Economic Reform 
Introduction
During periods of political uncertainty, social conflicts and economic downturn, governments struggle to keep the economy moving because of the lack of trust from the people, production becomes inefficient and people cannot afford to buy their daily needs. At the government level the budget deficit will increase, leaving less money to spend for its programs. This leads to more social unrest and conflict. Therefore change is needed. In the economic development literature, this change is termed as economic reform, or economic liberalization. 
Liberalization of the economy is the lessening of government regulations and restrictions in an economy, in exchange for greater participation by private entities. This will allow the economy to become more competitive and enable greater economic growth. By removing unnecessary regulations, and enabling greater participation of various actors (not only the state), the economy is expected to grow.
[bookmark: _Hlk62390497]Short term measures: ensure macroeconomic stability.  This can be done by controlling inflation and stabilizing exchange rates. The government can do this by borrowing from international donors or domestic sources. This is a temporary measure but without a longer term strategy this strategy will not work. 
[bookmark: _Hlk62390563]Medium term measures: open up the economy to foreign capital and investments. This means easing business restrictions, lessening time to process permits and introducing tax incentives. These measures will generate economic activity only if foreign donors/investors trust the government. Therefore other laws/regulations must also be in place so that investors have confidence. 
[bookmark: _Hlk62390619]Longer term measures: these measures are needed to ensure the economy is sustainable and will require changes in the way governments and their institutions behave. Some examples:
· rationalization of state-owned enterprises
· decentralization of state functions to the lower levels
· human capacity building
· environmental management
· productivity improvement
Benefits of economic liberalization and reform
Economic liberalization and reform offer (i) opportunities for the country to compete internationally, contributing to GDP growth and generating foreign exchange, (ii) prospects for further socio-economic development, and (iii) strengthening of state/government institutions. 
Risks
Economic liberalization carries risks that necessitate careful economic management through appropriate regulation by governments. Some argue foreign providers crowd out domestic providers and instead of leading to investment and the transfer of skills, it allows foreign providers and shareholders "to capture the profits for themselves, taking the money out of the country". Other risks are: (i) financial sector instability resulting from global contagion, (ii) risk of environmental degradation, (iii) risk of a debt spiral due to decreased tax revenue among other economic problems, and (iv) risk of increased inequality.


Economic Reform and Transformation in CLMV 

Background

· CLMV countries gained independence from British and French rule shortly after World War II Myanmar in 1948, Cambodia and Laos in 1953 and Viet Nam in 1954. 
· Independence and the end of colonial rule caused a power vacuum, which resulted in regional and domestic struggles for power. The struggles took place with the wider conflict between capitalism and socialism/communism. 
· The period between 1960s and early 1980s was a period of political instability, social conflict, and isolation from the rest of the world.
· Economic production was mostly led by the state. This central planning led to inefficiencies; farming was done collectively, and since farmers do not own the land there was no incentive to produce. The state incurred budget deficits, development stagnated, poverty became widespread and people were going hungry.
· National leaders realized that business as usual was not sustainable and that change was needed. Thereafter, the national leaders chose to undertake necessary steps to save the economy. In other words the leaders embarked on economic reform.
· Economic reform elements include macroeconomic stabilization (controlling inflation and stabilizing exchange rates through foreign borrowing; opening up the economy to foreign capital and investments (easing business restrictions, lessening time to process permits and introducing tax incentives) and the longer term to ensure sustainable economic growth (rationalization of state-owned enterprises, decentralization of state functions to the lower levels, infrastructure development, human capacity building, environmental management)

Features of Economic Reform in  CLMV countries
· All countries (except Myanmar) annual GDP growth averaged between 7 to 10 percent. Myanmar’s economic reform took place late in 2011. State is the main actor in facilitating economic growth but the private sector is also an important driving force
· Export oriented development and economic openness have been the two pillars of the economic reform program of CLMV.  
· CLMV employment is mostly in the agricultural sector. In order to develop, productivity in the agricultural sector needs to be improved and private sector should be encouraged to invest in manufacturing and services sectors. Currently CLMV are in the process of moving from exporting primary products to labor intensive manufacturing (at different speeds; Viet Nam is now moving to high end manufacturing and services) 
· Tourism becoming an important revenue source
· Flow of FDI is stable and increasing due to 
· political and macroeconomic stability
· relatively low labor cost
· financial market development
· investment promotion policies
· improvements in the institutional environment
· global and regional economic integration and openness
· improvements in local infrastructure

· Economic reforms in CLV countries are the results of both domestic and external pressures, which resulted in significant economic growth and poverty reduction




Cambodia 

Background
· The end of the Khmer Rouge regime in 1979 signaled a turning point for Cambodia’s economic and political future. Economic reforms were initiated in 1985; however it was not until after the signing of the 1991 Paris Peace Treaty which joined the warring factions did the reforms start to materialize, with the assistance from the UN, World Bank and IMF.
· In 1992 the GMS Programme was launched, which enabled Cambodia to collaborate with its neighbours in the region, which also led to gradual flow of foreign aid and foreign investment
· The first financial package was the Enhanced Structural Adjustment Facility provided by the World Bank, which aim was to increase government’s financial management capacity. 
· Unlike Lao PDR, Vietnam and Myanmar, the presence of non-governmental organizations has been instrumental in Cambodia’s development
· Official development assistance from various multilateral and bilateral donors have been instrumental in the areas of economic stabilization and growth;  administrative and judicial reform; infrastructure and social/human services development; and sustainable natural resource management

Policies and Strategies
· The first five-year Socio-Economic Development Plan (SEDP) focused on macro-economic growth, social development, and poverty alleviation 
· "Triangle Strategy" (building peace, restoring stability; integration of Cambodia with the region; and promoting socioeconomic development
· “Rectangular Strategy” (Growth, Employment, Equity, and Efficiency in order to promote economic growth, generate employment, ensure equity and social justice, and enhance efficiency of the public sector)

[bookmark: _Hlk62291110]Progress on economic development
· With the introduction of economic reforms, ODA and FDI started flowing quickly
· Main income generating sectors: garment, construction, agriculture, and tourism
· From 2004-2008, the economy grew about 10% per year, and 2010-2016 about 6%

Issues/Challenges
· The economy depends on narrowly based sectors; vulnerable to external shocks 
· Cambodia suffers from natural disasters (flood and drought)  and climate change
· Widening gap between rich and poor, urban and rural areas
· Weak institutions in redistributing wealth and providing social justice 
· State capacity in effectively regulating the market remains weak 

Way forward
· Diversify sources or bases of growth 
· Maintain macro-economic stability with continued economic reform 
· Consolidate fiscal policy to finance infrastructure development and human capital 
· Move export up the value chain and join the regional production networks 
· Improve productivity of the work force, physical infrastructure, and governance 
· Create a reliable banking system to address the risks of international financial integration



Lao PDR

Background
· Following independence from the French in 1953 a power struggle occurred between the monarchy and the communist-backed Pathet Lao. In 1975 the monarchy was abolished and the new Lao government embarked on state-led central planning.
· State-led model proved inefficient, leading to high inflation, budget deficits and overvalued exchange rate.  In 1986, the Fourth Congress passed the New Economic Mechanism, which pursued a market-based model of development 
· The Lao government joined ASEAN (1997), ASEAN Free Trade Agreement (2008) and opened its first stock market (2011)

Policies and Strategies
· New Economic Mechanism to reform the economic system to allow market forces; open up the economy; and stabilise, deregulate, and improve its performance
· Second Five-Year Plan (1986-1990) to normalize material/culture life and build strategic enterprises, prioritizing food production, economic decentralization, and human and institutional development
· Trade policy: Opened up trade and exports especially with Thailand, Vietnam and China

Progress on economic development
· Overall macroeconomic situation: low inflation rate, stabilized exchange rate 
· Sources of growth: natural resources and manufacturing sectors
· agriculture benefitted from increases in regional demand and high food prices
· Poverty rates fell from 46% in 1992 to 26% in 2010
· Foreign investments in hydropower, mining, and construction sectors
· Annual GDP) growth rates averaged 7% between 1989 and 1994

Issues/Challenges
· Despite high growth rate, Laos’ infrastructure has yet to develop; needs more investment particularly in physical connectivity and urban development
· The agriculture sector is mostly subsistence (mainly rice cultivation which generates 75% of employment but only 30% of GDP)
· There is a need to diversify the economy; most revenues are generated from hydropower, mining and forest products
· Growth has been driven largely by investment while the volume of export is very low

Way forward
· Improve business environment and strengthen public financial management 
· Good governance remains to be improved; corruption remains to be addressed
· With more economic diversification there is a need for more and skilled labor; thereby a demand for vocational training  
· Build sound institutions and foster a good business environment
· Increase international trade and support the private sector, SMEs 




Viet Nam

Background
· After reunification in 1975, Viet Nam’s economy pursued socialist policies such as collective farming and state-led development. Many mistakes were made by the party and state, from national down to grass-roots levels, creating inefficiencies in economic production.
· The inefficiencies caused enormous difficulties in production and distribution as well as imbalances in supply and demand. This further led to soaring inflation rates and rising debt problems.
· Recognizing the shortcomings of its economy, 1986 the 6th Congress initiated the Doi Moi (renovation) policy which sought to address the increasing challenges stemming from low productivity, food shortage, population growth, and low personal income

Policies and Strategies
· Macroeconomic stabilization: inflation control, price liberalization and financial reform
· Independent status for public enterprises; ownership diversification; opening up for foreign investment; 
· Institutional support for agricultural development
· Investment law to attract foreign direct investment
· Enterprise law of passed in 2000, 

Progress on economic development
· Inflation was effectively controlled and currency reserves increased, trade deficits decreased
· Increased in privatization in the 1990s 
· Gradual flow of foreign aid (ODA) and investments (FDI) by international donor agencies
· Infrastructure and strengthening institutions since the early 1990s
· Accelerated growth rate 10% between 2000-2006 and 7% (2009-2016)
· Annual; GDP per capita increased by 2.7 times between 2000-2019 (currently $2,700)

Issues/Challenges
· Inequality: although the poverty rate has decreased (18% in 2004 to 11% in 2010), the income gap between the 20% poorest and the 20% richest increased from 8.4 times.
· Rapid economic growth has caused environmental degradation and lesser quality and sustainability of growth 
· government will need to transform its state enterprises and private sector to become more innovative and competitive 

Way forward
· Vietnam has and will pursue flexible foreign policy to balance major economic powers (US, Japan, Russia and China) and attract investments from these countries
· Further reforms will be needed to ensure long-term sustainable economic growth. Among these are efforts to increase agricultural productivity, creating a conducive business climate for the private sector, and streamlining state-owned enterprises 



Myanmar 

Background
· Following its independence in 1948, Burma had successive civilian governments until 1962 when the military launched a coup d'état, transforming the country to a socialist state.
· The first wave of reforms occurred in 1987 which pursued a reorientation toward a market economy. In essence it supported the removal of restrictions in the sector of agriculture and allowing farmers to grow any type of crop. However, the liberalization was not complete since the rice market had been excluded from the reforms.
· Since then Myanmar (previously Burma) remained one of the world’s poorest countries, enduring decades of sanctions. In 2011 new civilian government came to power and undertook a series of reform measures.
· Myanmar experienced high inflation during the early stages of transition, causing high price increases.

Policies and Strategies
· Macroeconomic stabilization: adjustment of currency exchange rates and taxation; relaxed import restrictions and abolished export taxes. 
· Replacement of corruption and foreign investment laws  
· Privatization of state-owned enterprises, loosening state control in the sectors of telecommunications, energy, and finance
· Three-pillar national development strategy: macroeconomic stability, price and market liberation, and restructuring of state-owned enterprises 

Progress on economic development
· Foreign investment increased from US$300 million (2009–10) to US$20 billion (2010–11). The large inflow of capital resulted in a stronger valuation of the Burmese kyat by 25%. 
· The government wants to create a suitable environment for the private sector in the reform process, which can then inject more dynamism into the economy.
· Local and foreign investments increased fivefold between 2011–12 and 2012–13 

Issues/Challenges
· Myanmar relies heavily on extraction of natural gas, gemstones, forest products and fisheries); a wider resource base is needed for the economy to grow.  
· International investors are still skeptical to invest which is largely due to the failure of reforms under the former military government
· There is a lack of skilled workers, expertise in technology and management, which detracts potential foreign investors from investing in Myanmar
· Widespread poverty a lack of administrative and institutional capacity; a governing system that continues to lack accountability and transparency

Way forward
· There is a need to forge greater regional cooperation within countries in the GMS and ASEAN
· Resource extraction will need to be better regulated to ensure environmental sustainability
· More  investment is needed in physical infrastructure and human development 
· Myanmar will need to widen its resource base rather than through the extraction of its natural resources.
· Attracting FDI and emulating the lessons learned from other countries will be needed to enable Myanmar’s economic development. 
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