1. A competitive business climate

Business climate involves many
factors directly relevant to invest-
ment and business. An open and fa-
vorahle climate will attract inves-
tors, thereby creating relations and
affecting favorably development of
the foreign sector. A good investment
climate not only helps boost both lo-
cal and foreign investment, but also
taps domestic potentials.

In the keen competition of the
globalized economy, constantly im-
proving the business climate in order
to attract more foreign investment
has become a big worry for govern-
ments, especially in developing coun-
tries at their first stages of develop-
ment and integration.

Cambodia is a purely-agricultural
and poor country. Its domestic
sources of capital couldn’t meet the
demand for investment of the econ-
omy. The international integration
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requires incessant increases in the
investment, therefore, a good and
healthy business climate will help
mobilize both domestic and foreign
sources of capital.

A favorable investment climate is
a combination of various factors: geo-
graphical position, natural resources,
legal and social infrastructure, politi-
cal situation, and technical infra-
structure as well. A favorable climate
doesn’t mean that it is competitive,
because a country could build a favor-
able climate but it is still less favor-
able than ones found in other coun-
tries, therefore it becomes less
competitive. That is, a competitive
climate is the one that always be-
come more favorable and attractive
in comparison with ones offered by
other countries.
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rect investment. Under current con-
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- The corporate tax rate is fixed at
9% only, much lower than rates in
neighboring countries. The sales tax
could stay unchanged for at least
eight years. Transfer of profit by for-
eign investors-to their home coun-
tries is exempt from taxes.

2. How to improve the business

climate in Cambodia

The flow of foreign investment to
a country depends on various factors
involving both investing and recipi-
ent countries,

Foreign investors want to find
new markets and sources of raw ma-
terials, improve their business per-
formance and make use of incentives
offered by recipient countries. As for
recipient countries, they are always
in need of foreign investment, there-
fore they try their best to attract it
by improving the business climate
year after year.

Of factors of the business climate,
the most important are: legal, finan-
cial, physical and technical infra-
structure.

- Legal infrastructure: this infra-
structure consists of the law system
that provides a channel for the flow
of foreign capital. This system in-
cludes laws and the bulk of subordi-
nate legislature that regulate the re-
alization of foreign investment, from
fulfilling administrative procedures,
making plans for the foreign sector,
directing it towards prioritized zones
and industries, and controlling the
realization of foreign-invested proj-
eets, The law svstem is implemented
by the administrative machinery or-
ganized according to regulations set
by the law system. As for foreign in-
vestors, to ensure safety and effi-
ciency for their investments, they al-
ways try to master the law system of
the recipient countries.

A perfect legal infrastructure is
an environment in which the law
system is clear, stable, consistent
and comprehensive that provides
various incentives and encourage-
ment for the foreign sector. The mere
detailed and transparent the law
system is, the more favorable the
business climate becomes. In other
words, a complicated and inconsis-
tent law system will discourage for-
eign investors.

- The physical environment in-
cludes natural and geographical fac-
tors that affect the foreign sector.
Abundant natural resources and fa-
vorable geographical position are al-
ways important to investors’ decision
making process. Most multinationals
have their headquarters situated in
developed countries. That is why the

natural resources there are ex-
hausted. And they realized that
producing goods with raw materials
imported from other countries is less
profitable than making overseas in-
vestment. In looking for sites for
their investment projects, they al-
ways consider local natural resources
and geographical position as decisive
factors.

- The economic environment in-
cludes the average growth rate, infla-
tion rate, stability of the domestic
currency, development of the struc-
ture of industry, technical infrastruc-
ture, and macroeconomic policies.
Reality shows that countries with
open economic policies and incentive
schemes for investment will attract
more foreign capital than restrained
economies do. In addition, well-
developed technical infrastructure
will facilitate transport of factor in-
puts and output and be taken into
consideration by foreign investors al-
though it is not the decisive reason
for their decisions.

- Political and cultural environ-
ment: The political stability is the
first consideration for investors to
decide on their overseas projects be-
cause it ensures stable economie poli-
cies. The second consideration is the
quality and organization of labor
force, and cultural differences that
could lead to obstacles to cooperation
between local and foreign partners.
Abundant and cheap labor is always
a factor that attracts foreign inves-
tors. With recent technological ad-
vances, however, many investors

started Lo consider other labor fac-
tors such as technical and manage-
rial skills. That is why the competi-
tiveness of a labor force is more and

more dependent on the education
system and general level of public
knowledge, especially ampng the
youth.,

- Financial environment and tax
system: A favorable financial envi-
ronment includes a convertible do-
mestic currency, modern banking
services, existence of a capital mar-
ket and effective mechanism for con-
trolling the financial sector. Because
this environment has close relations
with the efficiency of the foreign sec-
tor, it becomes a decisive factor in at-
tracting foreign investment and en-
suring  good performance “for
investment projects.

The tax system, convertibility of
the domestic currency and govern-
ment’s control over macroeconomic
matters will affect directly the per-
formance of the foreign sector be-
cause they decide profitability of the
projects. Foreign investors usually
compare tax systems and financial
policies of different countries before
determining where to start their in-
vestment projects. In addition, op-
erations of stock exchanges and
banking system could hinder or
smooth the performance of the for-
eign sector. As for recipient coun-
tries, their mechanisms for supervis-
ing the foreign sector could help limit
unfair  practices from foreign-
invested companies.

In short, after considering factors
affecting the flow of foreign invest-
ment in developing countries, includ-

- ing Cambodia, we could affirm that

an open, healthy and transparent
business climate is the decisive fac-
tor in attracting and improving the
efficiency of foreign investment proj-
ects. =
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