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1. At the outset, I would like to thank the UNESCAP for supporting us to organize this important national workshop on “Strengthening the response to the global financial crisis in Asia-Pacific: the role of macroeconomic policies”. I think, this workshop is timely, and would greatly contribute to enhancing capacity of our policy makers in coping with the future global financial and economic crisis and improving the resilience of our economy to future crises.
2. As we all know, the global financial and economic crisis has affected every economy in the world. Globalization has brought benefits, but also exposed countries to new potential vulnerabilities. Therefore, policymakers need to be alert and keep up to date about these new sources of vulnerabilities. Thus I would like to emphasize the need for stronger national capacity to conduct economic and financial surveillance.
Policy Response to the Global Financial Crisis

3.
After the Asian Financial Crisis, Asian countries embarked on bank restructuring and structural reforms, which contribute to strong economic growth and financial stability. However, 2009 was a turbulent time for Asia and the world as a whole. Even though Asia’s financial institutions have limited direct exposure to the US sub-prime mortgages and East Asian countries have strong external positions, nonetheless Asia was hit by the Global Financial Crisis because of the collapse of international trade and capital flows. 

4.
At the initial stage of the crisis, all countries in the region experienced capital outflows driven by deleveraging. Liquidity of the banking system tightened and the credit market dried up. The crisis resulted in the collapse of the international trade. This in turn has had negative impact on the real economy, posing considerable risks on the financial system.  

5.
The central banks responded by easing monetary policy: lowering policy rates. However, conventional monetary easing has had a limited impact on financial conditions and in normalizing credit intermediation, necessitating a number of quantitative measures, fiscal stimulus, and regional cooperation. This has led to a rapid expansion of public balance sheets, including those of central banks. Moreover, with the collapse of oil prices, inflation was no longer the target of monetary policy. It is worth noting that the Chiang Mai Initiative (CMI), the bilateral SWAP arrangement to the amount of US$77 billion, in conjunction with the regional surveillance mechanism in the form of Economic Review and Policy Dialogue (ERPD), have played an important role in maintaining the stability. In response to the crisis, ASEAN+3 decided to launch the Chiang Mai Initiative Multilateralization (CMIM) and increase the size of the SWAP arrangements to US$120 billion. 

6.
As shown in the advanced economies, the sharp corrections in asset prices resulted in wealth destruction, while households and firms face greater difficulty in gaining access to credit, creating a vicious cycle of de-leveraging between the real economy and the financial sector. As a result, private spending by households and firms collapsed. In this regard, the global financial crisis has returned fiscal policy as a major macroeconomic tool. Fiscal policy is providing important support to the economy through large stimulus package to support domestic demand. While public spending is critical to bolster aggregate demand and to limit the impact of the financial crisis on the real economy, it implies a significant deterioration in the fiscal accounts. Therefore, a large fiscal space and moderate public debt are important to maintain confidence in medium-term fiscal sustainability. 

7.
Although the global recovery remains fragile, we expect growth in Asia excluding Japan in 2010 to be around 7 percent. This means that emerging market economies should be able to exit from crisis support measures sooner than the advanced economies. Asia’s remarkable recovery seems to reflect to some extent a decoupling from the United States and Europe. The main factors contributed to Asia’s rebound include global trade normalization, especially in the global IT recovery, monetary easing, currency flexibility, sound balance sheets of its private sector and large fiscal stimulus. 
8. Presently, global financial conditions have improved, international investor confidence is recovering gradually, indicators of future production and demand have firmed, consumer confidence is improving, the earlier declines in manufacturing and employment have begun to be reversed, and lending to the private sector has gained positive momentum. However, we have seen that fiscal stimulus could result in debt crisis. We have to draw a lesson from what happens in some countries in Europe.
Cambodia’s Policy Response to the Crisis

9.
Let me now share with you Cambodia’s policy response to the crisis. Cambodia is a small and open economy, with capital account liberalization. Cambodian economy is highly dependent on a sustained international trade expansion and foreign capital inflow. More than 90% of the banking transactions are dollarized. It means that we cannot use interest rate policy to influence the economy. With free capital flow, foreign exchange intervention has been used to stabilize the exchange rate and to increase international reserve position. Policy response coordination, through the Committee for Economic and Financial Policies under the direct supervision of our Prime Minister, Samdech Akka Moha Sena Padei Techo HUN SEN, is crucial in a dollarized economy, in which fiscal policy also plays a crucial role. 

10. 
During the high oil and food price crisis in 2008, our Committee for Economic and Financial Policies set up a joint taskforce involving the Ministry of Economy and Finance, the National Bank of Cambodia and key economic ministries to  enhance economic surveillance efforts and provide more coordinated policy response. Reserve requirement was increased from 8% to 16%, while commercial bank’s exposure to high risk sector was capped. After the onset of the Global Financial Crisis, we reduced the reserve requirement to 12%, lifted lending restrictions, and increased spending to boost domestic demand. In addition, the central bank has made further efforts to improve supervision and regulation by tightening rules and regulations and enhancing onsite supervision. Particular attention has been made to the banks’ solvency and liquidity conditions. Further regulatory and supervisory measures will be implemented.

11.
On the fiscal front, the Royal Government of Cambodia has acted counter-cyclically to boost domestic demand, with increased public expenditure towards improving social safety nets and providing retraining and alternative employment for vulnerable population segments, including those losing jobs in the affected export sectors. We have also established the Fund for Agricultural Development in order to increase agricultural productivity and diversify our growth base. Priorities have also been given to public investment in physical infrastructure and supporting growth in the agricultural sector.  
12.
With the normalization of activity and firming of prices, we have begun removing exceptional monetary and fiscal policy support. Taking these developments into account the growth in Cambodia is projected to rebound to about 5% of GDP in 2010. However, diversifying the economy and strengthening its competitiveness will be crucial for Cambodia future economic developments.
13. The diversification has several dimensions, including more investment in physical and human capital to move up the value chain in production and exports. Improving competitiveness is the greatest challenge faced by Cambodia. The key issue is to strengthen the competitive advantages of Cambodia through lowering the costs of doing business in our economy. The Royal Government will continue to improve institutional mechanisms and legal and regulatory framework aimed at facilitating private sector growth through trade and investment facilitation, simplification of licensing requirements, reduction of administrative red-tapes in inter-institutional coordination and adoption of legal and regulatory framework as well as institutional support for the development and management of SEZ. 
14. The recent crisis has tested the effectiveness of our various macroeconomic policies in restoring economic and financial stability, and the need for more effective regulatory and supervision framework. During the recent crisis the Committee for Economic and Financial Policies has played an important role in enhancing economic surveillance efforts and provide more coordinated policy responses. 
15. Before I conclude, once again, I would like to thank the UNESCAP in co-organizing this event and I believe that this workshop will help to strengthen our abilities to monitor economic and financial systems and to identify systemic financial and economic risks for Cambodia, both domestic and external, that will permit timely policy action to prevent or mitigate future crisis.

16. Finally, I wish Your Excellency, Ladies and Gentlemen a fruitful discussion during the workshop. May I now officially declare the opening of the national workshop on “Strengthening the response to the global financial crisis in Asia-Pacific: the role of macroeconomic policies”.  
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