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Introduction

Cambodia in 2020 has been having a hard time to survive this year and do not expect to cross the
finishing line of the year with healthy economic growth as well as prosperity in international trade
like we always do in the past decades. Nevertheless, we have to face reality and do whatever we
can to minimize the unfavourable future due to the fact of EBA withdrawal, which forecasted to
have a significant impact on our exports and the deadly disease, namely COVID-19, that has
almost shut down our economy entirely periodically.

The scope of the impact caused by the two elements above mentioned has found by this essay that
(1) EBA withdrawal severely hit the textile and footwear industries; (ii)) COVID-19 brought an
enormous blow to garments, tourism, and construction sectors.

The following paragraph will illustrate the impact of EBA withdrawal, analyze the consequence
of COVID-19, and provide a conclusion and personal comments on the matters.

The Impact of EBA Withdrawal

The EBA is one of the preferential trade arrangements under the EU Generalized Scheme of
Preferences that grants full duty-free, quota-free access into the EU market for all products except
arms and ammunition for countries classified as Least Developed Countries. Access to these
preferences comes with the obligation to respect human rights and labour rights. Consequently,
the EU became Cambodia's largest trading partner, accounted for 45% of Cambodian exports in
2018. Exports to the EU from Cambodia reached €5.4 billion in 2018. 95.7% of these exports
entered the EU market under EBA tariff preferences.

The European Commission announced the misfortunate news to suspend duty-free access for 40
products in selected garment and footwear products as well as all travel goods and sugar from
Cambodia, equal to about 20% of the country's exports to the bloc, or $1.19 billion. Hence it will
increase the tariff for clothes and footwear, 12% and 17%, respectively. The textile and footwear
sectors account for 75 per cent of Cambodia's exports into the EU and rank as the second and third
most imported categories of goods from Cambodia to the EU. It is also crucial to mention that
1,069 factories in 2019, of which garment and textile factories accounted for 823, travel goods
factories for 114 and footwear factories for 132, together with employed 923,313 workers.

The hit to the economy by the new tariffs was set to be around 2% of GDP, and the estimated cost
of producing the targeted goods would rise by $140 million. Other negative impacts will hit hard
on the employment of the people in the textile industry. Moreover, it will negatively affect future
investments, predictability, and trust, two crucially essential elements of a well-functioning
industry. It would be difficult for Cambodia to create a modern and competitive industry with a
skilled workforce to compete with the international market.

Barring this, economists expect higher export costs will see some textile production shifted away
from the country's vital apparel industry. With labour costs increasing, garment manufacturers
with thin profit margins would be squeezed out of Cambodia by the higher export costs. Plus, the
minimum monthly wage in the garment and footwear sectors increases to $187 in 2020,
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approaching the wage levels in Vietnam and far higher than those in Bangladesh. With investment
barriers such as poor infrastructure, some trade preferences will weaken its appeal over rivals vying
for low-cost manufacturing. Countries like Bangladesh, Sri Lanka, and Vietnam that have signed
a free trade agreement with the EU are robust competitors and alternatives for investors to switch
their productions.

For instance, Germany's Adidas, which sources 22% of its textiles from Cambodia, its most
extensive production base for such products said the company was reviewing the implications of
the EU's decision. Moreover, Swedish giant H&M which sources from factories in Cambodia
employing about 77,000 workers has signalled changes to its supply chain and said that the partial
EBA withdrawal would constrain the competitiveness of Cambodia's textile sector as well as
negatively affect future investments, as well as predictability and trust, two crucially essential
elements of a well-functioning industry.

The Impact of COVID-19

Garments, tourism, and construction have been hit the hardest. The pandemic would put at risk
1.76 million Cambodian jobs from losses in tourism, manufacturing, and construction, which
together account for more than 70 per cent of growth and almost 40 per cent of employment.

In the garment sector, 60 per cent of factories had been severely affected by cancelled orders of
ready-made garment exports because of the COVID-19 pandemic. The bulk of these cancelled
orders have come from both the US and EU markets, representing 28 per cent and 46 per cent of
our export market. As a consequence, around 500,000 workers have been affected by these
cancellations. Hence, 256 garments, footwear, and travel goods factories in Cambodia suspending
their operations so far. The projected exports are likely to be down around 60% in the second
quarter of this year compared to 2019 because there has yet to receive any orders from buyers for
both May and June, as well as for the foreseeable future. Therefore, payment defaults will affect
not only the workers but also the 2 million Cambodian family members who depend on them.

The coronavirus outbreak is expected to deal a blow to the country's tourism sector, heavily
dependent on Chinese visitors and accounts for nearly 20% of GDP. Plus, about 169 companies in
the tourism sector had also been closed temporarily, leaving roughly 16,891 people unemployed.
Cambodia will see a massive loss in revenue generated from the tourism sector of around $3billion
this year due to the pandemic spread. Moreover, foreign and local visitors expected to be declined
by about 70 per cent and 50 per cent, respectively this year. During the first four-month, Cambodia
welcomed 1.16 million foreign visitors, a decline of 52 per cent compared with the same period
last year. So far around 2,956 tourism-related business in Cambodia has been closed, leaving a
further 45,405 people unemployed. According to the State Secretariat of Civil Aviation, Air
passenger numbers fell by more than 90% in April, while ticket sales at Cambodia's world-famous
Angkor Wat temples fell by 99.5%.

Indeed, the construction industry's total investment ran to around $11 billion in 2019, an increase
of nearly 90 per cent on 2018's $5.5 billion. However, estimated to experience negative rate growth
of 5.3 per cent in 2020 and is expected to hit a growth rate of 3.3 per cent next year. Undoubtedly,
Cambodia will face a decreasing rate in foreign direct investments (FDIs), especially from China
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and the construction demand in tourism, commercial, and local investors' confidence because of
COVID-19. For instance, FDI value declined by 52.2 per cent in the first two months of 2020,
attributing the significant drop to the global COVID-19 pandemic effect on the appetite for
international investment because COVID-19 has devastated international economies; this has
resulted in significant cutbacks by international investors.

In a nutshell, the impact of COVID-19 has added more weight to the already severely impact
industries such as garment and footwear sectors, which affect by the EBA withdrawal and facing
lots of uncertainty shortly. Plus, it has caused massive damage to other industries, especially
tourism, which is one of the main driving forces of Cambodia's GDP or internal trade.

Conclusion

In conclusion, the impact of EBA withdrawal is projected to profoundly affect the textile and
footwear sector and a considerable amount to travel goods and sugar. Plus, the impact from
COVID-19 had added weight to the sectors mentioned above and spread its deadly damage to the
tourism industry, all of which are the main drivers of Cambodia's internal trade.

However, with the supportiveness from the government and other organization align with the
mercy from China, we would expect Cambodia to experience a sharp decline in GDP for a few
years but will bounds back at a fast pace speed and experience the prosperity for years to come.
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