, each technical innovation in industrial
countries which entails lowering the costs of production of manufactured
goods would amount to a lowering of their prices in relation to prices for
agricultural goods. In other words, the terms of exchange would improve
in favor of agricultural countries. But this has not in fact happened,
either in the case of underdeveloped countries as a whole or in the par-
ticular case of Cambodia (see Part 1, Chapter 3).

The 1954 GATT agreement on world trade emphasizes the fact that from
1938 to 1952 the exchange of goods between industrial and nonindustrial
territories increased only 7.3 percent, while the volume of all world trade
increased 16.3 percent. These figures demonstrate that trade among indus-
trialized countries is developing more rapidly than trade between indus-
trialized and nonindustrialized countries. Industrialization of under-
developed countries would thus appear to be the very condition for
expansion of world trade and not simply the prerequisite of agricultural
progress within these countries. No country can industrialize, however,
within a system of free trade.

It is worth noting that the historical experience of all advanced
capitalist countries confirms this need to control external relations.

In the past, during the mercantilist era, industrialization occurred
in conjunction with a nearly total ban on imports. And protectionism
lasted a long time in liberal capitalist countries. Great Britain, father-
land of free trade, was strongly protectionist at the beginning of the
nineteenth century. It banned importation of the then more competitively
priced Indian goods. France followed suit. Principles advanced by Fried-
rich List in Systéme national de L'Economie pnlitique guided German indus-
trialization. The United States also prohibited importation of European
consumer goods.

More recently, the only periods of serious industrialization in under-
developed countries arose during periods of world war, a time when forced
autarky reduced foreign competition and cut off foreign capital.

The period of isolation was very brief in Cambodia, as the country
was quickly absorbed into the Japanese imperial orbit. Imports were not
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greatly reduced by the war. In spite of this, some productive enterprises
were able to emerge. ‘

The Argentine example is even more striking. There the authorities
did not stand aside as victims of the situation, but actively sought to ex-
ploit it, A state quasi-monopoly on external trade which extracted commer-
cial profits from landlords, wholesale speculators, and foreign businesses
financed industrial progress. Thus, industrial production increased by
80 percent between 1938 and 1951, At the present time, Peronism is falter-
ing bhecause the government attempted to solve the economic difficulties
that have issued from a reversal of the situation on the external market
after 1949 by inflation and recourse to foreign capital investments,
measures which also reinforce land renting, import growth, and decline in
demestic investment.

2. Foreign Trade as a "Dynamic Organizing'" Element

Regulation of relations with foreign countries 1s essential, This is
a matter of reserving the domestic market for national industries and Te-
stricting competition from foreign goods, supervising foreipn capital move-
ments and transfers of earnings, and, in general, working the economy out
of the entanglements of international integration. But control of foreign
relations is not enough. It would be unsatisfactory to exit from interna-
tional integration only to enable the "natural" mechanism of disintegration
of precapitalist structures to ¢ome into play. The process would be too
slow and too painful for the majority of the population. European coun-
tries required the sixteenth, seventeenth, and eighteenth centuries to
complete the destruction of ancient precapitalist economic relations and
to secure a firm base for capitalist development. Such a pace was permis-
sible because the whole world was at about the same level of development.
But to adopt this pace in the twentieth century, when most countries are
advancing by leaps and bounds, is tantamount to leaping into bankruptcy.
Responsibility for development thus falls upon the government, whose policy
orientation must demonstrate conscientious concern with structural reform.
External trade must be one of the means whereby the state effects this
reform and accelerates development through use of the undeniable advantages
of external exchange, and in so doing allows national industry to acquire
the material it needs for its rapid expansion.

In this way, importing should enable the national economy to acquire
the means of production and raw materials, Nonessential imports should be
held to a minimum. By limiting imports of vegetables and fruit, wheat
flour, tinned meat and fish, sugar, tinned vegetables and fruits, beer,
tobacco, cigarettes, i.e., goods that can be produced immediately in the
country, and by reducing imports of wines and aperitifs, spirits, and other
alcoholic drinks and liqueurs--equally nonessential items--at least 80 per-
cent of the foreign exchange spent under the heading "Agricultural, Live-
stock, and Food Products”™ could be saved. 1In the same way, reducing
imports of cotton, rayon, and other fabrics would save 40 percent of the
foreign exchange expenditures falling under the heading "Textiles." The
entry for "Metals and Metallic Products'" could be reduced by 30 percent hy
restricting the importation of automohiles, certain "metal products" and
“appliances”™ such as radios, refrigerators, and other luxury goods. In
total, 40 percent of the amount spent on imports could be cut immediately
in anticipation of eventually heing able to produce other goods such as
cement, cotton fibers, fish nets, iron for the manufacture of farm imple-
ments, certain chemical products, certain yubber products, and some paper,
so as to be able to save on impeorts of these as well.

Reducing imports by 40 percent would serve only to balance the coun
try's foreign account, it is true. But stabilizing the account might
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create more favorable conditicns for development, and this should not be
overlooked. Moreover, an effort might be made to Increase exports. To
this end, the range of exports might be extended: tropical fruits which
the country already possesses in abundance, such as oranges, pineapples,
bananas, and others; national handicrafts such as silverwork, straw mats,
and wooden, ivory, leather, and bronze objects, and the like. Exchange
flows might then be diversified by strengthening trade with all countries.
Pursuing this line of thought, trade with highly industrialized countries
might be distinguished from that with other underdeveloped countries, them-
selves on the road to industrialization.

(1) Cambodia will sell raw materials to industrialized countries and
purchase c¢apital goods. On this level, new possibilities are
available through expanding trade with socialist ¢ountries. Thus,
while maintaining traditional outlets in advanced capitalist coun-
tries, Cambodia could open up additional outlets for its agricul-
tural commodities and raw materials and improve its terms of
trade.

(2) Cambodia could sell agricultural products (raw materials or food-
stuffs) to other underdeveloped countries engaged in the process
of industrialization and purchase minerals from them. Generally
speaking, underdeveloped countries in the process of industraliz-
ing might serve as new outlets for each other. Countries produc-
ing minerals might be in need of agricultural or consumer goods
which they are unable to produce themselves. Countries producing
agricultural goods might require minerals.

As can readily be seen, our view is rather far removed from the theory
of comparative advantages. If we were to follow this theory, Cambodia
woitld have to specialize in agriculture. Each nation must specialize in
whatever it enjoys the best advantage.

Numerous criticisms of this theory have already been made. Indeed,
the problem of balancing the foreign account 1s rendered abstract as the
theory assumes equilibrium exists o pricri, or to be more exact, assumes
homeostasis in the balance. Historical experience is sufficient proof
that such an assumption misrepresents reality. Another reproach, more
serious than this, is the essentially static nature of the theory. It is
based upon comparison of productivity at a given moment in time. It is a
valid indicator of what each country should be exchanging at any given
moment, but it does not allow for generalization over time. It cannot be
assumed that returns from receipts will remain stable in the long term.
This would amount to assuming such advantages are "natural.” This is only
partially correct, as technical developments are capable of overturning
"natural' determinants at any time. Technical progress is, however, only
possible with economic development as a whole, development which can only
come about by dislodging a more dynamic capitalist structure from the pre-
capitalist structure, and it is precisely this notion of structure that
the theory of comparative advantages ignores; that is the fundamental
criticism to be lodged against it.

The problem before us now is to decide what represents the greatest
sacrifice for the national economy: renouncing economic development for
the purpose of securing immediate advantages issuing from international
exchange, or renouncing immediate exchange opportunities for the purposes
of economic development while searching for an internal structure capable
of contributing more effectively to the development of productive forces
on & national level. While it is true that it is more advantageous for a
backward country to import industrial goeds rather than to produce them at
any one point in time, it is equally true that in the long run such a
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country could never really improve its industrial overhead while engaging
in the speculation envisaged by the theory of comparative advantages.

In a study undertaken by the League of Natioens,® it was calculated
that underdeveloped countries would have to multiply their importations by
sixteen and increase their exports by an equal amount in order to be able
to consume $52 worth of industrial goods per capita, that is, half as much
as in industrial countries. Needless to say, such a development is impos-
sible. Even if agricultural countries could ever produce this amount,
they could not be certain of being able to sell such a surplus. "It is
clear that international trade alone offers no practical possibility of
reducing the enormous differentials existing among countries with respect
to Industrial overhead."®

Moreover, an ever increasing number of authors assert that an impor-
tant increase in productivity, income, and standard of living in general
would be achieved if surplus labor from agriculture, where marginal pro-
ductivity is nil or nearly so (hidden unemployment), could be employed in
industrial development.? Nurkse and United Nations experts, it is true,
distinguish "overpopulated" underdeveloped countries from '"underpopulated”
underdeveloped countries. For the latter, the only possible solution re-
mains improvement of export agriculture so as to free needed manpower. In
our view, classifying underdeveloped countries as over- or under-populated
is artificial and ultimately pushes analysis back to the notion of popula-
tion density. In reality, relative overpeopulation exists wherever pre-
capitalist structure dominates agriculture, We have already seen that the
Cambodian peasant works only one day out of two. More rational organiza-
tion of the economy would secure the same level of production with fewer
peasants and without much more capital. Thse important thing, then, is to
adjust the principal proportions of the division of labor within the nation
without excessive preoccupation with immediate advantages from foreign ex-
change, or, to be more precise, the foreign exchange allowed under the
state's careful direction must be devised to encourage this adjustment.

3. The Nationalization of External Trade in
Major Commodities: Rubber, Rice and Corn

Rationally established customs duties can be useful for protecting
emerging industries or in any situation where importing is deemed necessary
and iikely. They were the only means employed by advanced capitalist coun-
tires in the course of their industrialization. But if tariffs were effec-
tive when industry was not yet well developed in the world, it seems they
are less so at the present time. Industry in already-powerful, advanced
industrial countries--owned, in addition, by big international units--has
the capacity to break tariff barriers (notably by dumping) so as to compete
with local industries still reduced to the craft stage.

Would a quota system be more effective? It seems not. Pressure to
import comes not only from outside but also from within the country from

SLeague of Nations, "Industriaslisation et commerce extérieur," New
York, 1945, pn. 22-23.

ibid.

7Nurkse, "Problémes de la formation du capital dans les pays sous-
développés,' Oxford, 1953; Lewis H. Bean, "Etude sur les revenus et sur
1'économie,” Institut National de Recherche Economique, New York, 1946,
Tome VIII; U.N.0Q., "Mesures & prendre pour le développement &conomigue des
paye insutffisamment développés.”
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those with highest incomes. These would be the first teo become accomplices
in smuggling. Customs services would never be able to stop it.

Moreover, this is not just a matter of controlling the movement of
goods, but the movement of capital and earnings as well. Neither customs
duties nor quotas would suffice. Exchange contrels have proven equally
inadequate. The failure of multiple exchange rates, however skillfully
devised, is also generally acknowledged. We have already dwelt at some
length on the reason for this (see Part I, p. 42).

Alongside the problem of control, another imperative must not be over-

looked: a conscious policy for launching the economy out of its backward-
ness.

Is it really possible to engage in active foreign trade without the
state directly assuming responsibility? One can legitimately doubt it.
Indeed, we have already seen that the structure of external trade is
ordered by the structure of the economy as a whole. And in the final
analysis, the task at hand is to transform this structure. External trade,
which currently plays a passive role, must be seen as a state instrument
for consciously changing this structure. Public duthorities must take
responsibility for development, because the self-adjusting economic mecha-
nism brought inte play by international integration will never create an
integrated national economy, and because the increasingly pronounced dual-
ist character of the underdeveloped economy slows down its development.

Each of these arguments militates in favor of the creation of a state
monopoly on foreign trade in the major commodities (rubber, rice, and
corn), production being left to private initiative. The state will pur-
chase these commodities at prices which give producers a sufficiently large
profit margin for incentive, and then the state itself will export the
goods. From then on:

(1) No value transfer could be camouflaged.

{2) Illicit imports would be cut off at the source, as 80 percent of
all foreign exchange would be controlled by the state.

(3) The state would dispose of foreign exchange in such a way as to
alter the import structure. Thus, it could reduce imports of
consumer goods so as to increase imports of capital goods for
private enterprise and, more important, for the enlargement of a
public sector capable of playing a commanding and leading role in
the economy. We will see that such a public sector is indispen-
sable for upholding and guiding nascent private industry.

(4) The government could use earnings from external trade for shoring
up the industrial sector: finance for the public sector and in-
vestment credits for the private sector. FEighty percent of Cam-
bodia's external exchange (imports and exports) amounts to 2.5
thousand million riels per annum. With a profit of 10 percent,
which is certainly much less than that currently made by foreign
import-export firms, nationalization would net 1.2 thousand mil-
lion riels for a first quinquennium. The velume of exports should
in theory enlarge in the context of an expansion policy, as should
the volume of imports, the prohibition of nonessential imports
being largely offset by urgent developmental need for capital
goods and industrial raw materials. Profits from external trade
are therefore bound to rise over the years of industrialization.

External trade would in this way become an important source of accumu-
lation, even as it facilitated structural reform.
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Section JIT. Cambodia's Industrial Prospects

1. Autonomous Development and International Cooperation

We have commented that the problem of industrializatien in Cambodia
requires a fundamental choice: autonomous development or development
through international integraticn.

It should be emphasized that the autonomous development which seenms
objectively necessary to us and which implies state control and direction
of foreign trade does not imply autarky. Autarky is inconceivable for a
small country such as Cambodia. On the contrary, we have already argued
in the course of examining foreign trade that we would hope to pretfit from
a century's accumulation of technical innovation in developed countries,
and, as neoted in the course of this argument, that foreign trade represents
one very important source of accumulation (industrial capital issuing from
reinvestment of some commercial capital, profit from public and private
enterprises, shift of some land rvent from luxury consumption to public and
private saving formation, etc.). Simply put, it seems to us that state
control over external trade is necessary to ensure that the country can
make use of the undeniable advantages of external exchange to permit new
industry, public and private, to acquire material quickly for its develop-
ment.

It is alsc appropriate to emphasize the necessity for Cambodia and
the majority of Southeast Asia's underdeveloped countries to coordinate
their industrial efforts. Indeed, most of these countries are small,
having an average peopulation of 20 million, with Laos at one extreme (1.5
million) and Indonesia at the other (82 million). The basic shared charac-
teristic, which is smallness of domestic market, might preclude industrial-
ization if this precess 1s conceived as a discrete phenomenon bounded by
national frontiers. Modern technology, be it a steel mill, machine assem-
bly line, or textile plant, brings returns only when a certain scale of
activity is attained. Under these circumstances, it seems to us that
agreements tending to create a measure of indugiriql specialization among
countries would offer the industry of each a larger market better adapted
to modern productive technology. We use the term industrial specialization
because such specizalization, which is avowedly based on equality and mutual
interest, is far removed from that which fostered the distinction between
agrarian countries and industrial countries, or even that which attributes
heavy industry to one country and light industry to another.

2. Immediate Possibilities for Industrialization

We will not hide the fact that industrialization will be a long
process for Cambodia. The difficulties involved therein emerge of their
own accord by examining the requisites of industrialization, as we are
attempting to do here. They issue not only from a retarded economic
structure, but also from the smallness of Cambodia's domestic market.

This latter difficulty means that industrialization of the country depends
not only upon the will and the effort of the Khmer nation, but also upon
that of other Southeast Asian nations.

\ Meanwhile, we must defend the country's political and economic inde-
pendence, independence gravely threatened by constant deterioration in the
external account. There is, moreover, the problem of meeting the most
urgent needs of the mass of the population. Under the circumstances, it
is obvious that major efforts must be concentrated on developing handi-
crafts and small industry. Tt is often argued that protecting and
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promoting such industries, which have low productivity, amounts to a loss
in real income for national consumers, a loss which can be measured by the
difference between the new product price and the price that would have been
paid had it been made by foreign plants with higher productivity. In our
opinion, this view overlooks the fact that even though foreign goods are
more competitively priced, they might still be too expensive for the mass
of the population due to their precarious purchasing power. Handicrafts
and small industry, in contrast, would provide work for this population

of "real" or "disguised'" unemployed. We would include among the latter

the large number of peasants who waste a lot of their time catching crabs
and chasing crickets for lack of more remunerative work 4s well as all who
are linked to overdevelopment of the "tertiary" sector, from small itiner-
ant cake venders to shoeshine boys, and including part of the throng of
intermediary tradesmen and c¢ivil servants, Handicrafts and small industry
would offer mediocre employment to this mass of unemployved ("mediccre' by
comparison with employment in large modern industry), but employment none-
theless. Moreover, handicrafts and small industries exist all over the
country, use most existing raw materials, and can supply some export arti-
cles which would allow Cambodia to receive materials and machines essential
for development of future large industries.

Then, too, it must not be forgotten that the market enlarges with the
ever-expanding volume of money incomes distributed in the course of employ-
ing workers in every new industry. And in order to make better use of the
nation's resources and to raise the average standard of living in the
process, there must be a family assistance and birth support program and
an effort to reduce infant mortality. Im this way, the national market
wotld enlarge, and the labor pool required by increasingly larger and
heavier industry would expand. Finally, as industry develops, the immi-
gration which is now a "burden'" for the economy will supply labor and new
markets. There will no longer be any reason to fear immigration as people
are inclined to do at the moment.

All things considered, there is no justification for concluding that
the Cambodian market is permanently fixed in size or that it is impossible
to set up modern factories in the country,.



CHAPTER 5

THE FINANCIAL SYSTEM IN THE SERVICE OF INDUSTRIALIZATION

Finance, money, and credit are central to the country's effort to in-
dustrialize. They can and must serve as levers to establish and guide
development ot the national economy. In this chapter, we will examine ways
in which the banking system and the budget might serve these ends.

Sectien 1. Money and Credit in the Service
of Industrialization

1. History of the Current Monetary System

The current system is the product of a long historical evelution.
When the French expeditionary corps began its occupation of Cochinchina
{South Viet Nam), it secured necessary funds by means of treasury drafts
negotiated in Hong Kong or Singapore, where the Mexican piaster was the
only local currency.' The French treasury, for its part, held some pias-
ters as a result of transactions following the Mexico expedition; it was
delighted to get vid of them hy sending them to Cochinchina. Thus, the
Mexican silver piaster became the monetary unit of Indochina and without
any specification of its value. It was neot until 1878 that a French
piaster with a legal value was minted. The new piaster was pegged at
27.215 grams of 0.800 pure silver.

However, the most important movement in monetary history of the last
two centuries began in 1873, This was the fall in the value of silver
following discovery of easily exploited deposits. Amidst incessant fluc-
tuations, silver steadily dropped in value from 5011, sd per standard ounce
in Londen in 1884 to 17215,d in 1930.2 This meant that the price for tice
produced by lLao, Vietnamese, and Cambodian peasants, as calculated in bul-
lion, dropped substantially with devaluation of the currency paid te them.

From the moment the decline in white metal began, countries such as
Germany, Denmark, Sweden, Norway, and Holland anticipated the inevitable
break between gold and silver and took immediate steps to avert catastrophy
by replacing the silver standard with a gold standard. Nothing was done
in Indochina, even when the Latin Union itself suspended the minting of
silver in 1874. The Bank of Indochina, which held a monopoly on money
issue after 1875, chose to profit from this monetary instability to amass
the capital required for the "mise en valeur” of the colony.

There was no reform until 1930. Tt was, moreover, achieved against
the will of the Bank of Indochina, thanks to increasingly strong indigenous
public opinion. The system set up by this reform was initially a "gold
bullion standard,"” but in the course of events, it rapidly became a ''gold
exchange standard." Tndeed, the Bank of Indochina had been gradually

]André Touzet, Le régime monétaire indechinois.

21bid., pp. £. 1I, 20, 42, 48.
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forced to convert its bullion assets into franc assets due to the need to
back up cash holdings of the Bank of France. The decree of 2 QOctober 1936
stripping the piaster of its free gold parity and fixing its value at 10
francs finally formalized the trend of events.

Indochina's integration into the franc zone was virtually complete at
this point except for the fact that the Bank of indochina, which rTetained
its issue function, still had great autonomy vis-a-vis the Bank of France.
In point of fact, other French and foreign banks already regarded the
privileged nosition of the Bank of Indochina, which was their superior
among equals, with a slightly jaundiced eye. They wanted the Bank's issue
function withdrawn and vested in a "public service' that would use it in
the "general interest." ''Local"” public opinion also favored withdrawal of
the issue function from the Bank of Indochina, but rather than vesting it
in a unitary "public service" of the colonial administration of Indochina,
it favored creating currency boards attached to each of the state govern-
ments, boards which would be independent one from the other. In response
to this conflicting pressure, a parliamentary act of 25 September 1948
officially withdrew the issue function from the Bank, but it was not until
1951 that this decision was actually implemented. This coincided with a
convention finalizing the Pau accords of December 1950, which founded a
money issuing institute in Phnom Penh as part of a "quadripartite™ system.
This new system successfully placated the other French and foreign banks,
but not "mationalist'" opinion, which was becoming increasingly vocal. For
this reason, monetary independence would come to each of the three states
of Indochina following the Geneva Accords of July 1954, in agreements con-
cluded in Paris on December 29 of the same vyear.

2, Characteristics of the Current Banking System

The new banking system superficially resembles the system currently
operating in France--a central bank with powers of issue and an exchange
office regulating external transactions under authority from the central
bank.

We say "superficially,'" becausec in reality the system 15 not complete-
ly independent of the power of foreign banks.

A. Foreign Banks Still Control Credit and Money

Statutes governing central bank and commercial bank relations imply
that the balance of power in credit management lies with the former.
Nothing of the sort exists in Cambodia. Instecad, a currency bank disposing
of more or less paltry foreign exchange reserves is ranked against branches
of large foreign banks. '

In advanced capitalist countries, "credit management" is handled by
means of a treasury bonds market {open market operation in England) or by
means of rediscount rates (Bank of France). It can also be deone through a
"liquidity margin," whereby the central authority requires commercial banks
to hold its credit operations to a certain percentage of its cash deposits.

In Cambodia, a securities market, in general, and a bond market, in
particular, cannot be created in view of the very structure of the economy,
a precapitalist structure. This means that the central bank is effectively
prohibited from operating an open market. The bank can still manipulate
rediscount rates and adjust "liquidity margins.' It should be realized,
however, that foreign commercial banks can and do bypass rediscounting by
the issuing bank for the simple reason that they are richer than their
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juridical superior. If they have need, nothing forbids them from drawing
advances from head offices in France, Japan, Hong XKong, or the U.S., which
are repaid when due. More often than not, such advances are arranged by
written authorization without any actual displacement of exchange. An
adjustment of the ratio of reserves to credit extensions or changes in re-
discount rates cannot in any way alter their basic financial policy. That
remains, in reality, a matter of their exclusive discretion,

It will be said that the presence of exchange controls in Cambodia
does not allow us to be so categoric. Does the current system of "flexible
control™ preveat foreign commercial banks from calling for capital from
their head offices in Paris, Tokyo, or New York to fuel inflationary growth
in credit against the wishes of the National Bank? 1[It is highly doubtful.
Indeed, "flexible exchange controls" in contrast to "fixed controls"™ are
specifically designed to allow private foreign capital contributions to the
country's development, How then can capital entering "for investment" be
distinguished from capital that banks import for the purpose of maintaining
liquidity?=

The Exchange Office would be too delighted to have some foreign ex-
change even to consider the possibility of opposing the entry of banking
credit. Moreover, when bank accounts once again surpass '"needs,” and when
deposits once again begin to flow in, which would necessarily happen after
a more-or-less long period of time (see Subsection B, below), there is
nothing to stop these foreign banks from repatriating their capital in real
terms in the course of export-import trade. Even an exchange bureau with
the best of intentions c¢annot prevent this, as we have already explained.

Therein lies one of the essential explanations for monetary insta-
bility. Foreign banks can unleash inflation at any moment, often In con-
cert with foreign import-export monopolies. They might be inspired by the
need for speculation or just simply the desire to effect income transfers
in their favor at the expense of "small savers," or yet again by the desire
to create difficulties for the central authority to force it to abandon any
policy which might threaten their immediate interests. This last motive
appears to be more conspicuocus as independent development of the country
gradually becomes the central preoccupation of the national government.

Let us assume now that -the external account has just plunged into
serious deficit (accepting that this is not merely idle speculation for
the sake of argument). Banks can refuse to grant credits. They might de-
cide to force the central banking authority into making political or eco-
nomic "concessions." The govermment could not hold out for leng, only as
long as its exchange reserves would allow. It might be argued that such a
situation will never occur, since reserves backing the riel continue to
grow each vear; in spite of a marked increase in the money sunply, the re-
serve rate grew from 65 percent on 31 December 1957 to 71 percent on 31
December 1858. By this last date, "gold and exchange'” holdings totalled
more than 3,366 million riels, an increase of 610 millions over the
31 December 1957 figure. It must not be forgotten, however, that this
cover results mostly from American aid, and there are no guarantees that
this aid will be forthcoming in a permanent and regular fashion. The ex-
perience of these last few vears would suggest just the cpposite.*

3566 the special number of Revue économique, "Distribution et contrdle
du crédit," 1951.

d{American aid to Cambodia was temporarily suspended in 1955 at the
time of the Thai and South Vietnamese economic blockade. In 1858, follow-
ing a South Vietnamese military foray into Cambodia's northeastern frontier
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It is therefore apparent that for all practical purposes the Interna-
tional Cooperation Administration in Phnom Penh and the foreign commercial
banks control the monetary destiny of the country. It is rather easy to
predict that the role of the TCA will become more and more central as in-
ternational integration continues. It will, in practice, take up the role
just abandoned by the Bank of Indochina.

B. Banking Credit Trends

The 1955 fiscal year report of the National Bank of Cambodia records
the following:

Nearly all short-term credits granted by private banks
went into the commercial sector, where activity--in contrast
to the productive sector--was expanding: 187 millions in
January, 325 millions in December. . . .

Not only was volume of medium-term credit very low, but
it contracted over the year: 17 million riels in January,

6 millions in December. . . . A profound imbalance existed
between commerce and agriculture, and the permanent necessiry
for agriculture to appeal to extra-banking money market was
noted.

The 1356 fiscal year report records:

As in the past, nearly all commercial bank operations
involved import-export trade and currency exchange. . . .

Credits to commerce and to a very limited extent, to
productive activities (other than agriculture), grew from
about 200 million riels at the end of January 1955 to slight-
1y more than 300 millions at the end of December 1956.

This peculiar credit pattern typifies the banking system functioning in
Cambodia: most short-term credits go intp import-export commerce.

a) Explanation of the Phenomenpn

The reasons for this particular credit trend are both subjective and
objective.

Subjectively speaking, it must be understood that foreign commercial
banks did not establish themselves in a country in order to stimulate the
mechanisms of capitalist development., They opened branches for the cxpress
purpese of servicing international trading operations.

Moreover, we have already observed that international integration of
the economy forced peasants and artisans into ruin. Banks are not con-
cerned with helping these peasants and artisans. They are not supposed to
loan money to enterprises on the verge of collapse, but rather to those
experiencing growth. The usurer who speeds up bankruptcy and auctions off
the belongings of peasants and artisans performs this social function
better than the banker who avoids such ill fortune.

These banks, we have said, came to facilitate integration of the econ-
omy into international trade. By ruining peasants and artisans, this

region, the Sihanouk government requested U.S. help in restraining the
Vietnamese. The U.5. refused to intervene and instructed the Cambodians
not to employ American aid-supplied arms against the Vietnamese.]
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integration strengthens the precapitalist order, by definition ignorant of
the uses of capital and credit. In this manner, an objective reason serves
to reinforce subjective thinking.

b) Effects of This Banking Credit Trend

This trend issues in large measure from the concrete structure of the
economy. But in turn it contributes in equally large measure to the dis-
tortion in the economy: only one sector enjoys the privilege of having a
sufficiently elastic money supply for meeting its '"needs." Meanwhile, the
greatest constraints paralyze capitalist expansion in other sectors.

C. The High Degree of Liquidity in the System

In the course of the years 1955-57, "cash-in-hand" totalled 49 percent
of banking assets (monthly average). The liquidity ratioc for the same
vears calculated according to the formula:

Cash and Foreign Holdings
Deposits

is 74.7 percent, which is extremely high.

For comparison, here are data on cash holdings as a percentage of
deposits in major advanced capitalist countries:

1929 1936 1937

Germany 2.4 2.4 2.7

United States 12.7 35.8 35.8

France (deposit banks) 15.1 25.1 2A.T
United Kingdom (adherents of

London Compensation Board) 12.9 i GO 1.2

The degree of liquidity in Cambodia‘'s foreign banking system would thus
appear to be extremely high. Nor is this phenomenon peculiar to Cambodia.
The same situation exists ip most underdeveloped countries: 1in Burma, the
liquidity ratio oscillates arcund 60.4 percent for the years 1941-42, and
in India around 67.85percent for the same years.® In recent vears, the
marked decline in liquidity in these countries might be attributed to par-
tial restriction of international integration and to subsequent industrial
progress which has noticeably modified the structure of the economy. In
general, this high degree of liquidity grows from the disparity between
sources of deposits, which are numerous just the same, and the limited
local possibhilities for credit advances owing to svstem inertia.

a) Sources of Deposits

For the mest part, deposits appear to come from import-export firms.
In addition, deposits by Cambodians and by numerous European individuals
amount to a large Teserve saving component® oY even hoarding. These

>See U.N.0O., "De la mobilisation des capitaux nationaux dans certains
payvs d'Asie et d'Extréme-Orient."

6[Reserve saving denotes money put aside by consumers for the purpose
of future expenditure on consumer goods; it should not be confused with
creative saving, which denotes a porticn of net income set aside by would-
be investors.] '
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reserves, or part of them, would thus have been out of circulatien, and
without risk. '

Movement in the deposit index is as follows:

31/i/1955  31/xii/1955  31/xii/1056  31/vi/1057  31/xii/1957
100 304 349 391 242

From January 1955 to December 1955, net growth in the volume of accounts
would be related to the transfer of Cambodian or resident foreign (business
and individual) accounts from agencies and foreign banks in Viet Nam (more
precisely in Saigon) teo branches of the same banks in Phnom Penh, as re-
quired by the dissolution of the "quadripartite" monetary and customs
union.

This shift most 1likely continued throughout 1856 and 1957, but it is
also likely that the growth in the indices reflects some growth in deposit
volume as a result of the undeniable enrichment of a certain social stratum
benefiting from American aid (tradesmen, importers-exporters, traffickers,
and part of the high civil service). There is a sharp drop in the index
in December 1957. This seems rather closely related to movement in the
external account, which, after having shown conspicuous improvement during
the first half of the vear owing to reforms undertaken by the government
during the last half of 1956, reverted to form in July after reform poli-
cies were abandoned in PFebruary 1957 (see Chapter 4)., The abrupt increase
in the deficit in November and December brought a noticeable fall in de-
posits, which as we have seen come mostly from importers and exporters.
This fall would thus seem to be temnorary, because it is linked primarily
to movement in the deficit and not to absolute size of the deficit.

This concurrent moverent in the balance of the foreign account and in
deposits has tempted some to see therein a justification of the '"preference
for liquidity." We must, however, emphasize that this correlation can only
be observed in the short term. In the long run, deposit volume varies with
income growth among depositors, principally import-export firms, "Euro-
peans," and part of the high civil service. This volume is wholly inde-
pendent of movement in the external account and will always be increasing.

While it is true, then, that diseorders in the balance of payments
automatically foster movements in depesits and, in general, in monetary
heldings, the credit policy of commercial banks can and even must counter-
act these movements when they exceed the limits denoted by "monetary need."”
A foreign bank can never lack riels to meet eventual withdrawal demands
from Cambodian depositors. 1f Cambodian importer-exporters come in large
numbers to withdraw funds for the purpose of settling an external account
through the Exchange Office, or even if they come to request credit from
the bank and some of this is desired in the form of foreign exchange, our
foreign bank can remit franc, sterling, dollar, or yen currency through
its head office in Paris, Hong-Xong, New York, or Tokyc for use there, and
make use of the riels later. This is usually handled by written authori-

zation without any actual transfer aof currency. It deoesn't seem logical,
therefore, to explain the "liquidity preference' of foreign banks by citing
the need to accommodate fluctuations in deposits. This "preference'” could

only be justified for local banks (possibly including the National Bank)
which lack lines of credit in Europe or in North America.

This pronounced '"preference for liquidity' among local banks, as shown
by high levels of cash holdings and balances with the Central Bank and in
comparison with total credit operations, must be attributed entirely to the
disparity in financial clout among local and foreign banks. "Need" hardly
justifies the practice of foreign banks. Let us be clear that in spite of
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solicit credits from their head offices to accommodate any sort of massive
run on deposits. In December 1957, the liquidity ration remained high and
held at 53.3 percent despite the reduction in deposits. Foreign assets
were almost unchanged and reached 15.5 million riels, that is, more than
13 percent of total assets; in mormal times, this figure averages about 16
percent of all deposits.

In this manner then, the sources of deposits are important after all.
Their investments as they accumulate would have left behind real productive
potential that would not have suffered the depreciation which affects the
value of money.

Let us make clear that this is not a matter of committing short-term
savings to long-term investments (as the Germans and Japanese dared to do)
but of making productive investments with savings set aside for the long
term by their owners. It is remarkable that foreign banks have not even
tried to use funds in the short term to increase liquidity in all lecal
sectors, especially the small industrial sector. There are profound
reasons for this inertia.

The explanation lies in the objective realities of the system: indus-
trialization of the country is unprofitabhle due to foreign competition.
Moreover, banks closely tied to big foreign firms do not wish to create
competition for them. They restrict their credits to import-cxport trade
almost exclusively, a policy which is revealed by the smallpess of advances.

b) Small Volume of Credit Advances

The smallness in the volume of advances 1s reflected in the ratio:

Loans and Advances
- Money Supply

In 1955, the ratio was 11 percent; in 1556, 14.8 percent; in 1957, 20.3
percent.

Loans § Credit
in local value Percentage
{millions of riels)

Money in Circulation
(millions of riels)

Bills and Demand Deposits:

31 December 1955 3,000 328 11.0
31 December 1956 3,700 541 14.8
31 December 1957 4,000 812 20.3

Source: Bulletin de la Bangue Nationale du Cambodge.

There are numerous reasons for this., First, there is one abjective
reason: local use of this saving is not profitable, as we have pointed
out. Second, the foreign industrial and agricultural sector has rather
limited use for local currency. Such saving, because it is local, cannot
meet its needs, even for day-to-day operations, for these involve external
transactions and thus foreign exchange (for the purchase of raw materials,
spare parts, packaging, etc.}.
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5. The Banking System in the Service of Industrialization

Foreign banks have thus failed to function either as banks supplying
liquid assets to all sectors of the economy, or, more understandably, as
merchant banks financing the country's industrialization.

We might consider whether private initiatives from national banks
could be substituted for these defaulting foreign ones.

A. The 0dds for Private Initiative

Any private initiative is most certainly doomed te failure under the
conditions of international integration. Violent and disorderly fluctua-
tions in the foreign account inevitably force banks lacking lines of credit
in Burope or America into preference for liquidity, lest they be unable teo
meet withdrawal demands prompted by each abrupt deterioration in the for-
eign deficit. This argument is not merely hypothetical: Cuban experience
provides a case in point. In spite of very high liquidity in local banks
in 1919, levels even higher than those of 1914, the two local banks failed
during the economic c¢risis of 1920. This was because depositors suddenly
withdrew all their money in order to cope with the crisis. Foreign banks
survived by appealing to their head offices. Lacking this privilege, the
two local banks went bankrupt.

Thus, the preference for liguidity imposed on such local banks by in-
cessant fluctuations in the foreign account greatly restricts the economic
latitude of a local bank. It might even be said in Cambodia's case that
this "preference" renders the advent of a local bank impossible unless it
agrees to serve simply as an affiliate of a foreign financial monopoly,
which brings us back full circle to our initial situation with a foreign
banking system, Import-export businesses, by the very nature of their
activities, are quite naturally inclined to be cool towards genuinely local
banks lacking any financial capacity and real international connections;
equally naturally they are ltikely to prefer the foreign banks, the only
ones likely to be of any use to them.

Thus, any private initiative is invariably doomed to failure.

B. Conmponents of a Genuine Credit System
in the Service of Industrialization

a) Strict Control of Exchange
and Autonomous Development

Strict control of exchange would reinforce not only the monetary inde-
pendence of the country but also the steps taken by the state to assume
control of external trade. By strict control, we mean control which dis-
regards short-term gains that might come along from any sort of foreign
capital influx, as it is virtually impossible for even the most astute
exchange agency to distinguish speculative or banking capital from capital
flowing in for productive investment. Moreover, we have already had occa-
sion to explain why private foreign capital is unreliable for financing
development. We should make clear that this applies only to private capi-
tal. Public capital would not be affected in any way by strict exchange
controls because it is in theory transferred through central institutions.
Exchange control, on the contrary, would permit the streaming of public
capital flows and ensure that they are not coming im te "clear the way"
for private capital, as has often been the case until now.
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If exchange controls are deemed necessary, their implementation would
inevitabhly cause new problems, which we must now examine.

b) Problems Arising from Exchange Controls

1. With exchange controls, fluctuations in the external account will
redound upon the economy.

Under a flexible exchange control system, movement of banking capital
evens out, at least in theory, the effects of the disdrderly fluctuations
in the external account at the country's monetary crossroads. We have al-
ready seen how this is done.

From then on, implementation of strict exchange controls, which will
free the country's monetary destiny from the power of foreign commercial
banks by outlawing nearly all private capital movemeant (as it is virtually
impossible to separate capital entering for investment from capital im-
ported to maintain liquidity), paralyzes the only mechanism capable of
adapting the money supply to the needs of the economy. If, then, the ex-
ternal deficit drains the mational system of foreign exchange, and if the
run on exchange is too heavy, banks might be forced to limit credit to the
economy in general and to activities concerned with exporteticn in particu-
lar. Such activities are then in danger of being obliged to contract, a
process which will exacerbate the external deficit and fuel the ongoing
process of deflation.

This acute sensitivity of the national currency-issuing mechanism to
fluctuations in the external account can only be detrimental to the devel-
opment of capitalism, development which assumes an increasingly irregular
pace and is increasingly subject to fits and starts in the foreign account.

It thus appears that we are approaching an impasse. "Relaxing" ex-
change controls amounts to giving foreign commercial banks discretionary
control of the country's monetary well-being, control which they can use
against the central authority in case of conflict, or in the normal course
of events to favor speculative activities at the expense of productive
ones. Adopting strict controls amounts to subjecting monetary fate to
dangerous fluctuations in the external account. What is the way out of
this impasse?

In fact, the vicious circle grows from material conditions in the
system and cannot be broken by exclusively monetary means. The remedy can
be found only in balancing the external account itself. As we have already
seen, balancing the account is possible only when the country extricates
itself from the machinations of international integration and when the
state takes control of external commerce as a means of autonomous develop
ment. We have also seen that effective {(as distinct from platonic) control
is achieved once the state has imposed a monopoly on foreign trade of major
commodities such as rice, corn, and rubber. It is only when the material
problem of balancing external trade is solvel that strict control of ex-
change releases money from its dependence upon big foreign commercial
banks. The fundamental truth of the matter is that without econemic inde-
pendence, it is impossible to speak of monetary independence.

2. With exchange controls, gold and exchange reserves will he pur-
chased with real exports.

Under the present system of "flexible" exchange controls, which rather
resembles a foreign exchange standard, at least part of the reserves sup-
porting money and credit is obtained by imperting banking capital through
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foreign banks. From the beginning of strict exchange controls forbidding
banking capital movements, the exchange required to support national cur-
rency must come from a real surplus of exports over imports so as to pre-
serve the value of the national currency. The system is equivalent to one
where backing for circulation is based on gold. This additicnal cost is
undeniably represented by tying up an equivalent volume of saving. The
real cost, it is true, is less than it seems to be: backing for the
national issue is only partial.

This situation is not unique to Cambodia or even to underdeveloped
countries in general. Developed countries also support circulation with
gold or foreign exchange reserves, and they must also protect their money
from fluctuations in the external account.

A difference in degree nevertheless distinguishes underdeveloped and
developed countries. First, the currencies of underdeveloped countries
are much more vulnerable than those of industrial countries when it comes
to foreign exchange, in the sense that "contingency costs" to the economy
are higher in one case than the other. This gap can be reduced only as the
developing economy progresses industrially, progress which reduces depen-
dence upon the international conjuncture. Nationalization of external
trade followed by concerted efforts to stabilize trade by means of long-
term bilateral agreements will greatly reduce these contingency costs.

c) Cost of the Foreign Banking System

With exchange controls,; the national economy pays for the reserves
backing national currency with real exports. The necessity of effective
monetary independence imposes this 'cost'™ on the economy. This brings up
the guestion of whether the service provided by the foreign banking system
justifies its cost once rigid exchange controls are introduced.

The paying of interest by national borrowers impoverishes the economy
as soon as it leaves national hands, where it might be used to form extra
profit for use inside the country either for consumption or for investment,
and flows into foreign commercial banks, where it will generate the same
income but for export. Each vear, foreign banks skim off a fraction of
the national wealth for a short-term credit service which could just as
well be provided by National Bank use of the issue function. Until now,
the very small risk taken by foreign banks has involved placing some for-
eign exchange at the disposal of the Khmer economy. This amounts to short-
term capital movement, movement which is mostly fictive since it is handled
by written authorization between Cambodia's foreign banks and their head
offices in Paris, Tokyo, or New York. But once there are strict exchange
controls, national deposits rather than foreign capital will finance such
credit to the economy. The additional funds which are required because
deposits are inadequate are obtained by issuing paper and "national
scrip. Even so, interest paid by national producers for the service ren-
dered by the national economy to itself is still exported as part of the
profit of hanks which are foreign in statute, even though their foreign
standing provides no extra surety. If producers are unable to repay loans
{in case of a slump, for example), Khmer savers whose savings had been
advanced would be no better off than they would if the banks lacking
liquidity were Khmer,.

It is reasonable to conclude, then, that the foreign banking system
is a burden on the national economy and no longer offers any particular
safeguard, It no longer vindicates itself, on the contrary. If foreign
banks carry on freely disposing of individual and corporate deposits, they
might persist in denying credit to national producers so as to loan exclu-



sively to tradesmen and speculators as in the past. This will greatly
hinder structural reform efforts and the industrialization of the country,.

d) For a Genuine National Credit System

From the above it appears that the following measures are essential:

--Restriction of foreign banking activities and strict control over
these activities; and

--Creation of a genuine national credit syqtem *hat would hold on
account most business assets existing in the country and which
would provide the major portion of credits to the national economy.

These measures would allow the state to struggle effectively against
usury and speculation by depriving speculators of their sources of credit.
They would, in addition, give the state control over one of the indispensa-
ble teols for effecting needed structural reforms in the city and country-

side. Pursuing this line of thought, the general outline of state activi-
ties could bhe:

a. To undertake the granting of credit to producers;

b. To move towards lower money prices, thereby favoring the mobili-
zation of capital not previously employed because peasants, arti-
sans, and petty industrialists had no access to it; to encourage
purchases of the means of production; to finance and stimulate
transfers of capital from speculative commerce into small industry
and handicrafts; and

¢c. To curb credit to production of nonessentials such as carboenated
drinks, perfumes, and alcoholic beverages so as to finance pro-
duction of more urgently required goods more generously, Above
all, this means production responding to consumer needs for rice
and cereal grains and for ordinary consumer goods, e.g., fabrics,
seaps, and other manufactures. Next in line is production of
certain capital goods such as electric energy, cement, plywood,
small metallic goods, etc.

There you have, then, some of the measures which we think are essen-
tial in the area of credit. What, it may be asked, is the place of foreign
banks in this system? Have they no longaz any role to play? Is there
nothing left for them to do except go away? Such a conclusion is too
hasty. Indeed, as deposit banks, their activities would be limited in the
extreme. This is unavoidable because the Khmer state must play a role of
the first order in industrializing the country and must have effective con-
trol of credit. But that does not necessarily mean that foreign banks
have no alternative but to leave. Indeed, there will still be a place for

foreign banks in the proposed system in every financial operation involving
trade between Cambodia and countries in which their respective head offices
are located. Cambodia will pay a fair commission for all services effec-
tively provided. Moreover, these services dre also rendered in the inter-
ests of trade between Cambodia and the countries in which parent banks arve
based, which 1s to say, in the interest of all contracting parties.
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Section I1. The Budget

1. C(Components of a Rational Fiscal System

A. The Present Fiscal Systen

The following table shows the evolution of national budget receipts
in millions of riels:

1956 19578 19582

Inland Revenueb 629,000 590,000 746,200

Customs and Excise 960,360 Q00,000 1,200,000

Produce from Public Domain® 44,000 41,000 81,000

Otherd 350,310 718,000 622,560

Total 1,983,670 2,249,000 2,649,760

a. Estimate.

b. Principally taxes on income, earnings, and business turnover.

c. Principally timber and fish products.

d. Principally miscellaneous receipts; end of fiscal year
balance, treasury advance, post office, and national lottery
receipts.

Source: Annuaire statistique vétrospectif du Cambodge.

Even allowing for price increases, it is easy to see that the budget
weighs more heavily upon the public each year. Provincial budgets add
still more to the public burden. These rose to 181,503,481 riels in 1956
and to 203,368,310 riels in 1957 (estimates]).

In 1956, national and provincial budgets together absorbhed about 31
percent of the gross national preduct, which is a very heavy burden on the
economy, - especially as about 80 percent of these receipts will eventually
support unproductive expenditures (administrative costs). For comparison,
we note that budget receipts in the United Kingdom egual 40 percent of the
national product; in Australia, 28 percent; in Canada, 31 percent; and in
the U.S.A., 25 percent.? If we were using the conception of national
product adopted earlier, the portion received by the state would be much
higher in the last example, to be sure, but it must not be overlooked that
productivity per capita is much lower in Cambodia.

It would be toc easy to place responsibility for the expansion of
administrative expenditures on the povernment.

For our part, we are inclined to think that the explanation for this
phenomenon, which is noted in all underdeveloped countries, relates to
material realities of the economic system. We have already explained why
the tendency towards "offialism'" and the growth of the tertiary sector in
general must have begun with international integration of the economy. By
considerably slowing down the growth of industry (foreign competition) and
of agriculture (reinforcement of precapitalist relations of production),

7U.N., "De la mobilisation des capitaux nationaux dans certain pays
d'Asie et de 1'ExtrEme Orient."
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international integration quite naturally orients a country's general eco-
nomic activity into unproductive sectors--wholesale-retail trade and admin-
istrative careers. Xhmer leaders, it should be said, live in dread of
"intellectual unemployment.”™ The problem is to find employment for stu-
dents who leave schoeol or university every year. Directly productive jobs
have been very limited to date. In this respect, we believe it is appro-
priate to equate the upsurge in administrative personnel to a "disguised
unemployment." As with all unemployment, it greatly affects the whole -
economy and considerably retards its future developnent by affecting not
only the purchasing power of "low incomes" but alco those incomes which
would be susceptible to "creative saving."

This dragging effect which is built inte the budget is all the more
serious in view of the fact that the present fiscal system favors interme-
diary trade at the expense of production. Let us examine this problem
more carefully.

The accounts show that on average about 50 percent of the national
budget receipts come from customs and excise. Taxes on business turnover
netted 268,636,751 viels in 1956 and 235,528,856 riels in 1957, This
averages to about 10 percent of the annual general national budget re-
ceipts. Thus, to concentrate only on these two important categories, 60
percent of all budget revenues come from indirect taxes.

Merchants, it seems generally agreed, can more or less recover the
cost of indirect taxes by slapping them onto prices in the course of price
increases.® And 1nflatlonary pressure is, so to speak, permanent in Cam-
bodia, Moreover, in order to determine the effect of taxation, the organi-
zational advantage which merchants handling imports have over peasants,
artisans, or small traders of local produce must be taken into account.
Thus, much of the fiscal burden from indirect taxes falls on peasants,
artisans, and small traders, while merchants (importers and wholesalers)
only play the role of assistant tax collectors by paying the amount into
the public treasury. The fiscal system thus adds its independent effect
to that exercised by banking credit, and together they accentuate the dis-
tortion in the economic system: the intermediary commercial sector is
here again privileged, while other more directly productive sectors are
crushed by taxation, all of which serves to slow down the development of
capitalism in both industry and agriculture.

Direct taxation, far from correcting this antieconomic orientation of
the fiscal system, only accentuates it. This is true for numerous taxes
supporting provincial budgets as well as for some of the national budget:
tax on paddy, tax on cultivated land, rural property tax, temporary occu-
pancy tax, paddy warehouse and granary tax, river embarcation tax, water
and lighting tax, animal tax, automobile, cart, and bicycle taxes, etc.

In recent years, much effort has been spent on reorganizing the fiscal
system. Kram® No, 74 NS, 13 February 1956, which stressed progressive
taxation of commissions and salaries by raising the maximum rate from 5 to
40 percent for salaries over 50,000 riels, must be cited in this regard,
The relatively recent creation of a tax on industrial and commercial

Sgee Ldnferburger, "Traité d'économie et de 1législation financiere,’
p- 291. La Ferridre, Traité élémentaire de science et de législation
finaneiZres, p. 273.

g{Kpam is the Khmer term for law or decree. Kpram No. 74 NS, 13 Febru-
ary 1956, denotes Law No. 74 in the reign of Norodem Suramarit; Kram No.
900 N5, 13 September 1954, denotes Law No. 900 in the reign of Norodom
Sihanouk; Sihanouk reigned until 1855.]
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earnings (Xram No. 800 NS, 13 September 1854) also figures in this effort.
Taxation of individual earnings is rvather highly progressive. The Eram
cited fixes a scale which varies from 13 percent for earnings under 20,000
fiels up to 62 percent for those over 500,000 riels. Tax on corporate
earnings used to be 18 percent, but in 1957 the rate was raised to 22 per-
cent. It appears, however, that all this effort fell far short of its
objective. The full burden of taxation continues to fall only on small
local firms and does not catch up with import-export businesses and banks
or other foreign firms. Indeed, these businesses are able to camouflage a
substantial part of their earnings by transferring them abroad, using the
mechanism which we have already examined. ; ’ '

B. Conditions Governing Improvement of the Fiscal System

From the preceding, it seems to us that the flaw in the present fiscal
system is in large measure linked to concrete economic conditions. Cor-
porate earnings tax, the tax on the industrial and commercial earnings of
individuals, and income tax would not serve their purpose without strict
control of relations with the exterior, despite the rather high rate for
the former and the rather high progressiveness in the latter. Taxes on
turnover and patents will always be passed on to small producers (peasants,
artisans, small industrialists) and to salaried workers as long as there
are no effective price contrels. Price controls presume, first, a strict
control of money and credit, and, second, the creation of a dual market
system where, by virtue of state and cooperative trade, the state can
affect prices on the open market. Only reforms in the structure of banking
and commerce could effect radical transformation of the current fiscal
system, which might then in turn provide the state with the means to stim-
ulate agricultural and industrial preduction for the purpose of methodi-
cally redirecting intermediary commercial efforts into more directly pro-
ductive sectors, away from production of nonessential goods .into production
of essentials. As soon as these structural reforms allow price controls,
tradesmen can be.obliged to add patent fees and turnover levies onto
general expenses so that these would become direct taxes. Then and only
then could such taxes be seen to insure a positive redirection of industry
and commerce. Rates could be lower for industry and higher for commerce,
lower for trading in foodstuffs, locally produced goods, and agricultural
produce, and higher for trading in luxury goods. In this manner, the fis-
cal system can be part of a general program of structural reform.

Aside from these general measures, the fiscal system can do with some
additional improvements. In particular, taxes and direct duties which fall
too heavily on small producers and reduce their incentive--annual taxes on
animals, carts and bicycles, the river embarkation tax, etc.--should be
eliminated. The resulting fiscal loss could be made up from resources
generated by structural reforms effected elsewhere and especially from
rigorous cuts in unproductive expenditures.

With nationalization of external trade in major export commodities,
customs revenues would no longer be as important as they have been until
now. They would not altogether disappear, though, as external trade in
other products would he left to private imitiative. As with taxes on
turnover, customs rates should then be structured for the purpose of
favoring imports required by natiomal industries and artisans. Generally
speaking, taxes on raw materials and semiprocessed goods essential for
local industry could be abolished or reduced and taxes on consumer goods,
especially luxury and convenience items, could be raised. The distinction
is rather easy to make in an underdeveloped country such as Cambodia, where
there is a clear difference between what is consumed by the mass and what
is consumed by rich classes.
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The income tax system might incorporate certain additional devices of
the sort which encourage taxpayers to save and to make investments. Some
of these are suggested by experts at the United Nations:

1) Life insurance premiums as well as contributions to pension and
other funds might be tax exempt;

2} Earnings reinvested in industry might be taxed at a lower rate
than those distributed or invested in trade;

3) Losses incurred in the course of one year might be deducted from
future earnings within a fixed maximum period;

4) Generous investment allowances might be permitted for fixed capi-
tal such as plants and equipment;

5) Earnings might be tax-exempt up to a predctermined percentage of
invested capital;

6} New industrial enterprises might sither be tax exempt for a limited
number of years or taxed at a lower rate than old industries.

We cannot overemphasize, however, that the state must be mindful that
sacrifices made by the nation in this way really do contribute to industri-
alization, and not only to private interests.

Taxes on agricultural incomes could also be improved. Land rent ex-
hausts possibilities of local saving, on the one hand, and accelerates the
process of internationsl integration, on the other. Landlords who would
be forbidden to import foreign luxuries would attempt to get around this
restriction by dealing with foreign merchants. Failing that, they would
then resort to local production of luxury goods, a practice which would
introduce a source of distortion into the economy. In this way, then, and
along with measures for lowering rents, we believe rent income can be pro-
ductively mobilized. We are of the view that this will only come about
through legal action, especially 4t the outset, though we do not think it
will be necessary for agrarian reform to go as far as land redistribution.
Later, when industrialization is underway, landlords who market their har-
vest will see that industrial development of the country offers new eco-
nomic oppertunities, In the beginning, it seems that the state must take
the initiative by using the tax system to shift rents from luxury consump-
tion into public saving. Proportional land taxes will net serve this pur-
pose, however, without adversely affecting small peasants, whese income
already hovers at the physioclogical minimum, and without compromising the
already extremely difficult task of industrialization. Progressive land
taxes appear more appropriate, because they can be set up in such a way as
to affect rent income only. This can be done by working from the base
average income per dependent. The rate should be structured in a way which
allows the 20 to 30 percent of peasant families currently short of food to
be exempt from paying taxes.

Finally, in order to promote increasingly direct popular involvement
in the forward movement of productive potential in the countryside, tax
exemptions should-continue to be granted:

1) For newly cleared land and for land improved by irrigation and
drainage work domne by peasants themselves, for a specified period
(two or three years); .

2) For all secondary occupations: livestock feeding, basket making,
family weaving, etc.

Taxes payable in money usually make peasants vulnerable to the greedy
machinations of traders and usurers by creating a need for cash at a time
when overall rural structure remains fundamentally precapitalist. Thus,
rather than encouraging monetarization of the economy, taxes can indirectly
strengthen ancient structure. In view of the relatively low commercializa-
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tion in agriculture, then, why could taxes not be collected in kind? This
provisional form of taxation would be very useful and would be replaced by
tax in money only as rapidly as capitalist progress is made in the country-
side.

In concluding our study of the fiscal system, we might mention two
essential ideas which seem to emerge from it:

1) The ecomomic structure for the most part governs the solution to
problems of taxation. No fiscal reform is possible without general
structural reform. :

2} In the course of the effort to industrialize, the problem of imme-
diate receipts from taxation must be subordinated as much as pos-
sible to the larger economic issue. Not only must taxation not
inhibit national production, it must become an effective lever for
directing this production and promoting balanced development of
the economy.

2. The Role of the Budget Proper

A, A Regime of Strict Eccnomy

Industrialization requires substantial investment funds; these must
be obtained by accumulation of the country's own resources. Consequently,
economies of the most stringent sort are essential. The state must set an
example for others. It should be the first to eliminate all prestige ex-
penditure and to avoid the smallest waste.

The first order of business would be to rank the country's priorities,
giving preference to urgent needs and postponing attention to others.
Energetic cuts in state expenditure might be accompanied by the transfer
of surplus administrative personnel inte state enterprises and also by
demobilization of part of the army and the creation of rTeserve forces which
could be used in production.

Concurrently, systematic and sustained effort must be made to secure
ever increasing productivity in state agencies. Many resources could cer-
tainly be saved by simplifying administrative procedures, reducing per-
sonnel and eliminating extravagance in public offices.

In addition, people must make an effort to restrict wastage in, for
example, construction work. Excessive concern with magnificent exteriors
and sumptuous decorations or excessive use of costly goods and materials
to the neglect of the principles of utility, efficiency, and beauty--to
the extent it is allowed by the larger goal of industrialization--not only
raises construction costs considerably but greatly reduces the functiomnal

space of the building.

Building costs are only one example among a thousand others serving
as a practical illustration of the impertance of making economies which
give priority to the industrial construction of the country.

In order to ensure universal adherence to this regime of economy,
every individual must have the right and the obligation to combat openly
any attitudes opposing economy and encouraging waste. As for the enjoyment
of waste, no administratien or person must be indulgent with itself or with
others or replace control and mutual verification with reciprocal indul-
gence. The movement for making economies must be a national movement.



B. Mobilizing Resources through Deficit
Spending: Possibilities_and Limitations

Peficit financing could aid the government to secure some existing
vesources and to put them to appropriate use for enlarging production.

The objectives of deficit spending must, however, be specified.
Monies marked for nonproductive ends (military expenditures, for example)
add to inflation: they stimulate fruitless and harmful rises in prices.
In contrast, deficit spending for productive purpcses tends to pay for it-
self when, after a certain lapse of time, consumer goods become available
to absorb the purchasing power created out of nothing.1?

If the printing of money is used to finance projects providing imme-
diate returns, projects such as small irrigation works or small consumer
industries, inflation can be forestalled due to the short period of time
elapsing before the increase in production occurs. Any underdeveloped
economy, and- Cambodia's in particular, has substantial reserves of manual
labor and unused natural resources for use in agriculture as well as in
handicrafts., An injection of purchasing power designed to mobilize these
resources to raijse production of consumer goods would not be likely to un-
leash inflation.

Difficulties might emerge as soon as money is injected into the capi-
tal-producing sector. In this case, inflation is likely because a more or
less long period of time is required for the instruments of production to
produce consumer goods. This need not have serious conseguences if it re-
mains moderate and relatively brief, and if at the same time the government
enforces rigorous price controls using a dual market system and fiscal
measures in such a way as to absorb 40-50 percent of the marginal income
automatically (highly progressive taxes on income, taxes on luxury goods
towards which rising incomes gravitate, etc.).

As these development projects are completed and production grows, an
increasing share of the financing could be met by the saving obtained and
growing fiscal income, all while reducing the budget deficit. Deficit
spending thus stimulates development, for in the final reckoning, there
will be roads, waterways, factories, and dams which would never have been
built if the principle of a balanced budget had been rigorously observed.

Tt is important to recall, however, the nature of the budgetary defi-
cit so as to know its limitations. To ensure that the budgetary deficit
does not itself prompt inflation, it must be conceived as a device for
mobilizing existing resources, hoarded cash and reserve saving of indi-
viduals and firms. The 1limit is therefore the extent of these resources,
Beyond that, deficit financing will precipitate inflation and subsequently
become a means of unfortunate expropriation from people living on salaries
and incomes fixed at the physiological minimum: low-ranking civil servants,
employees, and workers.

It is not inappropriate to emphasize the risk involved in resorting
to deficit financing of development when credit and money are still con-
trolled by foreign banks. The budget deficit cannot be used for capital
formation even partially and temporarily unless the government is capable
of contrelling or stopping inflation as soon as it emerges and threatens
to undermine the industrial effort,

lo[Khieu Samphan employs the Latin term ex-nihilo.]



CHAPTER 6
THE NECESSITY OFlSTRUCTURAL REFORM

Section I. Structural Reform in the Countryside

The growth of industry could be greatly hampered by the semifeudal
structure of the countryside. Peasants obliged to pay all sorts of taxes
and duties, on the one hand (see p. 94), and very high land rents, on the
other (see pp. 37-41), are, moreover, crushed under the burden of heavy
debts at usurious rates of interest, We have observed that most of them
cannot afford imported merchandise because of their limited purchasing
power. They can be no better a market for new national industry, and so
it is in danger of being smothered as soon as it emerges. In addition,
usurers and landowners, principal beneficiaries of the highest rural in-
comes, tend to spend their money on imported luxury goods. When importing
is impossible, they resort to local luxury production or to hoarding. Land
rent reduction and the elimination of usury, if they took effect, would
have two desirable effects on economic growth in general.

First, landowners, knowing that rent is lower and usury outlawed, and
that an opportunity for even higher profit is available through industry
and agriculture, might be persuaded to transform themselves into agrarian
or industrial capitalist entrepreneurs. In this manner, one source of new
energy can be generated.

Second, reducing rents and outlawing usury will in themselves raise
peasant purchasing power and in the process enlarge the market for new
industry. Tax exemptions for the most impoverished peasants will have the
same effect.

All of these measures might serve in the short term to raise local
consumption, to be sure. Indeed, peasants could immediately consume the
product supplement left to them as a result of such policies. Food sup-
plies for cities would then be jeopardized and the expansion of exchange
held back. Seme means must then be found to raise production in agricul-
ture and animal husbandry rapidly. By increasing production, it is pos-
sible to raise peasant income while still supplying cities with food.
Indeed, the countryside, in addition to serving as an outlet for industry,
must provide industry with growing quantities of primary materials and
foodstuffs. TFurthermore, it must supply much of the export produce which
Cambodia exchanges for capital goods, minerals, and semiprocessed goods to

use for its future industry.
We will first examine the struggle for the reduction of rents and the

elimination of usury, and then proceed to discuss measures which might
serve to increase rural production.

1., The Reduction of Land Rent

The reduction in tenancy rates might vary according to conditions;
guality of the land must be considered. Rents should not exceed a clearly
defined maximum (35 percent of the harvest, for example).

100
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We suspect that even the most firm governmental decrees will be insuf-
ficient for securing rent reductions. Reductions will be obtained only if
peasants themselves, encouraged and aided by the govermment, take action.
This is not, moreover, just a matter of reducing rents but of removing
vestiges of feudalism and serfdom from the countryside, vestiges which
paralyze peasant initiative and enthusiasm for work. It is a matter of
overcoming age-old fears. The government must in particular make every
effort to support and encourage peasant assoclations so as to arouse peas-
ants to take action. It might also be useful to give landlords any expla-
nation required to help them appreciate how they fit into the reform.
These, it is clear to see, are essentially pelitical measures, not just
"techniques,'" as people too often assume.

2. The Struggle against Usury by Rational
Organization ol Agrarian Credit

Tax exemptions for poor peasants and rent reduction will eliminate
some of the many burdens accounting for peasant indebtedness, but all prob-
lems are mot so easily resolved. The peasant is still obliged, in par-
ticular, to pay off debts accumulated over generations. It will probably
be necessary to declare a2 general moratorium whereby usurious debts con-
tracted by peasants are repaid by a forfeiture payment which must not ex-
ceed a certain proportion of the sum borrowed (double, for example),
regardless of the duration of the loan.

Along with this measure, and while assuming control over credit and
straightening out its finances, the government may find it possible to
guarantee cheap, long-term loans to peasants or to their organizations,
thereby lessening the danger of usuriocus mortgages which menace poor
peasants.

On this peint, it is necessary to emphasize that the agrarian credit
organ must avoid becoming an official instrument in the service of usurers,
traders, or landlords. This has already been shown to have happened in
the case of the Indochina Crédit Populaire Agricole:

This credit organization . . . has the twofold effect
of stimulating (in Cochinchina) profound imbalance in 1land
cwnership which shows up in the fact that 87.5 percent of
all paddy land is held in large and medium-sized holdings,
and of diverting credit from the actual cultivator, the
smallholder and sharecropper . . . the difficulties of the
current borrowing procedure which involves excessive formal-
ities and excessive costs for small loans, serving to iso-
late peasants from credit bemefits.?

The peasant who urgently needs cash has several reascns for preferring
the village usurer to the official agrarian credit agency: first, though
his needs are clearly urgent, they represent only a modest sum at any one
time. For such small sums, there is no point in travelling hundreds of
kilometers from home and incurring all sorts of travelling expenses.
Secondly, and more important, he has an age-old fear of officials in
offices and of administrative routines. Thus, most often our peasant will
go to the village usurer, who will give him the desired loan immediately
and without formalities. The peasant has only to hand over his property
deed; the usurer can go alone to the bank to borrow on land which is not
yet his. In this way and with the peasant's deed to property, he secures

lees Henri, op. c¢it., pp. 661-62.
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bank funds to loan out at interest increased many times over. This is how
a credit institution which intends to extend credit to "agriculture,” only
without distinguishing among the various peasant classes, ends up strength
ening and extending the position of usurers, those clandestine bankers who
turn it into a permanent mainstay of their moneylending activities. This
is why we emphasize that the struggle against usury is political. The
national agrarian credit office must become an instrument of a government
credit policy. It must not be content to go along with the so-called
"natural" evolution of the economy rather than assuming a guiding and
directing role.

Along with the effort to multiply and extend rural credit networks,
attention must be given to establishing credit cooperatives led and admin-
istered by peasants themselves. Their principal responsibilities would be:

--To aid peasants in need,

--To contribute to expansion of mutual aid and cooperation,

--To aid agricultural growth by encouraging production cooperatives,
--To struggle against usurers of any sort.

This once again involves political education of peasants. The effort can-
not succeed unless it has the support of the victims of the present situa-
tion who are most inclined to stand up for their own interests. It is
unnecessary to add that the peasants must be treated with patience and
understanding and that determination is required in the struggle. Finally,
there is no better way of struggling against usury than to raise peasant
income in the course of trying to expand production itself,

3. Encouraging and Developing Production

We suggested that measures designed to relieve pressures on peasants
and to raise their income might prompt them to consume more and in the
process to retain their produce, which could prove a source of grave diffi-
culties. Indeed, such a situation would mean a reduction in the volume of
saleable agricultural produce at the very moment when industry must have
foodstuffs and raw materials. It should not be overlooked, moreover, that
the local processing of agricultural produce should not be done at the ex-
pense of exportation. On the contrary, an effort must be made to come up
with new export commodities, as these will gradually be converted into im-
ported capital goods or equipment. Finally, reiterating what we have just
said, there is no better way of struggling against usury than to find ways
of expanding production.

Growth in production is made relatively easier, to be sure, by posi-
tive support from peasants who for the first time see noticeable improve-
ment in their standard of living because of tax exemption measures, the
lowering of rents, and the demise of usury. The productive capacity of
small plots is, however, very limited. If matters were left there, short-
ages of labor, draught animals, agricultural implements, seed, and ferti-
lizer, in conjunction with a dispersed style of cultivation and natural
hazards, would relegate the peasant to a great state of mediocrity, throw-
ing him again into the grasp of usurers, all of this resulting in the
inability to provide industry with primary materials and capital goods
(which would be obtained from sales of agricultural exports).

The growth in demand for primary materials and foodstuffs prompted by
urbanization, might, it is true, induce landlords to reorganize their
holdings in order to adopt more rational methods of cultivation using wage
labor and capital, fertilizer, machines, tractors, etc. . . . Thus, new
operations of a capitalist type would appear. Their production, a major



103

share of which is marketed, can help to supply industry with raw materials
and foodstuffs. The government ocught to encourage this with technical and
financial aid. DBut these large operations of a capitalist type will be
nothing more than islands in a mass of small and medium-sized merchant
enterprises (two to seven hectares). Their output will thus be insuffi-
cient if we want to give industrial growth a big push. Moreover, there is
the question of raising the standard of living of the mass of small peas-
ants so as to have an adequate market for new industry.

We have already seen that the limited size of the market in a small
country such as Canbodia can preclude any serious effort at industrializa-
tion. For these reasons, the government must strive to mobilize the peas-
ant masses for mutual aid, to organize producer and consumer cooperatives,
to implement a planned policy of agrarian credit, and, finally, to make
peasants gradually accustomed to working cooperatively., The organization
of mutual aid teams in which the instruments of production, tools and land,
and the produce remain private property, though used collectively, is fully
consistent with contemporary Khmer peasant thinking. It is not unusual to
see our peasants organizing themselves into teams of several families to
help each other with transplanting and harvesting, all while singing well-
known songs. The task is to genervalize this practice in a systematic way.

Mutual aid might initially be used for specified work, and then be
generalized., It might become a permancnt state of affairs and provide the
basis for preduction cooperatives in villages where the experience was con-
clusive. From these points of departure, production cooperatives could
spread in centrifugal fashion. This effort at increasingly rational organ-
ization of production must be morally, technically, and financially sup-
ported by the state. In this way, it is possible to achieve a major
increase in production and to free an ever increasing proportion of the
labor force which will be used to keep new industries going, using techni-
cal means on about the same level as those now available. In this way,
the distinction between underdeveloped, underpopulated countries which
alone could engage in autonomous development and underdeveloped, overpopu-
lated countries which must continue to accept agricultural specialization
after international integration seems to us artificial.

We have noted a tendency towards labor intensification per hectare of
land, 2 tendency partially disguised until now by the existence of easily
cultivated land. However, as international integration and the strengthen-
ing of semifeudal structure asscciated with it continues in the country-
side, such a trend can only become worse. It is true that there are still
20 million hectares of arable land. Nevertheless, 14,450,000 hectares of
inland plain deemed arable but as yet uncultivated still have to he cleared
and irrigated before they can be planted. Of 550,000 hectares of unculti-
vated riverbank and upriver land, about 200,000 hectares are beng? or ponds
and swampland; this area is surrounded by another 200,000 hectares of
argillaceous terrain which drains slowly when flood waters recede and is
the first to be inundated by the overflowing of the Mekong or the Tonle-
Sap. Rainy season cultivation (corn, tobacco, peanuts, etc.) is much more
risky here, as crops are sown in the lowest areas, first to be flooded.
Thus, this land needs to be protected by dikes and loosened up with
harrows.

Individual peasants, pushed down the read to ruin by international
integration of the country, are not in a position to open up lands which
have never been cultivated. Restricting international integration, re-
ducing rents, outlawing usury, and extending tax exemptions will serve to

E{Beng means lake as well as pond.]
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arouse the latent potential of the peasantry. Methodical organization of
the peasant forece, inte mutual aid teams and then into cooperatives, will
magnify its effectiveness ten times over and make possible the clearing of
new land, its irrigation, and its draining. New lands can thus be opened
up without upsctting current technology and without absorbing teo much
capifal which could otherwise be employed in the development of industry.
From this base, there will be considerable growth in the production:

--of rice to meet growth in peasant consumption, urban needs and
export expansion;
-of corn to support an efficient livestock industry in poultry,
pigs, etc.;

--of tobacco for tobacco products and the industrial manufacture of
nicotines and insecticides;

--of cotton, striving above all for good yields and long fibers
through careful seed selection;

--of sugarcane for associated industries; .

--of mulberry bushes to revive silk industries struck down by foreign
competition;

--of fruit plantations--oranges, mandarin oranges, and other tropical
fruits which Cambodia possesses in wide array--for industrial manu-
facture of preserves and for export.

In 1956, domestic livestock in Cambodia numbered 979,000 head of
cattle, 322,000 buffalo, and 407,000 pigs, Ignoring poultry. Each year,
350,000 pairs of oxen and buffalo are used for tilling fields and trans-
porting harvests. In addition, timber businesses use thousands of teams
of 10 pairs of buffalo. In 1857, 35,000 head of cattle were slaughtered;
around 15,000 cattle and buffalo and 31,000 pigs were exported, not count-
ing poultry. There is no doubt that rational organization of animal hus-
bandry, using scientific methods of feeding and inncculation made possible
by the organization of cooperatives and the creation of state farms, will
give an important boost to the breeding of oxen, buffalo, pigs, and fowl.
This is extremely important for enhancing peasant productivity (draught
animals}), for improving domestic meat consumption, for supplying industry
with leather, and, finally, for export.

Timber industries have vast possibilities for development. Indeed,
Cambodia has 10 million hectares of fine forestland. The most dense and
valuable are located on the Gulf of Siam. Surveys conducted near Ream
vielded estimates as high as 400 cubic meters of extractable timber per
hectare, with 120 cubic meters being the average for 10,000 hectares sur-
veyed. Dense equatecrial forests with an average volume of 120 cubic meters
per hectare cover around 1,000,000 hectares. The twin-needle pine forest
(Merkuvi pines) is extremely important economically, as much for the value
of the products it can supply as for its rapid rate of growth. Studies
conducted on a stand of 10,000 hectares show an average growth of 5 cubic
meters per hectare per annum over 100 years. Average volume per hectare
is 80 cubic meters, and this type of forest covers approximately 50,000
hectares. All these forests can supply fine timber, construction materials,
firewood, and special woods (for making matches, railway ties, transport
vessels, etc.) for the countryside, towns, and export.

Great Lake3 fisheries employ thousands of people and produce an im-
portant share of locally consumed and export foodstuffs. River fishing is
also important. Maritime fishing can be expanded. Development on a ¥

3[The "Great Lake' is the Tonle Sap.]
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cooperative basis 1s important because fish paste and dried fish industries
could be linked to the expansion of fisheries with a view to vertical inte-
gration of Khmer foodpacking industries. .

The development of agriculture will not only insure more substantial
nourishment for most people but will also build the foundation needed for
the expansion of industry and commerce. Its long-term development depends,
conversely, on the development of industry, which will make use of its
produce in ever increasing guantities.

Section II. Structural Reform in themCiLz

1. State Efforts to Stimulate Production

The limiting of imports of consumer goods and the relative rise in
the standard of living of the mass of the population will have the effect
of opening up a rather vast internal market for national industry. Never-
theless, the state, in underdeveloped countries in general, and in Cambodia
in particular, must play a much more important role in the task of indus-
trialization than it did in European countries. In our view, it should
take action:

1} To provide technical and financial aid to private enterprise. To
utilize existing production to full potential. To give active sup-
port to the setting up of new enterprises. Here, the mixed enter-
prise formula might be very useful.

2) To favor and to encourage the large number of individual artisans
to form production cooperatives which reduce theivr costs of pro-
duction by rational division of labor and by possible use of by-
products.

3) To establish new state enterprises. It is very likely that this
will be necessary. Indeed, the absence of a private entrepreneur-
ial capitalist class in Cambodia means prolonged inelasticity of
production. In the final analysis, only state enterprises in
different sectors of production can provide the leverage needed
for the leading, directing, and protecting role falling upon the
state. We shall come back to this when we consider the role of
domestic commerce.

In our view, initial efforts must center on the development of light
industry which is capable of processing local raw materials, which requires
little capital and a relatively simple technology, and which promises quick
output, returns on investment, and satisfaction of pressing needs. We be-
lieve, regardless, that first priority musi be given to electrification of
the aountry.

We have observed the situation in which the artisan and small indus-
try, in particular, are placed because of inadequate supplies of reasonably
priced electrical energy. Businesses are obliged to buy their own electri-
cal generators. This practice is quite clearly an unsound basis for the
development of handicrafts, small industry, and future big national indus-
try. Cambodia's hydroelectric potential must be assessed rapidly. To this
end, the correct procedure might first be construction of steam generators,
followed by construction of hydroelectric generators according to a long-
term schedule (a 12-year plan, for example).

Obviously, given the huge investment required and the leong-term re-
turns, this job can only be undertaken by the state. Morecover, this
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branch of industry, which commands all others, cannot be left to private
enterprise.

The Chemical Industry

Handicraft and small industry are forced to import large quantities
of chemical goods. Yet, we have some of the raw materials required for
certain medivm-sized chemical industries. Let us list some of the possi-
bilities. These only require organizing, as the techrology is available:

--Extraction of chloride concentrate from sea water (Kampot), this
being the basis of a whole range of other chemical industries;

--Extraction of benzoic acid from the urine of cattle;

--Manufacture of nitrate fertilizers from offal;

--Manufacture of soda by diverse processes.

To date, little attention has been given to mineral resources in the
country. Nevertheless, rather important phosphate deposits are known to
exist in Battambang: Phnom-Ampéou, Kdong, and Krapeu have important depos-
its of hard phosphate with P.0s content varyving from 15 to 35 percent.
Leaving aside Phnom Krapeu, which has never been studjed and which may be
worth mining, surveys and assays from Ampéou and Kdong confirm deposits of
at least 300,000 tons. Moreover, three phnome®* at Tukmeas (Kanpot) are
known to be high in phosphates (Phnom Toch, Phnom Totung, and Phnom Kan-
lang), some of which are easily extracted from outcroppings at the bottom
of the phnom, These calcium phosphates were mined before the war and
processed in Tonkin. They could be processed in the country to obtain
phosphate fertilizers. The fuels required could be imported from North
Viet Nam.

Phnom Dek, located 75 kilometers north of Kampong Thom, has large
blocklike outcroppings of lodestone and haematite (iron oxide). According
to assays, the iron content of these minerals is rather high (60-65 per-
cent); minable deposits were estimated at 10 million tons. The Cambodian
government proposes to smelt the ore with small blast furnaces. The neces-
sary fuels would have to be imported. The opening up of these deposits
could veduce iron imports now required for the manufacture of farm imple-
ments and other small tools.

Cambodia is situated on an ancient marine gulf; it is not inconceiv-
able that its subsoil contains hydrocarbons. To date, no exploration has
been undertaken. In any event, it would not be impossible to install a
medium-sized petroleum refinery in the country to process crude oil, which
could be imported from Indonesia. It should be pointed out that in 1958,
Cambodia consumed 55 million liters of automobile gasoline, 16 millicon
liters of oil, 15 million liters of gas, 20,000 tons of diesel, 2,500 tons
of fuel o0il, etc. This consumption is bound to rise considerably.

Construction Industry

Brick and Tile Works: At the present time, production is about
125,008,000 bricks and 35,000,000 tiles. This is inadequate for the coun-
try's needs. Existing installations could be rationalized and modern
equipment procured for them:

d[Phnam is mountain or hill.]
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--Sanders,
--Mixers,
--Molds for tiles (several sizes),
--Molds for bricks (several sizes).

Clay is available locally.

Cement Plants: New plants might be meodelled after the one built with
Chinese aid,.

Lumbher Tnduatries:

--Sawmills,
--Plywood and associated industry,
--Railway ties.

Forgee and Repair Shops, Foundries: These are of great importance
for the country's economy. Aid might be given to them so they would be in
a position to manufacture materials essential to other small industries:
spare parts, items for boat manufacture, saw blades, rice mills, farm
implements, etc.

Bieycle FPactories: Bicycles are a very handy and popular means of
transport in the city as well as in the country.

Workshops Manufacturing Household 4rtieles: These very numerous but
widely dispersed workshops produce utensils for everyday use. In order to
cut production costs and to make use of byproducts, it would be practical
to group them into cooperatives. This is all the more desirable if it
allows them to purchase metallurgical products at a better price and to
struggle successfully against middlemen.

Rubber Articles: Tires for bicycles, etc.

Textiles

The cotton industry 1is very important at the moment and for the
future. It has enormous immediate potential. On the ane hand, current
consumption is large: 3,000 tons of cotton fabric and fiber per annum,
On the other, the country is im a position to supply some raw materials.
Textile industries do not require encrmous amounts of capital and returns
on investment are immediate. The following steps could be taken:

1} Rationalization of existing mechanical installations while adding
needed equipment;

2) Organization of the large numbers of family weavers into coopera-
tive weaving and spinning ventures, thus enabling them to enjoy
the advantages of division of labor and to be in a position to
struggle effectively against speculators handling vaw materials
or retailing their product;

3) Eventually, construction of new state plants. During the first
two years, the necessary cotton f£ibers would be imported. Concur-
rently, an effort should be made to improve both the quantity and
the quality of Khmer cotton production so as to be able to end
dependence upon foreign supplies, at least of cotton fibers, after
a brief period.

Printing and Dyeing: An ink and dye industry might be developed to-
gether. The use of plant dyes and making national methods of color extrac-
tion and dyeing known to all could be encouraged,
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Siiks: This is a sector which is just as important as cottons, with
enormous potential. At the moment, the thirteen existing mills with
mechanical looms are capable of pTOdUCLnU 135,540 tons of silk fabric, but
they operate in fits and starts due to errat1c market conditions that re-
sult from uncontrolled speculation. Possihle steps are:

1) Ratiomnalization of existing mechanized plant;

2} Grouping the some 200 handweavers shops into cooperative manufac-
tures, thereby enabling them to profit from economies of scale and
to struggle effectively against speculators in securing supplies
ef raw materials and in selling their product.

For an initial period of years, raw silk would be imported. But concurrent
efforts should be made to revitalize our traditiconal silkworm cultures and
related industries. We might mention, in addition, the weaving of jute,
thread, rope, fishnet, and sacks.

Scoaps and Fats

Soaps: National scap production is currently 1,350 tons. This is
clearly inadequate for the needs of the country. We import scap from Viet
Nam and from France. Even so, Khmer soap factories eperate below capacity
as a result of foreign competition, and raw materials shortages or their
high cost on the black market make it necessary to:

1) Protect Khmer socaps along with other Khmer industrial products
mentioned above and below:

2) Improve the quality of Khmer soaps by modernizing existing plants
and by increasing their productive capacity;

3) Group the many family soapworks into a cooperative venture.

Copra 0il: This is an important ingredient in Xhmer soaps. Until
now Cambodia has imported copra oil even though coconut groves are a promi-
nent feature of the Cambodian landscapes. Possible steps are:

- 1) Create state cooperatives for extracting copra oil;
2) Make the latest methods of extraction known to the public so as to
raise the rate of extraction. In this way, soap factories will be

assured of having sufficient supplies of copra oil.

Peanut 0ifL: The existing plant needs to be improved. Individual and
family artisans should be organized into cooperatives.

Food Industries

Pastags: Organize the thousands of individual and family producers
into producer ceoperatives. This will improve both the quantity and qual-

ity of their output.

Soya Sauee: The public at large prefers locally produced soya sauces
to imported Maggi sauces because they conform more to local taste. Possi-
ble steps are:

1) Improve the one existing factory. There is a possibility of more
rational use of secondary products from peanut oil manufacture;
2) Group family Operatlona into cooperatives.

Sugar Palm and Sugar Refinery: Cambodia imports 5,000 tons of sugar
annually at a cost of 24,300,000 riels, all while condemn:ng Khmer palm
sugar refineries to harmful stqgn4t1on- Possible steps are:



1) Improve the gquality of Khmer sugar. Increase the capacity of
existing refineries;

2) Group family palm sugar distilleries into cooperatives. The same
for family refineries;

3} Distribute information about more efficient methods of palm sugar
extraction and refining.

Figh Sauce, Paste, and Other Fish Industries:

1) Improve the quality of output from existing sauce plants;

2) Group family fishpaste manufacturers into coopecratives to avoid
the current dispersion of labor. The same applies to fish smoke-
houses and drying houses;

3) Prohibit the importing of tinned fish to encourage Khmer capital-
ists to set up fresh water or saltwater packing plants.

Meat Packing and Processing Industry [No details given.]

Indusirial Production cof Other Xhmer Condiments: Preparing condiments
for various Khmer dishes in the normal family way is an enormous waste of
time and not a negligible obstacle to the liberation of Khmer women.

Tinned Fpruits: Cambodia is a tropical country blessed with a wide
variety of fruits. This is great potential for export. State or private
plants must be set up.

Pharmaceutical Industry: Currvently, Cambodia is able to manufacture
certain pharmaceutical goods (especially quinine and strychnine) and vari-
ous intermediate products (e.g., glucese, insecticide) from local medicinal
plants. The laboratories required for producing these products do not re-
gquire enormous capital outlays and returns can be immediate.

Attention should be given to research on and laboratory tests of tra-
ditional Khmer pharmacology and to cultivation and use of medicinal plants,

Paper Industry

Cambodia consumes large amounts of newsprint and paper. Consumption
will increase vapidly in the future as the educational level of the popu-
lation rises. Moreover, national industries will need packaging material
for their output, sacks for cement, foodstuffs, and so on.

Other Branches of Light Industry

Numerous other branches of light industry could be developed immedi-
ately in Cambodia. These are: printing, enamel works, leather and hide
works, match manufacturing, articles and equipment used in agriculture,
education, science and the fine arts, perfumes, etc.

Development of these small industries represents a permanent source
of national accumulation for the development of still more modern enter-
prises as well as a gradual expansion of the domestic market, since impor-
tant money incomes will increasingly be distributed. TIndustrialization is
a cunmulative process. The view that small countries are unable to indus-
trialize most often issues from an overly static outlook. It is true that
creating small enterprises is hardly ever profitable for foreign capital,
but this only proves once again the necessity of relying mainly on national
resources. This is quite feasible, as the country has numerous sources of
accumulation at its disposal: taxing some of the considerable profits of
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foreign business, external trade, productive mobilization ¢f part of the
land income. Finally, growth in agricultural output, small industry, and
handicrafts is an equally important source of national accumulation which
permits gradual censtruction of increasingly "heavy" industries, all while
constantly raising the standard of living of the people.

2. Transportation Networks Facilitating Economic Development

The national market would continue to be an agglomeration of units
functioning in a more or less "clased economy" without an effort to build
transport networks. In most cases, the work can be done through "community
projects' using voluntary peasant labor.

Under conditions of international integration, transportation networks
do not contribute to growth in domestic exchange. They only channel for-
eign merchandise into remote corners of the countryside to compete with
what remains of national handicraft and to drain agricultural produce from
the country for foreign industrial use, With control of foreign trade and
the change in its structure following from this, transportation networks
will forcibly facilitate domestic exchange between city and countryside,
among cities and villages.

3. The Necessity of a Dual Market in Internal Trade

Until now, middleman commerce and other 'tertiary" sector activities
have enjoyed unilateral growth at the expense of growth in other more
directly productive sectors. We have seen how a selective credit policy
and a fiscal policy with differential rates, focusing on the one hand on
taxes on turnover, industrial and commercial earnings, and patents, and,
on the other, on taxes on consumption of a small category of goods (luxury
or convenience items) must perforce methodically direct economic activity
away frem unproductive sectors into productive sectors and away from urgent
productive activity into more urgently required production. But these
measures would be insufficient in themselves. A planned purchasing and
selling policy made pessible by instituting state and cooperative commerce
must play a decisive role.

Due to the existence of state industry and to reserves of manufactured
goods and agricultural products held by the state as a result of taxes-in-
kind or long-term purchases from peasants or private industrialists, the
government has certain means which will allow it to regulate demand and,
consequently, prices. State trading ought to be guided by this general
principle: support and sponsor peasant producers or artisans, individually
or in cooperatives, and private industrialists, and struggle against spec-
ulators who try to buy cheap and sell dear.

To do this, the state must attempt to buy goods at remunerative prices
for producers and to market them competitively, thus reducing middleman
profits. The state can make long-term purchasing agreements (especially
at harvest time) with individual cultivators or cooperatives, purchasing
cotten, for example, against a cash advance covering the costs of ferti-
lizer, or an advance in kind such asg salt, fabric, grain, etc.

In this way, state trading contributes directly to outmaneuvering
speculators and again to the struggle against usury in the countryside, )
In addition, state commerce not only allows planning of the circulation of
goods but also, in the course of events, the planning of their production
as well. This comes about, for example, by means of the long-term purchas-
ing agreements concluded between state outlets and agricultural or
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craft cooperatives or private firms, etc; the state provides the means of
production or the consumer goods required by the cooperative or firm, or
even raw materials, in exchange for which the recipients agree to turn
their produce over to the state.

We should also note that the producer and consumer cooperatives can
be a very important link between the state sector (or production and com-
merce) and the private sector (mainly production). The state must support
their development by giving them priority in the distribution or purchasing
of goods, by extending credit to them, by granting them favorable credit
terms, etc. In return, cooperative trade has the task of protecting small
producers who perceive therein the opportunity for collective buying and
selling.

Thus conceived, the new organization of trade, thanks to the existence
of a state sector ceffectively divecting and guiding the cooperative and
private sector, will contribute to growth in exchange all across the coun-
try and facilitate production,



GENERAL CONCLUSIONS

At the end of this modest work, what overall conclusions have we
reached?

We believe Cambodia must and can industrialize. 1t must industrial-
ize, because agricultural specialization premised on international integra-
tion places unacceptable limits on overall development of its economy.
Moreover, do not people expect that ap improvement in their living stan-
dards goes along with national independence?

Cambodia can industrialize because it has mno vicious circle of poverty
which cannot be broken by conscientious human effort. But the responsibil-
ity for industrialization must be assumed by the state, whose program must
include rigorous control of foreign relations and a well-thought-out effort
at structural reform.

Thoughtful development of the economy clearly implies an essentially
active leadership of the ensemble of social forces, leadership which can
be neither bureaucratic nor administrative. Such leadership must therefore
ally itself with a broad democracy and rely on broad support from the mass
of the people.
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AFPENDIX

Table 1. Cambodia‘'s Major Industries?

Mumher cf Establishments

Industry B
1951 1954 1957

FAEE MELIS o ooeow o a2 o0 w0 a0 35 6 % 5 8 @ 8 & § % 47 277 765
Distilleries . . Y P R 8 9 12
Palm sugar refxnerles G N & N % W O @ow %S @ 22 33 72
Cligarette faCtOTIesS & v s s = 2 2 & = = = = - - 3
Mechanized sawmills . . . . . ¢ + . « + 4 . o« - 8 15 29
Hand-operated sawmills . . . . . . . . . . . . 170 109 234
Match FACLOTIES o o o avn 3 % % 5 % & & % % % & - - 1
Tee CHEEETHES s iy w8 & &' % & & % 3 & W § & ¥ & & 14 17
Chartoal BlLAnLES . w e @ @ ® = = @ = % & % & = 4 335 178 140
Kilns . . R w4 ¥ % 8§ & ¥ o4 W oE o § ¥ 60 36 16
Electr1c1ty plants . o imim e Me B w w W W E K 17 17 17
Brick and tile: plants o o « 4 & 2 % & » % & # 3 208 i 170
Noodle manufacturing e T . 21 36
Tanneries . . e VR % N OB OB % K OB N & & 0§ 8 5 S 8
Soap facturleq P by b e S w e Hr o x| Foom B m w8 14 s 14
Cooking @1l o o v & % & % 4 & & & & & s & & & - i _ 16
Fish sauce plants . . « .« « & o = 4 o o = = = 19 19 27
Soyd sauce Plants o s oW % o oW % % % oW & & ¥ 5 13 i6
Syrup plants . . . i . DR A R R B B E 4 o s
Carbonated drink farrorles i ow % ¢ e TH - s 14
Prambters: @ @ & @ % % 2 & 5 4 & 3 & 5§ & & % = 11 e 15
PADET PLATES. o s om s o & 2 5 % % & % & w & o 1 1 Y 5
Glasswdrkes: < W Wl % % & % & % % & & ¥ § ¥ £ &€ 3§ 1 o b
STITIHEEYTIE v wooe 000 % 4 0 @ % w m & £ w & & & 2 . 45
FoundTiies v w % e W = R R E TR 3 Ny .
Mechanical repair garages e 16 24
Electrical repair shops o oB R ¥ O Y S 5 2
Nickelplating . . . e T 3 2 ‘@
Button manufacturlng i PR TR R 1 s -
Windows, bricks, or cement t1]es e R 2 14
Potte®iens o w5 % & % # @ & % & @ & @ & # ¥ & 11 2 ;
Candlemakers . . . . . . . « « + & « & + + 10 sy sinite
Paint factorfies « « = » % » &« = % ¢ & & @ 4 ST i
Shoe manufacturing . . &« - @ « + &« =« 3 s+ - . 16 10 e
Dyedng BIENES . & & & 5 & % 2 s ® ® 9 ¥ & @ & @ 6 Ei Giss
Stone masons . . . i WMER L e ® o mE B & B 7 5 -
Jewelry manufacturlng Y AR EEEE EE 116 345 e
Joiners:? shops © = - & % ¥ & & & B ¥ & 5 & a e 20 58

llTable No. 8-1, Annuaire Statistique Rétrospectif du Cambodge (1937-
1957} (Phnom Penh: Ministry of Planning, 1958), pp. 67-69. The table
actually records the number of establishments for each year from 1951
through 1957, but as Khieu Samphan makes no reference to this in the text,
only data for 1951, 1954, and 1957 are presented. The data for 1854
¢xclude Phnom Penh. 1In Cambodian accounts, the designation "..." denotes
precise data unknown''; the designation "-" denotes "none.']
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Table 1 (continued)

Number of Establishments

Industry .
1951 1954 1957
BlackemIths o e ad Wi 4 = & & 5 % % 5 5 5 % 4 58 58
Kail factories o o o o 9 = 2 % % % % % % 5 = e o Tk -
Hardware manufacturing . . . . . . . . . .+ . . 17 25 e
Blanket manufacturing . . « « =« & & o « = % 2 = ° sas 240 i
Cotton fabric factories . . . . + . « v « « « o G 305 S
Marble SeUIDTOTS. . = s e e 03 = = o+ & = om o4 b @ 25 - s B
Loather cULLErS v w0 s fd 5w % & ¥ % & & % ¥ & 15 3 R
Wooden shoe FACLOTIEE 4 & o » v 5% 4 = = @ = = 4 AsE 5 s
Bakerias o o owow @ a0t %0 5 e 8 BN % & sE Y W & P 5 5
Sources: TFor 1951, Annuaire Statistique du Cambodge 1849-71850-1951; for

1954, Direction de la Statistique ¢t Administrations Provinciales; and for
1957, Seruvice des Minzs de 1'Tndustries et de L'Avtieanat.
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Table 2. Major Industries and Their Annual Import Needs

o =

Raw Materials
Nature of Tndustry — oo

Local Imported Annually
I. FACTORIES
Electrical Plants
Number: 10 None a) spare parts: motor, metallurgic
Annual Productiom: products (copper, irom, brass},
28,400,000 kwh cabies, tubing, castings, water meters

b) slectrical fittings

¢) chemicals;: aluminum sulfate and others

d) miscellaneopus: insulated, supple, and
plain wiring; 107,530 tons of fuel oil
and diesel fuel; 100,033 tons of
lubricating oil

[ronworks, Foundries

A. Truong-Hung, Chhong-Fat None a) goods:
e T Ry et cast phosphorous 260 t.

coke 48  t.
silicon g
bronze, brass 135 i
black sheet metal 25 £
emexy sand 15 t.
magrnesium cement 7i8 T
calcium chloride L.
vegetable black 6.5 t.
lead s 7
angle bars 12 t.

b} parts
roller paper 600 units
diesel motor 50 units
belt strap 1,500 meters

c) fuel: fuel oil, diesel oil

d} lubricant: oil

B. S.0.K.R.E.C, None 2) semiprocessed goods:

hoop iron 450,000 t,
iron sectiomns 1,200 t.
rod iron 250 t.
black sheet metal 200 t.
ordinary sheet metal 100 t.
aluminum 5
window hlinds 120 rolls

bent and straight tubing 100 t.
b) spare parts
¢] fuels: fuel oil, diesel oil

d) lubricant
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Table 2

(continued)

Nature of Industry

= LR

Raw Materialé

Local

— S— e

Iﬁported Annually

Lce Houses
Number: 14 (including one
producing 60% of total
annual production)
Annual Production:

tons of ice

15,000

Carbaonated Drink Factories

Bicycle Parts Factory

Number: 1
Production: 36,000 parts

Alcohol Distilleries

Number: 2
Production: 8,000,000 liters

Rice Mills

Number: 33
Production: 305,000 tons of
rice and bristle

Water

Water

None

Rice
Corn
Palm molasses

Paddy

a)

b)

c}
d)

a).

b

d}

b)

c)

d)

a)
b)
c)
d)

a)
b)

<)
d)

semiprocessed goods:

ammonia gas, calcium chloride, alumi-
num sulfate
accessories
fuals: fuel oil, diesel

lubricant: o0il, grease

semiprocessed goods:

sodium bicarbonate, sodium citrate,
phosphoric acid, citric acid, caustic
soda, orange concentrate, various oils:
essence of sarsaparilla and African
cola, peppermint concentrate, oil of
laurel, blue and orange colorings,
caramel.

supplies:

hooks, e¢orks, caps, elamps, etching
needles of different sizes, pressure
FAUEES

lubricants

semiprocessed products:

plywood 15 -ty
steel tubing
duralumin tubing

parts:

bolts and nuts
soldering rods
pressure gauges

fuels: fuel oil, diesel oil, oil

miscellaneous: grease
L A e

yeast
spare narts
fuels

lubricants

parts: conveyer belts and parts,
rubber belt clips

chemical products: emery powder,
magnesium cement, magnesium chloride

fuels: fuel oil, diesel oil

lubricant: oil
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Table 2 (continued)

Nature of Industry

—— e R b BTSSR b S

Raw Materials

Local Imported Annually
Husking Mills
Number: 647 Paddy Same as for rice mills
Production: 85,000 tons of
rice and bristle
Mechanized Sawmills
Number: 30 Undressed a} parts: horizontal and vertical saws,
Production: 15-20,000 timber buzzsaw, bandsaw; horizental and
cubic meters swivelling trunk sectioning saws,
pendulum and chain saws
b) equipment: steam generator, diesel
motor, overhead cranes, donkey winches,
mechanized cranes
¢} fuels: fuel o0il, diesel oil
d) lubricants: oil
Palm Sugar Refinery
Number: 1 (Tan Y Sine) Paddy chaff a) equipment: spare parts for machines,

Production: 700 tons
refined sugar

Mechanized Textile Plants

Number: 5

Tan Pa § Son 68 looms
Seng Thai &0 looms
Tran 1 26 looms
Chip Tong 24 looms
BORYEKY 10 looms

Annual Production:
1,173,120 meters

II. LIGHT INDUSTRY

Mechanized Weaving Ateliers

Number: 8 having 67 wooden
looms
Annual Production:

453,360 meters

tndershirt Shops

Number: 5
Production: about 31,600
lots of shirts

Perfume Shops

Number and
Production unknown

Palm sugar mixeérs, crystallizer, pressure gauges

b) chemical products: sodium thiosulphate,
sulfurous gas

c} fuels: fuel oil, diesel oil

None a} parts: spare parts for looms and
generators

b) semiprocessed goods: raw silk (93,850
kg.), glue, tracing paper, jacquard
frame, bridging thread, marking string

'c) fuels: fuel oil, diesel oil

d) lubricant: oil, grease

None 2) semiprocessed goods: 36,350 kg. raw
5ilk
None a) semiprocessed goods: cotton yarns

(18,000 kg.)

b) ¢hemical goods: lime chloride, caustic
soda, colorings

c) parts: knitting machine, special
necdles

Firewood basic extracts, glassware (flasks),
engraved labels, rubber stoppers, odor-
free 90% pure alcohol, printed cardboard

packages
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Table 2 (continued)

Nature of Industry

Raw Materials

Local

Imported Annually

Saltworks

Dyeing Works

Number: 30
Production: Unknown

Kapok Bale Factories

Number: 4
Production: 35,000 bales
of 100 kg.

Nail and Pin Factories

Combs, Buttons and Other
Plastic Articles Factory

Number: 1
Production: Unknown

Paper Mill

Number: 1

Production: 4,800 reams
{packing papers, toilet
paper, cardboard)

Glue Factory

Number: 1
Production: 60 t.

Hand Sawmills

Number: 200
Production: Unknown

Bottle § Flask Factories

Number: 1
Production: 625,000 items

Pipe Factory
Number: 1
Productien: 36,000 pipes

Makhlosun?
dyes

Wood

Corn husks,
wastepaper,
old sacks,
kapok fruit
husks

0ffal of
pigs, cattle,
firewood,
paddy husks

Timber

Broken glass,
bottle
fragments,
firewcod

Gravel and
sand (4,500 t.)

Material for refining

Packets of dyve

Hessian sackcloth, binding ribbons,
fasteners, imported-dyes

fuel 0il, oil, Thomas flexible flat steel
wire (165 t.)

polystyrene 100 t.
barrette fasteners 300 units
soda 40 t.
calcium chleoride 40 t.
acetic acid 40 t.
chrome alum 50 t.

calcium carbonate, drying plates

saw blades

hits of glass
fireprocf clay for firing and molding
tubing, ventilators, bellows

a) parts: diesel motor with auxiliary
motor, rotary machines for making pipes

b) semiprocessed goods:

500 t.
30 t.

cement
rod iron

1[Thc makhleoeur 1s a guttiferous tree from which Khmers extract a base

for a rich, black dye.]
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{continued)
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e s g et

Raw Materials

Nature of Iadustry

Local Imported Annually

Kilns
Production: Unknown Limestone, None

firewood,

fireproof

bricks
Flagstone Factoxies
Number: 5 Fine and oydinary white cement, colorings

Production: 150,000 sq.
meters of paving stones

coarse sand

Tile § Brick Works

Number: 135

Production:
125,000,000 bricks
35,000,000 tiles

Clay,
firewood

Aluminum Househeld Goods

Number: 1
Production: 75,000 articles

Peanut gil

Tanning Houses

Number: 7
Production:

5,500 kg. soles
31,000 pieces leather,
18,300 diverse leather

articles

Mangrove
bark (62 t.)

Match Factories

Numbey: 1
Production: 8,400,000 boxes
of 70 matches

Wood (700
cubic meters)

Eguipmegz: Press and molds

Equipment: mixers, tile and brick molds,

electric motors

lubricating il

sheet aluminum 50
aluminum ingots 2
polish 5
Bakelite powder 2
aluminum rivets 2

ete.

quebrache extracts
chromium alum 30

acid coloring 31
oil-based coloring 560
sulfuric acid 2
hydrochloric acid 12
arsenic acid 1,100
lacquer gum 500
ete.

special matchbox papers 20
potassium chlorate 20
manganese bioxide 4
potassium bichromate 400
lead oxide 400
iron oxide 4
red phosphorous 2
flowers of sulphur 4
combustible material 6
feldspar 1
mica 1
kieselguhr 2
magnesium carbonate 1
zinc white 500
chalk powder 500

plaster 3
lampblack 500

»

o o rt oo

b R o e S S o o i e
oo oo o» o4 - oA e - s

g o
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Tahle 2 (continued)

Nature of Industry

e —_—

Raw Materials

Local

Imported Annually

Ciparette Factories

Number: 3

Froduction:
1,576,800,000 cigarettes,
60,000 packets of tobacco

Fish Sauce Factories
Number: 41
Production:

40,000 hectoliters

Soya Sauce Factories

Number: 1 (Nam Ea)
Production:
6,000 hectoliters =
70% total production

Cocking 0il Factories
and Refineries

Number: 11
Production:

1,380 t.

Soap Factories

Number: 16
Production: 1,350 t. of
50 and 70% pure soap

Local tobacco

(556 t.),
honey starch,
rice flour,
wood

Fish,
vats for
marinating

Peanut
waste (36 t.)
Soya (14 t.)

Peanuts

Beef suet
(150 t.)}
Pegnut oil
{152 t.)

chrome-yellow
rhodamin

fosine?

auramine
malachite-green
cellophane

glue powder
paraffin
antimony sulphate
lead sesquisulphide
antimony sulphite

foreign tobacco

300 kg.
200 kg.
200 kg
200 kg.
200 kg.
S00 kg.
5 bi

T L
Pl R
4 t.

4 t.
1,300 t,

labels, sulfite papers, alumimum foil,

- cellophane, cartons, Kraft paper, bisul-

fite paper, gummed Kraft bands, glycerin,

copper powder

Equipment and spare parts: boilers,

Ferging insecticide sprayer, humidifier,

shredder, cigarette packing, labeling,

and cellophane wrapping machines.

None

gluten of wheat

active carbon
hydrochloride

caustic soda

120,000 crown stoppers
120,000 empty bottles

Machinery

copra oil
caustic soda
machinery

1,000 kg.

960 kg.
14,400 kg.
1,000 kg.

1,000 t.
120 t.

e

Source: Report of the Serwvice des Mines, de 1'Industries et de L'Artisunat, Phnom Penh,

11 QOctober 1956.

2[;\'ot translated. ]
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