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Remark by H.E. Neav Chanthana,
Deputy Governor of the National Bank of Cambodia

On the occasion of the Economist Conferences
Siem Reap, 16 February 2009

Senior Ministers, Ministers,
Respected Members of this gatherings,

I am very honored to participate in this important forum today, which has been
officiated by Samdech Akka Moha Sena Padei Techo Hun Sen, Prime Minister of RGC, on
an appropriate topic at the time and to audience who would be the catalysts of change as the
Cambodian economy is navigating through this critical time.

First, 1 would like to highlight the roles of the NBC which is to maintain price
stability and to develop a sound financial system to support sustainable economic growth.

I am now moving to the first issue: How to offset growing inflation and an increase
in commodity prices, particularly of oil?

In general, monetary policy seeks to respond to demand-side rather than supply-side
inflationary pressures. Therefore, the reasons for price increase need to be clearly understood.
In Cambodia, the economy started to be challenged by strong inflationary pressures since
December 2007 when the year on year inflation rate posted a double digit increase once again
since it was last seen during the 1997-98 Asian crises. The escalating international food and
especially energy prices exacerbated inflationary pressures worldwide. As a small, open
economy, Cambodia is particularly sensitive to price developments in the world economy,
and due to total dependence on external supply of energy source, such development has
unquestionably an impact on our inflation performance. The annual inflation rate peaked at
record high of 25.7% in May 2008. Food price, the main driver of inflation, rose by 49% in
the corresponding period.

Meanwhile, higher than expected monetary expansion as a result of continued large
capital flows and the success in the economic management over the last decade, has been also
seen as a contributor to rising inflation. Under such reasoning, the sharp rise in inflation
prompted a more prudent management of prevailing monetary conditions to allow monetary
policy to be better placed to respond to risks of higher inflation. Hence, the monetary policy
implementation was focused on managing the excess liquidity position and to avoid the over-
involvement of banks in the real estate sector that could have adverse consequences for them.
A series of restrictive packages have been introduced to curb the booming credit activity and
slowing the growing monetary base, including the increase of the statutory reserve
requirement from 8% to 16%, and the ceiling of 15% on banks to limit their lending to real
estate sector.



In contrast, risks of high inflation arising from international oil price shock, and if the
shock is permanent, would be a daunting challenges for monetary policy of net oil importers
such as Cambodia. The monetary policy needs to be flexible and mindful of the second round
effects of costs increase. It needs also, on the other hand, to actively support the government
measures to address more directly the supply-side risks, particularly in the case of prices of
basic food. Attempts to enhance microfinance networks and increase financial outreach to
SMEs and farmers to improve agricultural production have been and continue to be part of
the NBC’s policy considerations.

Excellencies, ladies and gentlemen!
Allow me now to share a few thoughts to the question: Is Cambodia’s economy
ready to move away from “dollarisation” and what will this mean for business ?

The use of US dollar in the territory of Cambodia dated backed more than a decade
ago. It should be noted that such use has never been an outcome of policy decision of the
RGC but reflected the preference of the market participants for a substitution currency to the
domestic one given the economic difficulties facing the country at that time. Once people get
used to the conveniences of using hard currency, there seems to be a build-in resistance to
reverse the process, even after the macroeconomic conditions have been improved. It would
take long time to adjust people's behavior.

Over the past years, the NBC has performed numerous efforts to manage the
exchange rate of the Riel against USD with the objective of enhancing public confidence in
the local currency and smoothly and progressively extend the share of the Riel in the
economic exchanges. Although progress could be deemed very slow for economic observers,
it is stressed that 1) the NBC’s action has allowed for stabilizing the value of the Riel against
USD and 2) that, even in urban area, the Riel is fully accepted in daily transactions and at the
current exchange rate. In addition, buy/sell spreads — or commissions — have become
narrower which is clearly positive since it points at a greater confidence in our national
currency and in the Central Bank’s action to manage a realistic exchange-rate against the US
dollar.

The present monetary regime affects individual consumers and business differently,
depending on the currency denomination of their income or the transactions involved in their
business activities. | prefer thus to answer to the earlier posted question with another
question: Does the use of the US dollar in the Cambodian economy so far present any
problems for consumers or companies? From the macro perspective, few will dispute the
claim that dollarisation has considerable merit in restoring and supporting economic stability
and a sound national financial system in this country through re-monetization and financial
deepening, while macroeconomic costs such as lost of seignorage and constrains to monetary
policy are also not deniable.

Now, as the shockwaves of the financial turbulence have hit most countries in the
world, the flight to quality has noticeably increased the demand for US dollar. Against all the
background discussed above, experiences of dollarized economies in several parts of the
world showed that de-dollarization cannot be accomplished by rigid legislation, but requires
the creation of an environment which stimulates the use of domestic currency by the public
and business. Therefore, we think that the most important things to do at this time for
Cambodia is to continue to strengthen its fiscal position and the banking system and leverage
the foundation of the economy before making any changes in the monetary regime.

The following discussion deals with the question: What is Cambodia doing to
attract investment in its financial services sector?




I like to focus on three issues: The openness of the financial sector, the role of the
Central Bank as monetary and supervisory authority, and the reforms in the financial sector.

First, financial service liberalization is one of the key factors in attracting investments.
Cambodia has a quite liberalized investment regime, which is also applicable for the financial
sector. So far, we have placed great attention in providing market access and national
treatment to foreign investors, where 100% foreign ownership in the banking sector is
allowed provided that they comply with all the licensing requirements for banks, which are
the same for resident and non-residents of Cambodia. Cambodia is already home to about ten
foreign banks branches and subsidiaries. They accounted for 46% and 38%, respectively in
the total banks assets and equity.

Second, in the financial sector, the NBC as the monetary and supervisory authority is
striving both for being a strong regulator and for operating in a transparent manner. We will
make further efforts to insure that financial policies, regulatory framework, procedures and
measures relating to the financial services suppliers and markets are publicly disclosed and
explained before being adopted. We have greatly valued a frank exchange of views with the
private sector, which is fostered by a confidential and cooperative atmosphere.

Third, we understand that financial services are critical for the functioning of the
entire economy. And a well-functioning financial system, on the other hand, depends on the
legal and regulatory underpinning aimed at harnessing private incentives and at removing
deficiencies in markets and operating environment through the reduction of risks and costs of
banking operations.

Under this spirit, it is envisaged that the financial reforms now in progress and under
consideration, as described in the financial sector blueprint for the long-term development of
the banking sector, which was adopted in 2001 and updated in 2007, will make financial
intermediation more efficient and attracting more investment, by improving legal and
financial infrastructure, and increasing competition among banks and other financial
institutions.

Incentives and measures that have been introduced for the above purposed included:

— Introducing a transparent and simplified banks licensing procedures, including the
provision of a permanent license to institutions that meet supervisory requirements;
the licensing of new branches at discounted fees, a special favor on capital
requirement for financial institutions with good rating that wish to open banking
business in Cambodia, and shorter processing time;

— A full remuneration of capital guarantee deposits and a partial remuneration of
statutory reserve requirement;

— No restriction on remittance of profits.

On regulatory framework, we have adopted two importance laws: the Negotiable
Instruments and Payment Transactions Law, the Law on Anti-Money Laundering and
Counter Financing of Terrorism. Besides, while we are awaiting the Law on financial leasing
to be passed, a regulation on financial lease has been issued to allow banks to conduct
financial leasing.

Thanks to the reforms so far, financial intermediation has been improved remarkably.

On the question: What is being done to stimulate greater public trust in the
financial sector? | would like to highlight some points as follows:




The actions of the NBC have been always a concerted attempt to build public trust in
the monetary policy and in the banking sector.

On macroeconomic front, maintaining macroeconomic stability will continue to be an
important part of our priority actions. Those include monitoring a low level of inflation,
safeguarding the value of the national currency, and enlarging the country’s international
reserves. So far, despite the global turbulence, our national currency remained broadly stable;
depreciating by only about 2.5%, while international reserves have reached a level that is
sufficient to cover about 3.9 months of imports. Inflation has been subdues, underpinned by
prudent monetary policy and easing international prices of goods and energy. Due to the
uncertain development in the world market, the NBC is closely monitoring movements that
could pose upside risks to the inflation outlook, including emerging trends in global
commodity prices, to ensure that the monetary policy stance remains consistent with the
economy’s momentum for sustained growth.

Turning now to the second thrust of the NBC in dealing with public confidence,
which is to maintain the stability in the banking system. The NBC is doing this through
regular monitoring of banks and the payment and settlement system. Particularly during this
period of rapid change affecting financial sector around the globe, bank prudential
supervision is strengthening further, and the stricter enforcement of banks compliance with
the laws and regulations, closer monitoring of bank liquidity using new methodology of
reserve requirement. On-site and offsite supervision has been enhanced using CAMELS
methodology and a more proactive risk assessment approach called COBRA.

Within the context of global turbulence, NBC set up an overdraft facility to help
banks that have temporary liquidity problem. In addition, NBC and MEF are now considering
establishing a contingency plan to deal with banking and financial distress as such condition
arises.

To conclude, the NBC is very pleased to take this opportunity to inform the audience
that, by and large, our banking sector has no direct exposure to global sub prime mortgage
crisis. In spite of this, the NBC is committed to remain vigilant in the supervision area.

Last but not least, | would like to express my profound gratitude to the organizers of
this forum, and allow me to wish you all happiness and success in your endeavors.

Thank Youl!!

Deputy Governor
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