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PURPOSE AND SCOPE 

 
This Private Sector Assessment (PSA) is prepared by the Asian Development Bank 

(ADB) as the Private Sector Development Strategy (PSDS) component of the Country Strategy 
and Program (CSP) in the Kingdom of Cambodia.  

 
The scope of this PSA is determined by the Mekong Department in consultation with 

relevant stakeholders taking into account the PSA Reference Guide. The PSA is intended to be 
practical in application as a tool for formulating strategy and defining effective private sector 
development projects and technical assistance.  

 
The PSA started as an assessment of condition of the private sector in Cambodia. 

However, during the course of the project, the Government requested the team to present 
recommendations in the form of a long-term action plan for private sector development to 
provide input to the Government’s effort to develop a private sector development strategy. As a 
result, a significant part of this PSA has been dedicated to the vision and action plan for private 
sector development.  
 

The PSDS adopted by ADB in March 2000 articulates in detail how PSD will be 
supported in order to provide the economic and employment growth needed to achieve ADB’s 
overarching objective of poverty reduction in Asia.  The PSDS focuses on creating an enabling 
environment for business through legal and regulatory reform and good governance. Areas of 
focus are investment and trade liberalization, public administration, financial sector and tax 
reform and developing education and training programs. The strategy also emphasizes legal 
and judicial reform to protect property rights, enforce contracts and provide for dispute 
resolution. Support for the private sector also includes building up physical infrastructure and 
improving management systems. Direct private sector support through public-private 
partnerships, build-operate-and transfer schemes, open and competitive government 
procurement and the use of private sector concessions for the provision of public services are 
also part of this strategy. The strategy also includes direct support to the private sector through 
business development services and various types of financing schemes.  
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EXECUTIVE SUMMARY 

 The signing of the Paris Peace Accord in 1991 ended the years of violence and civil war 
and allowed Cambodia to begin to rebuild through the development of a market economy. 
Privatization and liquidation of state-owned enterprises (SOE) occurred rapidly in the 1990s to 
the point that only a few now remain. The Royal Government of Cambodia (RGC) has also 
embarked on a series of macroeconomic and structural reforms, which have succeeded in 
stabilizing the economy and establishing the foundation of a market economy. These reforms 
included the restructuring of the financial sector, enactment of investment and tax laws, the 
establishment of a land titling regime and progress toward adopting improved accounting and 
auditing standards. While these reforms are far reaching, additional reforms such as the 
adoption of a commercial code to improve contract enforcement, strengthening of the judiciary 
and improved governance are necessary to create an effective enabling environment for the 
private sector. In particular, reforms of registration and licensing procedures would go a long 
way to relieve the pervasive informality of the private sector by bringing more enterprises into 
the formal sector where they would have better access to financing, markets and training.  
 
 The RGC with the support of the donor community has also made strides toward 
improving basic education while the number of vocational schools, mostly operated by the 
private sector, has increased significantly since the mid 1990s. Steps are still needed to improve 
the quality of education and assure that vocational training addresses the practical demands of 
the economy and results in a better qualified workforce. Strides have also been made in 
developing the physical infrastructure of the country including the development of the road 
network and improvements in the provision of electricity. The private sector identifies the poor 
condition of the road network as a major constraint to growth. At the same time, electricity prices 
in Cambodia are amongst the highest in the world and have a significant impact on the cost 
competitiveness of Cambodian businesses. Because of high energy prices many enterprises 
are forced to commit limited capital resources to purchase and maintain their own power 
generators. Continued support from the RGC and the donor community will be necessary to 
further improve education and training capabilities and develop the physical infrastructure 
necessary to make Cambodia a more efficient and cost effective place to do business.  
 
 The PSA outlines the role of the private sector in Cambodia and identifies major 
constraints facing the development of the private sector. The major constraints focus on the 
legal and regulatory environment, weaknesses in human capacity caused by insufficient 
education and training and the need to further develop the physical infrastructure of the country, 
including transportation, electricity and water. The PSA also provides a long-term vision and 
phased action plan for addressing the major constraints. The action plan provides a sequenced 
set of recommendations for the RGC over the next ten years focusing on policy, regulatory and 
institutional reforms, which are targeted at establishing a business environment conducive to 
private sector development.        
 
The Private Sector in the Macroeconomic Environment 
 
Overview 
 
 After almost 30 years of civil war, Cambodia began to rebuild its economy in the early 
1990s with the support of the International Monetary Fund’s (IMF) Enhanced Structural 
Adjustment Facility. Political stability and macroeconomic reforms led to a rapid increase in 
economic growth combined with a stabilization of prices. The RGC has improved its revenue 



  

 10

collection, which reached 11.2% of GDP in 2002. While still low, this ratio marks a major 
improvement over revenue collection rates of the 1990s. Unfortunately, with increased 
Government spending the overall fiscal deficit has actually increased since the late 1990s and is 
a source of concern in the long-term.  
 
Private Sector Profile 
 
 Agriculture is the largest sector of the economy accounting for 77% of employment and 
33.4% of GDP. While the ratio of agriculture employment has remained relatively stable, 
agriculture has declined significantly as a percentage of GDP down from 46% in 1997. The 
cause for this decline is the rise of the industrial sector, which accounted for 26.3% of GDP in 
2002 up from 15.2% in 1997. Most of this growth can be attributed to the garment sector, which 
accounts for almost half of all industrial employment. The service sector accounts for 34.2% of 
GDP and 15% of employment. In the service sector, tourism has great potential for contributing 
to economic and employment growth although a temporary setback in 2003 caused by 
international events and the outbreak of severe acute respiratory syndrome (SARS) may reduce 
the potential of this sub-sector in the short-term.  
 
 The informal sector is prevalent in Cambodia comprising over 80% of GDP and 95% of 
employment. The informal sector is made up mostly of unregistered farmers and agricultural 
enterprises. The informal industrial sector is composed of over 27,000 small enterprises, which 
are not registered with the Ministry of Commerce (MoC). Only half of these enterprises have 
operating licenses from the Ministry of Industry, Mines and Energy (MIME). The informal 
industrial sector accounts for almost half of total industrial output and supplies mainly the 
domestic market. Registered private enterprises constitute what is referred to as the formal 
private sector and number approximately 9,000. These enterprises acquire legal status as 
commercial enterprises through registration with the MoC and are required to pay profit tax 
based on the real regime calculation method, which relies on the submission of financial 
statements. Their legal status as commercial enterprises allows them to apply for import and 
export licenses and improves their access to the formal financial sector. It also gives them 
access to investment incentives through the Law on Investment (LOI).  
 
 The foreign sector, especially the garment industry, plays an important role in the 
Cambodian economy and is the main source of exports. Foreign investment has declined 
significantly since the late 1990’s. Not only have the effects of the Asian financial crisis impacted 
foreign investment, but the fact that Cambodia will have to compete in US and EU garment 
markets without the benefit of export quotas from the end of 2004 means that investment in the 
garment sector has slowed significantly. While the garment sector currently accounts for 
approximately three-fourths of all exports, its future is uncertain once garment exporters have to 
compete on price, quality and delivery from the beginning of 2005 when preferential access to 
major markets ends with the expiration of the Multi-fiber Agreement. Other important foreign 
investment includes hotels, tourism and telecommunications.  
 
Private Sector Contribution to Cambodian Economy 
 
 The private sector in Cambodia is the primary employer in the country accounting for 
approximately 92% of total employment. Since the agriculture sector employs the largest 
number of people, it will continue to be an important source of jobs for new entrants. However, 
with the low productivity of the sector and the reduced amount of land available to workers, the 
role of the industrial and service sectors will continue to grow as a source of new employment. 
High growth sectors such as manufacturing and construction will contribute to job growth and 
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productivity improvements. Continued growth in manufacturing will depend on the ability of the 
private sector to diversify into new areas to reduce the sector’s dependency on the garment 
sector. In particular agro-processing has potential to contribute to the growth of the economy. In 
the service sector tourism and trade have great potential to generate economic growth and 
employment. 
 
PSD Role in Poverty Reduction in Cambodia 
 
 Approximately 36% of the Cambodian population lives below the poverty line with about 
90% of the poor living in rural areas. The high level of poverty in rural areas is putting pressure 
on urban areas, which are attracting more and more migrants. High fertility rates result in an 
estimated annual population growth of 2.5% with urban populations growing at an even faster 
pace of around 3.4%. Because of the young population the growth rate of new job entrants is 
high at approximately 3.2% per year with about 228,000 annual new entrants expected through 
2005. With so many people to employ in the coming years, the country will need to rely on the 
private sector to generate growth and employment. Unfortunately, private sector investment has 
been on the decline since 1997 in nominal terms and as a percentage of total investment. Public 
investment has increased since 1997 mainly as a result of the $190 million received from 
foreign donors. To reverse this trend in private investment the RGC needs to promote the 
development of labor-intensive industries by improving the legal and regulatory environment 
and reducing administrative costs and uncertainties for investors. By simplifying licensing and 
registration procedures and streamlining import and export procedures to improve access to 
inputs and markets the RGC can encourage the private sector to increase investment resulting 
in an increase in employment and a reduction of poverty. A sound poverty reduction strategy 
should include supporting small and medium enterprises (SMEs) by improving their access to 
financing and strengthening their production, management and accounting skills.  
 
Methodology and Framework of Private Sector Assessment 
 
 The PSA uses a conceptual framework and methodology for analyzing the constraints 
facing the private sector by looking at enterprises at each stage of development namely: 1) 
start-up; 2) quasi formal; 3) formalization and expansion; and 4) exporters. Since enterprises at 
the different development stages face their own set of constraints, it is important that the 
analysis recognize the unique characteristics of each stage.  
 
 At the start-up stage enterprises are typically self-financed or obtain financing from 
family or friends. These are informal enterprises operating in very local markets without 
registration and are often unlicensed. Their tax obligations are very small, if any at all. At the 
quasi-formal stage enterprises are unregistered and are not considered legal entities. However, 
they do have operating licenses and usually pay some form of lump-sum estimated tax to the 
local authorities. These enterprises operate in a wider market and face more concerns related to 
market access and inputs of raw materials. These enterprises are unable to obtain financing 
from the formal financial sector.  
 
 At the formalization and expansion stage enterprises are growing and see the need to 
become registered as legal entities in order to obtain export licenses, access bank financing and 
markets and obtain investment incentives. These enterprises face competition from imported 
(smuggled) products and must compete in wider markets to be successful. They will face 
government intervention in terms of inspections as well as tax collection, which is based on 
submission of financial statements to the Tax Department.  These enterprises may join business 
associations in order to expand information networks, build capacity and dialogue with the 
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government.  Exporters are the most developed enterprises in the country and are often foreign 
owned. For these enterprises access to import and export markets is vital. Government 
intervention in import and export processing is a major concern due to the administrative costs 
and impact on lead-times. These enterprises are affected more than others by labor relations 
because of potential strikes. These firms require a higher level of skill than at other development 
stages because of quality demands in foreign markets and the necessity to be cost competitive. 
Vocational training is important for them to improve skill levels.  
 
Enabling Environment 
 
Major Private Sector Development Policies 
 
 The RGC has issued several strategy papers in recent years in support of the private 
sector. The RGC’s Second Socio-Economic Development Plan 2001-2005 and National Poverty 
Reduction Strategy recognize that the private sector is the engine for economic growth and 
poverty alleviation. These plans emphasize that private sector growth requires improved 
infrastructure and legal and regulatory reform to encourage investment. The RGC has taken 
measures to strengthen the financial sector by adopting the Financial Sector Blueprint 2001-
2010 to support the development of banking sector as well as for non-bank financial services 
such as insurance and leasing. With its plan to join the World Trade Organization, the RGC 
recognizes the need to develop trade policy to reduce tariff and non-tariff barriers and improve 
export facilitation through the Integrated Framework process. Through its support of the Private 
Sector Forum the RGC aims to improve the understanding between the Government and the 
private sector. The RGC’s Governance Action Plan focuses on the need to carry out judicial and 
legal reforms, improve public administration and finance, combat corruption and improve gender 
equity. 
 
Rule of Law 
 
 In recent years the Royal Government of Cambodia (RGC) has made progress in 
creating the legal framework for private sector activities by establishing a contract law and a law 
on commercial registration. However the existing legal framework for commercial activities is 
very weak with many necessary laws currently in the drafting process, including the commercial 
enterprise, insolvency, secured transactions and commercial arbitration laws. The RGC has 
established investment incentives through the LOI and has enacted a Tax Law to reform the tax 
system and a Land Law to secure land and property rights. To strengthen the financial sector 
the RGC has enacted banking and insurance laws as well as legislation to develop accounting 
and auditing standards for private enterprises. A Labor Law has been enacted to strengthen 
workers’ rights and safety, and the RGC is drafting laws on factory management and industrial 
zones to regulate the industrial sector.  
 
Conclusions 
 
 Through its various strategies and plans, the RGC has repeatedly emphasized the 
importance of the private sector in poverty reduction. The RGC is relying on the private sector to 
act as the engine of growth for the economy by generating jobs and creating investment 
opportunities. For its part, the RGC recognizes that it must assist the private sector to create an 
appropriate business environment, including improving public sector governance and reducing 
corruption, providing physical infrastructure and helping to develop the capabilities of the private 
sector through education and training. The RGC recognizes the importance of implementing 
legal and regulatory reforms and must focus on improving the commercial law framework and 
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removing market constraints, which are obstacles to private sector development. Throughout 
the course of this PSA we will identify areas where the RGC needs to improve implementation 
of reforms to improve the business environment. While the RGC has been active in updating the 
legal framework to meet the needs of the private sector, successful implementation of the legal 
framework will require a commitment to implement necessary sub-decrees, carry out training 
and enforce penalties for non-compliance.    
 
Major Issues and Constraints  
 
Major Constraints in Business Regulation 
 
 The private sector faces many legal and regulatory constraints related to business 
operations. One hurdle to starting or entering a new business is commercial registration and 
licensing. Completing commercial registration and obtaining the necessary operating licenses is 
complicated for start-up enterprises and involves both official and unofficial fees, which 
according to a survey of newly registered enterprises amounts to an average of $2,000. 
Because of the high cost, enterprises have an incentive to remain informal to avoid these costs, 
as well as the potential for increased government intervention in their operations resulting from 
inspections. An enterprise may delay registration until it needs the business license to borrow 
money from a bank, obtain import or export licenses, apply for Government procurement 
projects or enter into contracts with large enterprises. As long as the cost of formalizing a 
business remains high and the process complicated there will be little incentive for SMEs to 
register. Licensing also remains a problem for enterprises. Enterprises often require many 
licenses to operate from many different ministries. It can be a lengthy process to obtain all 
necessary licenses some of which have duplicating functions. Along with the licensing come 
many inspections from relevant authorities, which require additional unofficial fees and interfere 
with operations. Clear criteria for inspections are often lacking and the rights of the enterprise 
operator are not guaranteed. 
 
 To improve business regulation governance reforms are necessary to ensure that laws 
and regulations are properly implemented. The RGC has been taking steps toward governance 
reform through the Governance Action Plan issued in 2001. Although the Council of Ministers 
adopted an anti-corruption law in June of 2003, which it sent to the National Assembly, more 
progress is needed including judicial reforms to strengthen enforcement of laws and increased 
efforts to curb corruption. Public administration reforms are still needed to improve the efficiency 
and service delivery of public institutions. Continued efforts are also needed to implement 
decentralization of decision making to provincial and local government levels.   
 
Major Constraints in Access to Financial Capital 
 
 Access to financing remains an important obstacle to the development of the private 
sector. While the banking sector has been strengthened through the bank relicensing program, 
which raised the minimum capital requirements for banks, high liquidity requirements combined 
with the risky lending environment result in high interest spreads and a prevalence of short-term 
maturities. The legal framework for secured transactions and insolvency are currently being 
prepared, which will make it possible to improve cash-flow based lending. Efforts are still 
needed to establish accounting standards and improve credit information sharing among banks. 
Continued training to strengthen the skills of bankers in the area of loan appraisal is also 
necessary. Micro-finance institutions need to expand their reach in rural areas and improve their 
ability to mobilize savings. In the insurance sector implementation of compulsory insurance is 
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necessary to create demand for insurance and increase the awareness of its importance to 
mitigate some investment risks.  
 
 Tax incentives play an important role in the financial planning of enterprises. With the 
amendments to the LOI, which were passed in 2003, special corporate tax rates have been 
phased out, new tax holiday provisions have been introduced and tax-free repatriation of 
earnings has been eliminated in order to rationalize tax incentives for qualified investment 
projects (QIPs). The LOI establishes a set number of days in which the Council for the 
Development of Cambodia (CDC) should issue the QIP certificate, in order to ensure that 
approvals are processed in a timely fashion. It remains to be seen whether the CDC and the 
relevant ministries involved in licensing QIPs will be able to meet the specific deadlines for 
approving investor applications. Since the tax incentives under the LOI, including duty 
exemptions on equipment and raw materials, apply only to large investors, SMEs are unable to 
receive duty or profit tax incentives.  
 
 The Tax Law provides for two methods of calculating profit tax. Under the real regime 
method the enterprise makes a self-assessment of profits and submits monthly income 
statements to the Tax Department. Under the estimated regime, enterprises are assessed a 
lump-sum tax based on a negotiation process with provincial-municipal tax officials. In most 
cases the tax burden under the estimated regime is lower since no income statements are 
provided to tax authorities, and it is difficult to estimate the true tax burden. While the RGC is 
making significant strides to improve tax policy and administration, it must continue to work to 
expand the tax base and remove the discretion in calculating profit tax. By strengthening 
enforcement of the tax system and developing Cambodian accounting standards it will be easier 
to assure transparency in calculating profit tax and reduce the role of negotiation in the process.  
 
Major Constraints in Access to Social Infrastructure 
 
 Cambodia’s current human resource base was devastated by almost two decades of 
war and isolation and is negatively affected by the low level of public expenditure on education, 
which is less than 2% of GDP. Although primary and secondary schooling is officially free of 
charge, the education system is heavily reliant on households’ private contributions for unofficial 
school fees and other expenses such as books and uniforms. Financial constraints are a major 
cause for the low completion rate for primary and secondary education. The quality of education 
is also a major problem caused by shortage of qualified teachers, adequate education materials 
and relevant curriculum.  
 
 Vocational training has become a more important aspect of human resource 
development in recent years with the establishment of many private sector and NGO managed 
programs. Issues remain concerning the development of training standards and the access to 
training due to its high cost and limited availability in rural areas. Firm based skills and 
management training is also needed. So far the RGC has been unable to provide firm-based 
training.  
 
 Utilization of public health care services is very low and the private sector is the 
predominant source of medical care for the majority of the population. Many doctors working in 
public hospitals also run private clinics and hospitals. Improving access to health services is a 
major challenge. Since public facilities are often located far from rural villages, most of the rural 
population prefers to utilize locally available private services. Unfortunately, rural households 
can not easily afford the out-of-pocket payments for health care, which account for 6%-10% of 
total household consumption. For poor Cambodians health care expenses often result in 
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indebtedness and landlessness since there is no public health insurance available. To assist the 
poor to access health care some NGOs have piloted “equity funds” to pay for public health 
facilities used by the poor. The RGC is also experimenting with contracting out public health 
care services to NGOs to improve cost effectiveness and increase the accessibility of these 
services to those in need.  
  
Major Constraints in Access to Physical Capital 
 
 Access to physical capital, including land, roads and transportation, and electricity is 
often a major constraint to private sector development. Land tenure continues to be a problem 
for the private sector due to the low level of land titling in the country. While the Land Law 
provides the legal framework for land tenure, land titling needs further implementation as do 
mechanisms for enforcing the law, reducing land conflicts and facilitating land management.  
 
 The shortage of physical infrastructure increases the cost of doing business in 
Cambodia. The high cost of electricity affects production costs, while expensive fuel and 
inadequate road infrastructure increase the cost of transportation. Due to the high cost of diesel 
oil, which is the main fuel for power generation, and the limited generating capacity in the 
country, electricity prices in Cambodia are significantly higher than in neighboring countries. The 
RGC has adopted a Power Sector Strategy to reduce the cost of electricity, which involves 
constructing a high-voltage grid to allow the import of power from Vietnam and Thailand at much 
lower prices. The strategy also includes the construction of new power plants using hydropower 
and other renewable energy sources. A major constraint to the development of Cambodia’s 
energy infrastructure includes the high cost of the power programs and the need for greater 
private sector participation in energy distribution, particularly in rural areas.  
 
 After nearly 30 years of war, Cambodia’s road infrastructure was left in ruins. Less than 
10% of all roads are all weather with much of the system impassable during the rainy season. 
Poor road conditions increase the time needed to deliver products to markets and result in 
product spoilage and damage. Although the ADB has provided loans totaling $158 million to 
rehabilitate roads and other donors have contributed handsomely, full reconstruction of the road 
network will require much more financial assistance and is expected to take as long as two 
decades to complete.  
 
Major Constraints in Access to Competitive Markets 
 
 Local manufacturers face much competition in domestic markets from imported products 
and particularly from smuggled goods, which enter without import, excise and VAT taxes. 
Smuggling is identified by local manufacturers as one of the major problems in accessing local 
markets. Poor road and communication infrastructure and the lack of business associations 
result in limited market information concerning, quality and design requirements. For exporters, 
accessing foreign markets is complicated by the burden of export processing, which adds 
significant administrative costs.  
 
 Accessing imports at global prices is necessary for local manufacturers to compete in 
local and foreign markets. Since many enterprises are dependant on the import of necessary 
equipment and raw materials, the high cost of port facilities and import administration combined 
with duty, excise and VAT taxes, make it impossible for firms to access inputs at global prices. 
The high cost of inputs severely affects the competitiveness of Cambodian products in both 
domestic and foreign markets. 
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Major Sub-sector Constraints 
 
 The sub-sectors in Cambodia defined in this report as agriculture, household non-
agriculture, domestic formal enterprises and foreign-invested enterprises face both common and 
unique constraints in their development. The agriculture sector faces issues regarding access to 
land, weak infrastructure, limited access to markets and a lack of processing capacity to add 
value to farm and fishery production. The non-farm household sector operates informally, and 
its main concerns revolve around operational issues such as financing and access to markets. 
These enterprises have limited access to market information as well as to information regarding 
technical and quality standards.  
 
 The domestic formal sector is concerned with issues regarding formalization such as 
commercial registration, licensing and compliance to taxation requirements. Domestic formal 
enterprises face competitive concerns, which increase the risk of investment due to the 
smuggling of cheaper foreign finished products and the high cost of importing inputs of raw 
materials and equipment. Tariffs and bureaucratic import procedures are a major cause of this 
high cost and increase the uncertainty of the supply chain through unnecessary delays.  
 
 The foreign invested sector is focused on garment manufacturing and is reliant on a 
cheap supply of labor. The sector is affected by Government intervention related to the supply 
of imported raw materials, factory inspections and the processing of exports. The foreign sector 
is also sensitive to high energy, input and labor costs and carries a disproportionate amount of 
the tax burden. While the garment industry has selected Cambodia as a manufacturing base 
due to preferential market access in the U.S. and European Union, the high cost of doing 
business explains why other labor-intensive industries are not well represented in the economy.  
 
Long-term Vision and Action Plan for Private Sector Development 
 
Overview 
 
 Macroeconomic stability and government reforms have had a positive impact on private 
sector growth in Cambodia. However, the RGC needs to develop a long-term vision and action 
plan for private sector development, which will establish an enabling environment for business 
and strengthen the governance framework.  
 
 The RGC also needs to assist private enterprises through the provision of market 
information and trade promotion services as well as through firm-based training. Continued 
implementation of legal reforms in the financial sector will improve access to financing as will 
the establishment of a credit bureau and improved accounting standards.  
 
 The high cost of inputs, including infrastructure, raw materials, labor and capital must be 
addressed by the RGC. Competitiveness of local manufacturers can be strengthened through 
an improved business environment, which reduces the cost and uncertainty of doing business. 
The action plan for private sector development provided in the PSA addresses these challenges 
and provides phased recommendations for the RGC over the next ten years.  
 
 The action plan recognizes the importance of not only creating the necessary legal and 
regulatory framework, but also the need to focus on implementation through improved 
governance and support by the RGC. The overall vision as recommended in this PSA is 
illustrated as below and further explained below.  
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Priorities for Cambodia’s Private Sector Development 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Formalization 
 
 By improving the enterprise registration system, the RGC can reduce the pervasive 
informality of the private sector. When informal, the enterprises lack effective access to various 
forms of capital and other resources to become competitive. They are also unable to be 
protected under the law by corruptive and illegal activities of others. A simplified and transparent 
registration system should encourage more enterprises to formalize their operations by 
speeding up the process and reducing the cost. Increased formalization will give enterprises 
greater access to markets, financing and investment incentives. The RGC would also benefit by 
being able to obtain more information through an effective enterprise registry and provide 
opportunities to match large buyers with local suppliers. The RGC should streamline the 
registration process by reducing the paperwork needed and establishing a convenient one-door 
process for enterprises to submit all documents and obtain necessary information. The RGC 
should establish a computerized database of registered enterprises to provide information to 
policymakers and improve dissemination of information to the public. The requirement for 
registration should be expanded to a greater number of enterprises and incentives should be 
provided to make registration more attractive.   
 
 To improve licensing and inspection, the RGC needs to establish transparent regulations 
and procedures and clarify the roles and responsibilities of ministries and local government 
bodies to remove overlapping authorities. By simplifying licensing and inspection the cost of 
compliance would be reduced and uncertainties facing a new business would be lessened. The 
PSA recommends that the RGC establish an inter-ministerial task force under the Supreme 
National Economic Council (SNEC) to review all business licenses and inspection requirements 
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and develop an action plan for streamlining procedures and improving transparency. In later 
phases of the PSD action plan the RGC should issue specific decrees on simplifying licensing 
procedures and removing unnecessary licenses. As part of this process the RGC should also 
strengthen the rights of businesses regarding inspections by creating clearer guidelines for what 
inspectors are allowed to do and by providing enterprises an opportunity to register grievances 
concerning the actions of government officials and inspectors.   
 
Enforcement of Legal Framework 
 
 Enhancing the rule of law by improving dissemination of legal and regulatory information, 
strengthening the judiciary and reducing the need for long and expensive court proceedings to 
resolve commercial disputes would have a significant impact on private sector investment by 
providing a more predictable business environment. Implementation of anti-corruption 
legislation, civil service reforms and the strengthening of the National Audit Authority would also 
have a positive impact on private sector investment. The PSD action plan recommends the 
RGC to increase distribution of the legal gazette to make legal and regulatory information more 
widely available. It also recommends the establishment of a specialized commercial court and a 
commercial arbitration panel to improve resolution of commercial disputes and create a more 
professional judiciary in the area of business law. The action plan also recommends the 
enactment of an anti-corruption law, which requires accountability and a code of conduct for 
public officials and establishes an anti-corruption commission to investigate corruption charges.  
The RGC should also strengthen the capacity of Ministry General Departments of Inspection for 
internal audit and the National Audit Authority for external audit.  
 
Market Access and Information 
 
 Improving market access through the strengthening of RGC trade promotion activities, 
reforming customs, strengthening the role of business associations and developing export 
promotion strategies is vital for the development of the private sector. The PSD action plan 
recommends the RGC to publish a business directory of registered enterprises to help match 
buyers and sellers. The RGC should also establish a trade promotion center, which would 
organize trade fairs and provide market information services to the private sector. The RGC 
should also develop a website to promote local products and enterprises, which could be linked 
with foreign chambers of commerce and trade promotion agencies. The RGC should also 
initiate a “buy Cambodia” campaign, which is coordinated with tourism promotion efforts, to 
promote local products.  
 
 To improve market access the RGC needs to take serious measures to combat 
smuggling through the enhanced efforts of the anti-smuggling task force to control illegal trade 
at the borders and at markets and stores. The RGC should also reduce the cost of official 
imports by lowering customs duties and streamlining import processing procedures. With the 
assistance of the IMF and other donors the RGC should strengthen the capacity of the Customs 
and Excise Department by developing a human resources plan, training programs to strengthen 
management skills, a code of ethics to control behavior and a computerized system to automate 
customs clearance and improve statistics gathering.  
 
 Business associations will play an important role in supporting market access and 
information through trade promotion, capacity building and technological development. The 
RGC should support the development of business associations through assistance with facilities 
and organizational capacity building. Business associations should be encouraged to set up 
cooperatives to carry out business activities, develop capacity building programs and in the 
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longer-term to establish credit cooperatives to mobilize savings and provide financing to 
members. While the private sector must take the lead in forming effective business 
associations, the RGC and donors should provide encouragement and support.  
 
 Since the domestic market is small an effective export development strategy is needed 
to promote private sector growth. Specific actions to promote exports such as the establishment 
of an export marketing fund to provide grants to exporters, particularly SMEs, to participate in 
overseas trade fairs and exhibitions would assist in increasing access to markets and 
information. The RGC should also organize international trade fairs and exhibitions to promote 
local producers. In the long-term the RGC should establish an export promotion agency to 
formulate export policies, provide information services, establish a website with e-commerce 
capabilities, and provide newsletters and buyers guides for Cambodian products. The agency 
could also sponsor overseas market research and carry out workshops and training. Further 
necessary actions to increase access to export markets include the reduction of trade facilitation 
costs resulting from complicated import and export processing procedures. One method of 
improving trade facilitation is to establish export processing zones, which would simplify 
customs clearance, while at the same time creating high-quality infrastructure and fiscal 
incentives for companies moving to the zone.  
 
Access to Finance 
 
 To improve access to financing it is necessary for the RGC to develop a sound legal 
framework to protect property rights and enforce contracts. Improved credit information sharing 
between banks and the development of accounting standards would allow financial institutions 
to make well-informed credit decisions. The development of non-bank financial services such as 
insurance, leasing and capital markets would increase financing options and promote new 
investment.  
 
 The PSD action plan recommends the RGC to establish the key commercial 
infrastructure to underpin financial sector development, including enactment of the laws on 
commercial enterprises, insolvency and secured transactions. The establishment of a 
commercial court would have a positive impact on dispute resolution. A public secured 
transactions registry should be established. In addition, efforts to complete land titling should be 
intensified by improving dispute resolution mechanisms and reducing the land titling fees.    
 
 To improve credit information the RGC should establish and enforce accounting and 
auditing standards through the recently established National Accounting Council. The Institute 
of Khmer Auditors and Accountants should be strengthened to establish professional 
accounting standards, training and the development of a code of ethics. Banks should do their 
part to enhance credit information by establishing mechanisms to share credit information. The 
RGC needs to create a regulatory framework governing the sharing of credit information 
between banks. With the assistance of the National Bank of Cambodia (NBC) the bankers 
association should establish a full credit bureau by determining membership, fee structures and 
information sharing mechanisms.    
 
 The expansion of non-bank financial services and insurance is critical to the 
development of the private sector. Although the Banking Law permits leasing, the NBC needs to 
develop implementing regulations before banks are willing to enter the market. Effective 
measures for supervising the leasing industry are also needed as are appropriate fiscal 
incentives to attract investment. In the longer term the RGC should establish capital markets by 
creating the necessary regulatory body, establishing a securities exchange and developing the 



  

 20

capacity of capital market participants such as securities brokers and associations. The 
development of the insurance industry has been stalled by the weak implementation of 
compulsory insurance regulations. The RGC needs to strengthen the implementation of 
compulsory insurance by increasing inter-ministerial coordination to create enforcement and 
monitoring mechanisms. Promoting public confidence in the insurance industry through 
improved regulatory supervision and encouraging more companies to enter the market is 
another key to developing the industry.  
 
 To assist banks in managing liquidity, the RGC needs to establish the foundation of a 
short-term interbank market by establishing the regulatory framework for T-bills and other liquid 
money market instruments, in particular the adoption of a negotiable instruments law. After 
establishing the regulatory framework, the RGC should begin issuing T-bills and other 
government securities to facilitate bank liquidity management. The RGC also needs to develop 
a primary dealer system for issuing securities. In the longer-term the RGC should establish the 
regulatory framework for the issuance of commercial paper and trade bills by non-financial 
institutions as well as the development of private bond markets.  
  
Sub-sectors 
 
1) Agriculture 
 
 The agriculture sector will continue to be a major engine of the Cambodian economy. 
Increased crop diversification from rice to other higher-value added products with export 
potential is necessary to increase the returns of the sector. To enhance the diversification of 
agricultural products the RGC needs to encourage investment in agro-industry by establishing 
land tenure through land concessions. It is important that government large-scale concessions 
are transparent and will contribute to the export potential of the country by cultivating high-value 
produce. Supporting smallholders is also vital for the development of the agriculture sector. This 
can be achieved by assisting to integrate them with agro-enterprises to provide stable markets 
for farmers. The RGC should assist this integration by improving access of smallholders to land, 
finance and other inputs. The development of contract farming would also assure smallholders 
of markets for their diversified produce and would encourage them to invest in new products. 
The RGC can assist in developing the potential of agro-enterprises through capacity building 
programs to improve packaging and quality, supporting the development of associations and 
assisting in trade promotion. Continued rehabilitation of irrigation systems and strengthening of 
water management capabilities is also necessary.  
 
 To strengthen support for the development of fisheries, the RGC needs to establish the 
legal framework for fisheries management by enacting the draft fisheries law and sub-decree on 
community fisheries and strengthening local management of fisheries. The formation of private 
business associations would help to strengthen the capacity of fishery enterprises and would 
generate financing opportunities through credit unions. Associations would also help to raise the 
value-added of the sector by providing more marketing opportunities and improving 
transportation and storage. The RGC should support aquaculture development by assisting the 
private sector to arrange technical and financial support from the donor community and by 
providing extension services and training to farmers to develop fishponds and assisting in the 
development of localized aquaculture management plans.  
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2) Households 
 
 Household enterprises need to improve their access to markets. The development of 
commune-based associations would improve access to market information such as pricing, 
quality and design requirements and help build capacity in production and marketing. The RGC 
should assist household enterprises to formalize their businesses to become a part of the 
acknowledged business community. To encourage formalization through registration and 
licensing, the RGC should provide incentives to household enterprises such as a simplified tax 
structure, access to investment incentives, opportunities to obtain government procurement 
contracts and access to financing, marketing and capacity building programs.    
 
3) Formal Domestic Sector  
 
 The domestic formal sector has great potential for growth through labor-intensive 
industries. The key to developing this sector to is create a competitive business environment 
where fair competition, good governance and a low cost structure make the risks of investment 
commensurate with the returns. To promote this sector the RGC should strengthen anti-
smuggling efforts, streamline import processing to improve access to necessary inputs and 
create a more equitable tax structure, in particular the replacement of the minimum profit tax 
with another form of quarterly tax payments based on actual profits. The RGC should develop 
industrial standards to help increase product quality and improve consumer confidence. Public 
awareness of the importance of industrial standards should be increased to give producers a 
greater incentive to obtain relevant certifications. The RGC should also continue with efforts to 
improve the cost competitiveness of Cambodia through physical infrastructure improvements to 
reduce the cost of transportation and electricity.  
 
4) Foreign Invested  
 
 Since the foreign invested sector is the main contributor to Cambodia’s export base, 
foreign investment should be widely encouraged by the RGC. The RGC should enact legislation 
to guarantee access to land for agro-industry and other labor intensive industries. It should also 
consider reforming labor policies, which result in higher wages than in neighboring countries, 
such as generous overtime and night pay. The RGC should also improve arbitration and other 
dispute resolution mechanisms to reduce the risk of poor labor-management relations disrupting 
business operations. The RGC should concentrate efforts on making Cambodia a globally 
competitive investment environment by improving physical infrastructure, including 
establishment of industrial zones, strengthening governance to reduce administrative costs and 
establishing policies to develop supporting industries to act as suppliers for foreign-invested 
manufacturers.    
 
5) SME Sector 
 
 Since the SME sector is the backbone of the economy, it is necessary to formulate 
policies to create an enabling environment for SMEs. The first step is for the RGC to develop 
the legal framework for SME promotion, which is currently absent. Such legislation is necessary 
to establish incentive and support programs for SMEs. An SME policy framework, including a 
long-term SME development strategy and action plan, is also necessary. The strategy and 
action plan should focus on developing an SME support framework, including incentives, 
financing and capacity building programs. The SME policy should also determine the 
government institutional framework for SME development, including the establishment of an 
inter-ministerial SME Committee to coordinate policies and programs. The committee should be 
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supported by an SME policy office acting as the secretariat and located under SNEC or as an 
independent agency. The SME Committee should define the roles of each ministry in SME 
development and coordinate their activities.    
 
 The RGC’s SME promotion activities should be designed to improve SME access to 
financing and the delivery of business development services. While continuing with financial 
sector reforms to strengthen the legal framework and credit information, the RGC should 
examine the feasibility of establishing a scheme to finance SMEs through lending programs or 
credit guarantees. To enhance private sector lending to SMEs, capacity building in the area of 
loan appraisal, credit administration and credit scoring is necessary to improve the efficiency of 
lending. Increased use of cash-flow based lending methodologies will be required. To increase 
the reach of SME financing in rural areas, the RGC should encourage the development of credit 
unions and cooperatives affiliated with business associations.  
 
 To build capacity of SMEs the RGC should focus on firm-level training to strengthen 
SME management, production and marketing skills. The RGC should establish a training 
institute to support SME development and a trade promotion center to act as a one-stop shop 
for trade promotion and information services. The trade promotion center should develop an 
internet portal site to facilitate access to information and enhance trade promotion and business 
linkages. The RGC should establish these institutions with the intention of creating public-
private partnerships to eventually manage their operations. The RGC should also establish a 
design and innovation center to build SME capacity in product, labeling and packaging design. 
The establishment of SME business associations should also be promoted nationwide to build 
business linkages and support capacity building efforts.    
 
Priorities for Private Sector Development in Cambodia 
 
 The vision and action plan for private sector development cover a wide range of issues, 
which require prioritization. The six points below are considered the main priority areas the RGC 
and donor community should target by implementing necessary reforms and capacity building 
measures as well as for developing necessary programs and projects. These points are 
selected from the many recommendations provided in this report and in the action plan provided 
in appendix 1.   
 
1) Support SME Development 
 
 SME development should be a priority of private sector programs in Cambodia. 
Reforming registration and licensing procedures for SMEs is the key to improving formalization 
and making it possible to support SMEs through better access to financing and business 
development services. The RGC should carryout thorough reviews of the registration and 
licensing procedures and carry out reforms to streamline processes. As a priority to private 
sector development the RGC should also establish a legal, policy and institutional framework for 
SME development and prepare an SME development strategy and action plan.  
 
2) Governance Reform to Improve Enforcement of Laws  
 
 The RGC should strengthen its governance reform efforts by improving enforcement of 
laws. Judicial reform and capacity building in the area of commercial law is needed to improve 
dispute resolution mechanisms and improve the performance of the courts. Since many new 
commercial laws will be enacted soon, it is necessary to develop the capacity of the judiciary for 
implementation. Since governance impacts so many aspects of the business enabling 
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environment, it is vital that reforms assure that the legal framework is effectively implemented 
and measures to combat corruption are supported.   
 
3) Continue Support for Financial Sector Reforms 
 
 Since access to financing is a fundamental aspect of private sector development, efforts 
to reform the financial sector should continue to be a major priority of the RGC and the ADB 
through the development of a secured transactions system, credit bureau and to support the 
efforts of the bankers association to train bankers. Development of leasing would provide 
alternatives to long-term bank financing and the strengthening of the insurance industry is 
necessary to reduce risks in business operations. Measures to improve liquidity management 
such as interbank markets and the issuance of T-bills are vital for improving financial 
intermediation and strengthening the potential of term lending.    
 
4) Develop RGC’s Capacity to Provide Assistance to the Private Sector 
 
 The RGC has limited capacity to provide trade promotion, training and other business 
development services to the private sector. These are important functions, which should be 
developed in the long-term. Donor support should focus on developing mechanisms for 
assisting the private sector by strengthening the capacity of the RGC and supporting public-
private partnerships to deliver private sector services. The RGC requires much assistance to 
develop the ability to support the private sector. By assisting the RGC to provide support 
services, the donor community would help to stimulate the private sector by expanding market 
opportunities and trade potential.  
 
5) Continue Infrastructure Development   
 
 Infrastructure development will continue to be a key to private sector development. 
Continued donor support will be necessary to finance road construction and rehabilitation, the 
development of the power infrastructure, improvement of irrigation systems and renovation of 
port facilities. In addition to supporting the development of the physical infrastructure, it is should 
also be a priority of the RGC and donor community to develop capacity in road, electricity, 
irrigation and port management to assure the sustainability and maintenance of infrastructure 
improvements.   
 
6) Strengthen Capacity Building 
 
 A well educated and trained workforce is the key to private sector competitiveness and 
improving the quality of life of the population. The support of basic education should continue to 
be a major priority of the RGC and donor community. Efforts to reduce the financial constraints 
in accessing education are necessary as are programs to improve the quality, especially in rural 
areas. With the diversification of the Cambodian economy from agriculture to industry and 
services, it is increasingly important to strengthen vocational training. Although, the private 
sector and NGOs should continue to be the main providers of vocational training, government 
support for improving the access and quality of training programs is necessary. Firm-level 
training should also be encouraged through business associations and chambers of commerce.  
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I. THE PRIVATE SECTOR IN THE MACROECONOMIC ENVIRONMENT 

 
A. Overview 

1. Cambodia began to rebuild its economy in the early 1990s after almost 30 years of civil 
war. With large flows of international assistance the economy began to stabilize in the mid 
1990’s supported by the IMF’s Enhanced Structural Adjustment Facility. Economic performance 
weakened due to political instability from 1996-1998 but began to improve again in the late 
1990s after the new coalition government was formed and increased efforts to reform the 
economy were initiated. Efforts to reform the economy through bank reform, the strengthening 
of government revenue collection, improved governance and perhaps more than anything 
political stability resulted in an economic rebound in the late 1990’s. 
 
 

Figure 1: Approved Capital Investment Projects by CDC 
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Source: CDC 

 
2. Since 1998, the investment climate has improved in a number of ways. Security has 
improved; laws have been promulgated in many fields, especially regarding investments; and 
the democratic framework is stronger. At the international level, major positive signals have 
been delivered such as the award of most favored nation status by the United States and 
admission to the Association of South East Asian Nations (ASEAN) in 1999. However, as seen 
in Figure 1, a slowdown in the regional economy brought on by the Asian financial crisis and 
saturation of some high growth sectors such as the garment and tourism industries has resulted 
in a slowdown in investment. Competition from neighboring countries with larger domestic 
markets and more favorable business environments has also contributed to the slowdown in 
FDI.  
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3. In recent years the Cambodian economy has been relatively robust, despite the global 
economic slowdown experienced in most developed economies and in the region. The economy 
maintained relatively strong GDP growth levels in 1999 - 2002. The reduced growth in 2001 is 
attributed to the slower expansion of the garment and tourism industries as well as a fall off in 
foreign direct investment. GDP growth in 2002 slowed to approximately 5.5% due to the impact 
on agriculture of a severe drought combined with flooding in some areas. Inflation has been 
kept under control with prices in riel declining by 0.8% in 2000, rising by only 0.6% in 2001 and 
increasing by 3.3% in 2002. The price of domestic food products declined significantly in 2000 
and 2001 while the price of utilities rose due to the increase of oil prices. In 2002 both food and 
utility prices rose. The recent price stability is in sharp contrast to the high inflation rates 
experienced in the early 1990’s and moderate rates of the late 1990’s. The Cambodian currency 
has also fared relatively well in the last three years depreciating against the US Dollar by only 
1.1% in 2000, 1.6% in 2001 and remaining unchanged in 2002. Based on these economic 
indicators Cambodia has achieved macroeconomic stability in the last three years.  

 
Table 1: Main Economic Indicators 

 1996 1997 1998 1999 2000 2001 2002 
est.

Real GDP (% increase) 5.0 6.8 3.7 10.8 7.0 5.7 5.5 

GDP per capita (Current US$) 310 285 252 275 279 282 297 

Inflation in Riel (% increase year average) 10.03 9.22 13.29 -0.54 -0.81 0.56 3.3 

Riel/US$ Exchange rate (period average) 2,660 2,990 3,789 3,826 3,868 3,931 3.935 

Budget revenues (% of GDP) 8.4 8.9 8.1 10.0 10.2 10.5 11.2 

Budget expenditure (% of GDP)  16.2 12.7 13.5 13.9 15.1 17.3 17.7 

Overall fiscal balance  
(% of GDP, including grants)  -1.8 -0.4 -2.5 -1.3 -1.4 -3.4 -3.6 

Export of goods (% of GDP) 8.7 16.1 22.6 29.0 35.7 38.3 41.2 

Import of goods (% of GDP)  22.8 24.0 34.3 39.4 50.8 52.4 55.1 

Current account balance  
(% of GDP, excluding official transfers) -14.5 -7.4 -12.5 -10.6 -12.3 -9.6 -10.2 

Gross Official Reserves (Million USD) 234 262 390 422 485 550 661 

Population (Million) 11.0 11.6 12.2 12.5 12.8 13.1 13.5 

Labor Force (% of population) 41.4 41.6 41.9 42.2 42.5 43 - 

Source: International Monetary Fund (Data provided by Cambodian authorities), Cambodia Statistical 
Yearbook 2003, National Bank of Cambodia. 

 
4. The RGC has also been successful in improving its revenue collection in recent years. In 
2002 budget revenues reached a level of 11.1% of GDP compared to only 8.1% in 1998. Much 
of this increase can be attributed to the increased revenues generated through the introduction 
of the value-added tax (VAT) in 1999 to replace the turnover tax. However, budget expenditures 
have also risen during the same period, from 13.5% of GDP in 1998 to 17.7% in 2002.  
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5. One of the more worrying trends in the Cambodian economy is the continuous decline in 
foreign investment since 1998. Foreign direct investment has dropped nearly 80% since 1998 to 
$47.8 million in 2002. In particular, investment in the garment sector has fallen off significantly 
with the reduction of 34 garment factories in the industry from 2000 to 2001. Adverse impacts 
from the Asian crisis were felt particularly hard in late 1998 and 1999 and had a negative impact 
on investment. The FDI amount has been steadily declining due to the slowing of the global 
economy, the lack of new investment opportunities and competition from other countries such 
as China and Vietnam.  
 

Table 2: Annual Foreign Direct Investment in Cambodia (USD million) 
 1995 1998 1999 2000 2001 2002

Foreign Direct Investment 150.7 223.1 221.2 141.9 140.9 47.8

Percentage of GDP (%) 4.6 7.4 6.7 4.2 4.1 1.3

Source: ADB Key Indicators of Developing Asian and Pacific Countries, 2003 and IMF Country Report, 
March 2003 
 
6. In terms of industrial output the garment industry is by far the largest representing 12.5% 
of total GDP. Garment exports exceeded $1.1 billion in 2001 or approximately 74% of total 
exports (see Table 26). Garment exports to the US totaled $793 million or 71% of all garment 
exports. The US government has extended the garment-trading agreement to Cambodia for the 
period January 1, 2002 to December 31, 2004. The agreement means that Cambodia is able to 
export its garment products to the US market under a restricted quota with average tariff rates of 
17%.  The wood and wood processing sector has seen a significant decline in export activity 
due to RGC policies to halt the export of logs and stop the cutting of timber until forest 
concessions can be reevaluated. Rubber exports have slowed considerably due to low rubber 
prices on the world markets. Management and marketing weaknesses have contributed to 
inefficiency and a lack of competitiveness in world markets as have export taxes on rubber. 
Unless these weaknesses are addressed, the rubber sector will be stagnant and unable to 
benefit fully from a reversal of declining world prices.  
 
7. By virtue of joining ASEAN, Cambodia has committed itself to a gradual reduction of 
almost all its tariff rates to 0-5% on imported goods from other ASEAN members by the year 
2010. In 2001 the RGC reduced the number of tariff bands from 12 to 4 with the maximum tariff 
rate falling from 120% to 35%. Tariff reductions covered several major finished goods as well as 
some intermediate goods and raw materials. In 2003 further reductions will be made on 450 
items to reduce the total unweighted tariff rate from 16.5% to less than 15%.  
 
8. As Cambodia prepares to join the World Trade Organization (WTO), it must participate 
in a regular trade policy revenue process through the WTO Trade Policy Review mechanism. 
Accession to WTO will require policy action in two areas: 1) bringing Cambodia’s legal and 
institutional framework into conformity with WTO rules; and 2) making commitments on market 
access in the areas of trade in goods and trade in services. Cambodia will have to carry out 
legislative reforms to achieve conformity with the requirements of the implementation of the 
WTO Agreements, including the adoption of a National Program of Legislation of more than 40 
new laws regarding intellectual property, investment, commerce, trade and dispute resolution. 
Progress has been made in the area of intellectual property rights laws like the Law on Marks, 
Trade Names and Acts of Unfair Competition, the Law on the Protection of Patents, Utility 
Model Certificates and Industrial Designs and the Law on Copyrights. In field of investment, the 
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adoption of amended Law on Investment, the Insurance Law, the Land Law, the Law on 
Enterprise Accounting and Audit, the Forestry Law, and the Electricity Law. In the pipeline for 
adoption are the Business Enterprises Law, the Insolvency Law, the Secured Transactions Law, 
the Commercial Arbitration Law, the Customs Law, the Tourism Law, the Negotiable 
Instruments and Payment Transactions Law, the Civil Code and the Civil Procedure Code. The 
RGC should also adopt trade legislation on rules of origin, anti-dumping, countervailing and 
safeguards. 

 
Table 3: Cambodia: Merchandise Trade, 1994 - 2001 (in million USD) 

  1994 1995 1996 1997 1998 1999 2000 2001

EXPORTS         
Domestic Exports (f.o.b) 262.1 268.2 295.1 534.3 603.9 712.1 1,091.0 1,198.1 
 Logs 142.3 111.6 52.5 128.1 88.0 37.2 7.6 7.4 
 Sawn Timber 81.3 73.1 95.9 95.6 90.1 73.5 25.3 9.1 
 Fish Products 2.4 1.9 3.1 2.9 2.5 3.4 4.5 4.1 
 Rubber 25.6 41.2 31.9 22.8 26.9 28.1 31.9 23.2 
 GSP export (garment) 2.0 27.5 101.8 278.5 392.4 564.3 1,012.0 1,141.5 
 Agricultural products 5.0 10.0 7.6 2.5 1.4 2.0 2.0 2.0 
 Other domestic exports 0.1 0.1 0.1 0.2 0.1 0.9 3.5 6.1 
 NR carrier procurement 3.4 2.8 2.2 3.7 2.5 2.7 4.2 4.7 
Re-Export 227.7 586.1 348.4 327.3 296.0 171.8 169.8 175.6 
Total Exports (f.o.b) 489.8 854.3 643.5 861.6 899.9 883.9 1,260.8 1,373.7 
IMPORTS         
Customs (c.I.f) 644.0 923.7 722.1 780.5 570.3 720.7 748.9 719.6 
 Cigarettes 140.3 192.5 210.0 187.9 143.9 119.0 70.1 70.1 
 Motorcycles 32.9 36.0 18.5 17.3 44.1 35.7 30.6 21.0 
 Beer 14.6 14.7 13.7 5.2 3.1 2.2 2.5 2.3 
 VCRs 22.6 14.9 6.1 0.8 2.4 0.9 1.9 1.7 
 Televisions 21.3 17.3 13.3 5.7 4.6 6.1 5.6 4.8 
 Audio cassettes 4.2 4.0 2.5 1.5 1.9 2.5 2.5 2.5 
 Gold 78.9 305.0 41.2 136.0 3.5 28.0 34.6 11.5 
 Vehicles 11.3 22.0 24.7 25.6 14.9 27.2 23.1 25.7 
 Construction materials 24.8 19.2 19.6 18.9 7.8 13.4 13.1 14.4 
 Textile 10.8 17.2 21.4 17.6 21.8 33.5 46.1 27.9 
 Textile products 35.2 12.6 10.1 4.0 3.7 3.5 3.3 11.2 
 Petroleum products 61.4 99.3 128.7 135.8 146.6 151.0 155.6 174.8 
 Sugar 9.3 6.4 13.5 15.3 13.7 21.8 9.6 25.4 
 Cement 5.0 12.3 15.2 16.3 12.7 19.6 27.4 31.1 
 Steel 2.4 4.3 5.0 0.8 0.6 18.5 20.8 18.0 
 Others 169.0 146.0 178.6 191.8 145.0 237.8 302.1 277.2 
Coverage adjustment 165.2 340.7 438.8 394.1 595.5 536.3 903.5 1,018.2 
Total Imports (c.i.f) 809.2 1,264.4 1,160.9 1,174.6 1,165.8 1,257.0 1,652.4 1,737.8 
Total Imports (f.o.b) 744.4 1,187.0 1,071.6 1,092.4 1,073.2 1,159.1 1,523.7 1,600.4 
Exchange rate Riel/USD 2,545.0 2,451.0 2,624.0 2,946.0 3,744.0 3,808.0 3,845.0 3,922.0 

  Source: Cambodia Statistical Year Book 2001 (cited from National Bank of Cambodia). 
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B. Private Sector Profile 

1. Introduction 

9. In the mid 1980s, Cambodia embarked on economic reforms when private property 
rights were restored and price controls were abolished. Most SOEs were privatized and 
increased incentives were provided to local and foreign private investment. The signing of the 
Paris Peace Accord in 1991 put an end to the protracted civil wars and began the rehabilitation 
of the economy. After the 1993 general elections and the implementation of the Constitution, the 
newly formed RGC began formulating comprehensive macroeconomic and structural reform 
and achieved some significant successes in stabilizing the economy. It also began reforms of 
the governance structure to promote liberal democratic principals and a market economy. As a 
result, inflation has been kept under control and the economy expanded rapidly during the 
1990s. Nominal per capital Gross Domestic Product (GDP) rose from $166 in 1990 to $297 in 
2002, although the latter half of the decade actually witnessed a decline from $310 in 1996. 
 

Table 4: Gross Domestic Product by Sector at Current Prices, 1997–2002 
(Percentage of GDP) 

  1997 1998 1999 2000 2001 2002 
est. 

Agriculture 46.0 45.8 42.8 38.2 36.9 33.4 
 Crop 21.3 21.3 19.8 18.1 17.1 14.4 
   Of which Paddy rice 13.0 13.2 12.3 10.1 9.7 - 
 Livestock and poultry 5.7 6.0 6.5 5.7 6.0 5.4 
 Fisheries 12.6 13.1 12.8 12.1 11.7 11.5 
 Forestry and logging 6.5 5.4 3.6 2.3 2.1 2.2 
Industry 15.2 16.1 17.1 20.8 21.9 26.3 
 Mining 0.1 0.1 0.1 0.1 0.2 0.3 
 Manufacturing 10.2 11.8 11.8 15.4 15.7 19.0 
    Food, beverages and tobacco 3.4 3.4 3.3 3.1 2.9 2.9 
    Textile, wearing apparel, and footwear 3.1 4.5 5.7 9.7 10.7 12.5 
    Wood, paper and publishing 1.5 2.0 0.7 0.7 0.2 0.6 
    Rubber manufacturing 0.4 0.3 0.3 0.2 0.2 0.5 
    Other manufacturing 1.8 1.7 1.8 1.8 1.8 2.5 
 Electricity, gas and water 0.4 0.4 0.3 0.3 0.4 0.5 
 Construction 4.4 3.7 4.8 4.9 5.6 6.5 
Services 34.6 34.0 34.5 35.5 35.3 34.2 
 Trade 12.1 11.5 11.2 10.4 10.0 9.5 
 Hotels and restaurants 2.9 2.8 3.1 3.6 4.0 4.2 
 Transport and communications 5.8 5.6 6.2 6.8 7.0 6.1 
 Finance 1.0 0.9 1.0 1.4 1.0 0.5 
 Public administration 3.1 2.9 3.1 2.9 2.8 2.5 
 Real estate and business 6.1 6.4 6.1 6.4 6.4 5.6 
 Other services 3.5 3.8 3.8 4.1 4.1 5.8 
 Taxes on products less subsidies 5.5 5.2 6.9 6.7 6.9 6.6 
 Less: imputed bank charges 1.3 1.1 1.3 1.2 1.0 0.5 

Gross Domestic Product (GDP) 100.0 100.0 100.0 100.0 100.0 100.0 

Source: IMF Country Report, March 2003 for 1997 – 2001 data (from Ministry of Planning, 
National Institute of Statistics), Cambodia Statistical Yearbook for 2002 data.  

 
10. Agriculture is the main sector of the economy accounting for 77% of the labor force. 
Although the sector accounts for over three-fourths of labor, it accounts for only 33.4% of GDP 



 

 29

indicating its relatively low productivity. Crop production, mainly rice, accounted for 14.4% of 
GDP in 2002, while forestry and logging have declined due to prohibitions on the export of logs 
and a ban on tree cutting. Now that food surpluses have been achieved it is necessary to 
increase the level of value-added in the agriculture sector in order to reduce poverty.  
 

Table 5: Employment by Sector (% of total employment) 
  1995 1996 1997 1998 1999 2000 2001

Agriculture  78.65% 78.55% 78.49% 77.91% 77.49% 76.93% 76.88% 

  Paddy 57.18% 57.52% 57.66% 57.66% 57.51% 57.11% 57.14% 

  Other crops 10.61% 10.43% 10.18% 9.95% 9.94% 9.96% 10.05% 

  Livestock 7.79% 7.68% 7.82% 7.64% 7.52% 7.41% 7.37% 

  Fishery 1.81% 1.71% 1.65% 1.61% 1.59% 1.58% 1.58% 

  Rubber 0.47% 0.44% 0.43% 0.42% 0.45% 0.44% 0.43% 

  Forestry 0.79% 0.77% 0.75% 0.63% 0.47% 0.42% 0.32% 

Industry  5.49% 5.91% 6.28% 6.80% 7.22% 7.98% 8.08% 

  Mining 0.11% 0.13% 0.11% 0.10% 0.10% 0.10% 0.10% 

  Manufacturing 3.36% 3.56% 4.16% 4.69% 5.17% 6.07% 6.18% 

  - Food, beverage & tobacco 0.95% 0.94% 0.94% 0.92% 0.90% 0.90% 0.91% 

  - Textile & garment 1.08% 1.27% 1.93% 2.51% 3.07% 4.01% 4.14% 

  - Wood, paper & publishing 0.23% 0.22% 0.21% 0.21% 0.18% 0.16% 0.14% 

  - Chemical & plastic 0.23% 0.22% 0.21% 0.21% 0.20% 0.20% 0.20% 

  - Non metallic mineral 0.18% 0.20% 0.17% 0.17% 0.16% 0.16% 0.16% 

  - Other manufacturing 0.72% 0.72% 0.69% 0.67% 0.65% 0.64% 0.63% 

  Electricity & water 0.09% 0.09% 0.09% 0.08% 0.10% 0.10% 0.10% 

  Construction 1.92% 2.13% 1.93% 1.93% 1.84% 1.70% 1.69% 

Services 15.85% 15.54% 15.23% 15.28% 15.29% 15.09% 15.03% 

  Transport & communication 1.06% 1.10% 1.07% 1.05% 1.06% 1.10% 1.14% 

  Trade 2.39% 2.33% 2.27% 2.22% 2.17% 2.12% 2.15% 

  Hotel, restaurant & tourism 0.95% 1.19% 1.07% 0.94% 1.10% 1.20% 1.28% 

  Finance 0.09% 0.09% 0.09% 0.08% 0.10% 0.12% 0.14% 

  Public administration 7.92% 7.42% 7.39% 7.75% 7.63% 7.33% 7.09% 

  Real estate & business 1.20% 1.23% 1.20% 1.15% 1.14% 1.14% 1.14% 

  Other services 2.26% 2.20% 2.14% 2.09% 2.09% 2.06% 2.09% 

Total Employment  100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 

Source: Cambodia Development Resource Institute 
 
11. The industrial sector is growing in importance comprising 26.3% of GDP and accounting 
for 8% of employment thanks in large part to garment industry investment. The textile, footwear 
and garment industry accounts for 12.5% of GDP and has created over $579 million in fixed 
asset investment from 1994 to 2002. The garment industry currently employs over 200,000 
people, accounting for 50% of industrial sector employment, a majority of which are women. 
Garment exports were $1.14 billion in 2001 or about three-fourths of total exports. As the 
garment sector reaches maturity and faces stiffer international competition in the future after 
WTO accession, it will be important for Cambodia to diversify its exports, particularly in labor 
intensive industries where the country has a competitive advantage.   
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12. The service sector accounts for 34.2% of GDP and 15% of employment with trade, 
transport and communications and tourism being the most important sub-sectors. The service 
sector has remained constant as a percentage of GDP and employment since 1997. Tourism is 
recognized as having the best potential for improving growth in the service sector. The growth 
rate of international tourist visits in 2002 was 30% reaching 786,524 and was expected to reach 
1 million in 2003. International political events and health concerns related to SARS are likely to 
reduce this figure substantially. For sustainable growth to occur in the tourism sector stability 
and investment in infrastructure are needed.    
 
13. The private sector operates at two levels of formality. Most of the agricultural sector 
operates on an informal basis without any form of registration or taxation. The formal agricultural 
sector includes only the enterprises holding Government concessions. The non-farm sector 
operates both informally and formally. Micro-enterprises operate largely informally without 
permits or licenses and do not pay profit tax. Small enterprises, while often licensed to operate 
by the MoC and other relevant ministries at the provincial-municipal level, normally do not pay 
profit taxes and are regulated informally by the local level authorities. Non-licensed enterprises 
are often subject to paying small-scale unofficial fees to local authorities. The formal sector is 
comprised of commercial enterprises registered with the MoC according to the Law on 
Commercial Registration. They are subject to profit taxes based on the filing of financial 
statements with the tax authorities. There is a gray area between informal and formal sectors 
where enterprises are locally licensed but are not formally registered and taxed. If an enterprise 
grows to a certain point, it must register with the MoC and formalize its operations. At this point 
the enterprise will pay profit tax based on the real regime method and will be subject to 
oversight from several ministries, including MoC, Ministry of Industry, Mines and Energy 
(MIME), Ministry of Social Affairs, Labor and Vocational Training (MOSALVY), Ministry of 
Environment (MOE), Ministry of Interior (MOI) and others relevant to its business. Because of 
the increased administrative and tax burden resulting from entering the formal sector, there is 
an incentive to stay small.  
 

Table 6: Classification of Labor Force and GDP by Formal/Informal Sector 
Labor Force (000's) GDP in million USD 

2000 2001 2000 2001
Total           5,430           5,630 3,149 3,234 
Formal Sectors1

               260              275 596 660 
    Garment               200              210 363 407 
    Tourism                60                65 233 253 
Informal Sectors            5,170           5,355 2,552 2,573 
    Agriculture           4,196           4,352 928 919 
    Industry 2

              217              224 426 421 
    Services 3

              757              779 1,198 1,233 
Source: Cambodian Development Resource Institute (CDRI), compiled from government primary data and 
CDRI surveys. 1Does not include companies in the food and tobacco industry, communications, wholesale 
and finance that provide formal jobs, because of lack of information. They should provide between 5,000 
and 10,000 direct formal jobs. 2Mostly includes handicraft and small factories. 3Mostly includes trade, 
transportation and other informal services. 

 
14. Table 6 above provides an estimate of the contribution of formal and informal sectors in 
the economy. According to Cambodian Development Resource Institute (CDRI) estimates, 95% 
of all employment is provided by the informal sector, while 80% of GDP is informal.  The foreign 
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sector plays a large role in the formal sector. Approximately 90% of the employees of the 
garment sector are working in foreign owned companies. The tourism sector is also heavily 
foreign owned with approximately two-thirds of all approved capital investment coming from 
abroad.  
 

2. Agriculture (Household/Informal) 

15. According to CDRI estimates in Table 5 above, by far the largest share of domestic 
private employment (77% of labor force) is employed in the informal agriculture sector. Most 
rural households are engaged in some form of agriculture, especially rice paddy production, 
mainly for home use and trade. Rice production has grown at an average annual rate of 2.8% 
from 1995 to 2001.1 According to various estimates, between 4 and 4.4 million people derive the 
majority of their income from the agriculture sector,2 the majority of which are small holders. 
Poverty levels in this area are the highest. Approximately 75% of the poor are farmer-headed 
households. Productivity of agriculture is low, both in terms of labor (about $166/worker) and in 
terms of land ($480/ha).3 While output has been increasing in total, the per capita area of 
cultivation has decreased significantly since 1995 from 0.82 hectares per worker to 0.77 
hectares.4  As the population grows, there is greater demand for land resulting in a reduction in 
farm size, migration from rural to urban areas and an increase in landless people.  

 
Table 7: Rice Production, Cultivation and Employment Trends 
 1995 1996 1997 1998 1999 2000 2001

Output '000 tons 3,447.8 3,404.0 3,414.9 3,509.9 4,029.6 4,049.9 4,026.1 

Area Cultivated '000 ha 2,086.0 2,153.0 2,076.0 2,094.7 2,157.6 2,318.5 2,240.9 

Employment1 '000 2,533.0 2,620.0 2,691.0 2,754.0 2,813.0 2,850.0 2,901.0 

Output / employment 
(tons) 1.361 1.299 1.269 1.274 1.432 1.421 1.388 

Area cultivated / 
employment (ha) 0.824 0.822 0.771 0.761 0.767 0.814 0.772 

Source: Cambodia Statistical Yearbook; and 1CDRI employment estimates. 
 
16. Employment, income and subsistence from fisheries are particularly important to rural 
households where few alternative employment opportunities exist. According to the Ministry of 
Agriculture, Forestry and Fisheries (MAFF), there are approximately 465,000 people employed, 
deriving seasonal incomes or subsisting on the fishery and other aquatic resources.5 Most 
fishery activity is in the informal sector. MAFF estimates that 84% of all labor in the fishery 
sector is involved in family fishing.6 Family fishers are small scale (1-3 persons), who fish 
primarily for family subsistence. They pay no fees to the Department of Fisheries (DOF) and are 
permitted to catch fish throughout the year in areas outside fishing reserves and fishing lots, 
which currently account for approximately 56% of all fisheries in the country.  
 
                                                 
1 Cambodia Statistical Yearbook 2001.  
2 The Labor Force Survey of Cambodia, 2001, estimates that 4.07 million people work in the agriculture sector while 

the CDRI figure is 4.35 million.  
3 Draft Final Report of the ADB Agriculture Sector Development Program, TA No. 3695-CAM, September 2002. 
4 Calculations based on the Cambodia Statistical Yearbook for 2001 and CDRI estimates.  
5 Agriculture Statistics 2001-2002, Ministry of Agriculture, Forestry and Fisheries.  
6 Ibid.  
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17. The informal forestry sector is mainly community forestry, which currently covers 71,724 
hectares (less than 0.7% of total forest area).7 Although this management model may expand in 
the future, there are still several constraints to its development related to the clarification of 
property rights in forest areas, the demarcation between different types of forest and agricultural 
land and the social cohesion of the communities. The isolation of the forest communities makes 
monitoring difficult, and the lack of adequate institutional capacity to support the communities 
with training and resources for reforestation and maintenance of the forest resources is a major 
constraint. 
 

3. Agriculture (Formal) 

18. The formal agriculture sector covers enterprises with land concessions. Agriculture 
concessions have been awarded to 25 companies with total land area of 723,000 hectares of 
which only 82,000 hectares (11.3%) have been cultivated. Agriculture concessions account for 
only 3.6% of all cultivated land area in Cambodia.     
 
19. The degree of formality in the fishery sector depends largely on the size of the fisher and 
the fishing methods they use. Handicraft fishers are extended families and village level 
partnerships (3-6 persons) who use non-industrial fishing methods. Handicraft fishing accounts 
for 15% of total fishery labor. These enterprises pay annual fees to the DOF and are restricted 
in the number of months per year they may fish and the size and type of fish they may catch. 
Most of their output is for income and processing. Medium scale fishers could be considered 
semi-formal in the sense that they are subject to government regulations and pay user fees. 
However, these enterprises are not formal in the sense that they are registered by the 
government and pay income taxes. Large-scale fishers are considered formal. They employ 
less than 2% of all labor in the fishery sector. The large-scale fishers (50-80 persons) have 
improved production and processing methods and lease fishing lots from the Government. 
These firms are licensed by the DOF and purchase fishing concessions to obtain sole fishing 
rights of lots.    
 
20.  Enterprises with forest concessions make up the formal forestry sector. Currently, 3.9 
million hectares, or about 37% of forested land, have been given as concessions to 14 logging 
companies. The RGC has revoked the licenses of 15 companies operating on 22 forest sites 
covering a total area of slightly more than 3 million hectares as part of its policy to improve the 
sustainability of forest management. Activity in the forestry sector has come to a halt with the 
banning of exports of logs in 2000 and the cutting of trees on concession land in 2001. Logging 
operations on forest concession land are suspended until concession holders submit forest 
management plans that are approved by the MAFF.  
 

4. Non-Agriculture (Household/Informal) 

21. The informal non-agriculture sector in Cambodia comprises a large percentage of the 
total economy. The informal sector is largely comprised of unregistered small enterprises, which 
are not required to pay profit tax.  

                                                 
7 Draft Final Report of the ADB Agriculture Sector Development Program, TA No. 3695-CAM, September 2002. 
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Table 8: Small Industrial Establishments by ISIC 

Source: Cambodia Statistical Yearbook 2001 and Ministry of Industry, Mines and Energy 
 
22. In 2002 the MoC issued a Prakas (No. 078 MOC/M2002) on procedures for monitoring 
activities related to trade services and commerce requiring small enterprises not registered 
under the Law on Commercial Rules and Registration to obtain a license to operate commercial 
activities and services through the MoC’s provincial-municipal departments. Through this 
process the MoC licensed 30,752 enterprises. However, many enterprises remain unlicensed by 
the MoC, obtaining operating permits from other relevant ministries instead. The MoC estimates 
that 21,268 of these enterprises are food processors, while 5,634 are manufacturers, 4,811 are 
service providers and 729 are in forestry and fishery. The MoC is unable to provide a detailed 
breakdown by industry or comprehensive data on employment and output of these locally 
licensed enterprises. Such information would be very useful to policymakers in order to better 
understand the informal sector, which comprises such a large portion of Cambodia’s economic 
activity and employment.     
 
23. MIME carries out an annual survey of industrial enterprises through its provincial-
municipal departments. In 2001 MIME determined that there were 27,155 small industrial 
establishments with fewer than 50 employees.8 This represents an approximate 12% growth in 
the number of establishments since 1999. As seen in table 8 above food, beverage and tobacco 
manufacturers represent the largest number of small industrial establishments.  

                                                 
8 Data on small industrial establishments is provided by the Ministry of Industry, Mines and Energy. The Ministry, 
through its municipal-provincial departments, gathered information on small industrial establishments nationwide, 
including the number of establishments, capital investment, labor, permit status and output.  

1999 2000 2001 
ISIC 
Code ISIC 

Number Share 
(%) Number Share 

(%) Number Share 
(%) 

3 Manufacturing  24,227 97.93  25,406 99.24  27,155  100.00 

3.1 Manufacture of food, beverage 
and tobacco 19,147 77.39 20,152 78.72 21,871  80.54 

3.2 Textile and wearing apparel       396 1.60 366 1.43 1,382  5.09 

3.3 Wood and wood products 814 3.29 869 3.39 141  0.52 

3.4 Paper and paper products 23 0.09 24 0.09 23  0.08 

3.5 Chemical, rubber and plastic 
products 67 0.27 297 1.16 277  1.02 

3.6 Non metallic mineral products 777 3.14 666 2.60 721  2.66 

3.7 Manufacture of basic metals 24 0.10 108 0.42 - 0.00 

3.8 Fabricated metal products 1,623 6.56 1,716 6.70 1,454  5.35 

3.9 Other manufacturing industries 1,356 5.48 1,208 4.72 1,286  4.74 

4 Electricity, gas and water 513 2.07 195 0.76 - 0.00 

 Total 24,740 100.00 25,601 100.00 27,155  100.00 
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Table 9: Small Industrial Establishments by ISIC, 2001 

Source: Ministry of Industry, Mines and Energy 
 

 
24. Since there are so many unlicensed industrial establishments, it is difficult to estimate 
the actual number of operators, especially the very small ones. According to MIME data 
provided in table 9 above, there are a total of 19,473 small rice milling enterprises of which 
almost 10,000 have not obtained operating permits and are operating informally. These small 
rice milling enterprises account for 71% of all small industrial establishments and employ 
roughly 38,000 people. Food processors account for 80% of all small enterprises or 21,871 in 
number. Almost 11,000 of them do not have operating permits. There are 1,382 small textile 
and garment enterprises of which almost 90% do not have operating permits. These are mostly 
weaving enterprises and producers of textiles for the handicraft industry. Another reason for the 
lack of reliable data on industrial establishments is that MIME and MoC compile enterprise data 
separately and do not jointly register or license small enterprises. Thus, the data, while 
comparable, is not cross-checked or formally shared.  
 

5. Non-Agriculture (Formal) 

25. Registered private enterprises constitute what is referred to as the formal private sector. 
As of the end of 2002, there were 9,265 enterprises registered with the MoC. These enterprises 
comprise 7,586 limited companies, 1,513 sole proprietors, 197 representative offices, 69 branch 

ISIC Code ISIC Number 
of Est. 

Total 
Labor Licensed 

% of 
Licensed 

Est. 

31 Food, beverage and tobacco 21,871 45,330 10,966 50.14 

3113 Canning and preserving fruits and 
vegetables 1,028 2,107 51 4.96 

311601 Rice milling 19,473 38,055 9,872 50.70 

32 Textile and wearing apparel and 
leather industries 1,382 5,311 154 11.14 

3212 Made-up textile products except 
wearing apparel 873 876 1 0.11 

3320 Wearing apparel except footwear 190 4,036 108 56.84 

33 Woods & wood products 141 929 90 63.83 

34 Paper products, printing & publishing 23 234 20 86.96 

35 Chemicals 277 1,173 124 44.77 

36 Non-metallic mineral products except 
product of petroleum & coal 721 8,623 532 73.79 

38 Fabricated metal products, machinery 
and equipment 1,454 4,335 1,015 68.81 

3819 Fabricated metal products except 
machinery 517 1,886 333 64.41 

3844 Motorcycles and bicycles 378 787 261 69.05 

39 Other manufacturing industries 1,286 3,853 566 44.01 

 Total Manufacturing 27,155 69,788 13,467 49.59 
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offices and 677 dissolved enterprises.9 The MoC does not sort this data by sector or industry so 
it is impossible to obtain an accurate picture of the makeup of the establishments. According to 
the Law on Commercial Rules and Registration enacted in 1995, only enterprises paying profit 
tax are required to register with the MoC. Thus commercial registration is required only for 
enterprises meeting the Tax Department’s annual turnover threshold for entering the real 
regime. Although it is not mentioned in the Law on Commercial Rules and Registration, 
registered enterprises are required to pay profit tax according to the real regime method 
meaning they must file regular income statements and pay the 1% advanced profit tax every 
month. These enterprises are also subject to VAT.  
 
26. In its Instructional Circular on Commercial Registration, 10  the MoC authorizes the 
following forms of registered private commercial enterprises subject to profit tax: 
  

(i) Sole proprietorship. An enterprise established and operated by an individual, 
who is owner of all the capital and is liable for its operations. The sole 
proprietorship is not required to have articles of incorporation and bylaws.   

 
(ii) General partnership. A contract between two or more entities to conduct a 

commercial activity. Liabilities of general partners with respect to debts are joint 
and unlimited on their personal property. Transfer of shares of ownership is 
allowed with the unanimous consent of all general partners.  

 
(iii) Limited partnership. A contract between two or more entities, who agree to 

conduct a commercial activity. There are two types of members, general partner 
and limited partner. Liabilities of general partners with respect to debts are joint 
and unlimited on their personal property. A limited partner is liable for debts only 
to the amount of capital contributed and is not considered to have rights of 
management and control of the business.  

 
(iv) Private limited company. A contract between two or more entities to conduct a 

commercial activity, but may not have more than 30 shareholders. Liability of the 
shareholder is limited to the amount of share in the company. The private limited 
company should be under the control of one or more directors, who are 
shareholders. Shares may be transferred to other shareholders but not to the 
general public and shall be made in accordance with the company’s Articles of 
Incorporation and bylaws.   

 
(v) Single member private limited company. Particular form of limited company 

containing only one shareholder.  
 
(vi) Public limited company. Enterprise formed by more than 30 shareholders with 

each shareholder’s liability limited to the amount of share in the company. Shares 
may be offered for sale to the general public consistent with laws governing 
capital markets. The legal framework for capital markets is not yet in place. A 
public limited company requires a Board of Directors consisting of a minimum of 
two directors and shall be elected by the shareholders.  

 

                                                 
9 Legal Affairs Department, Ministry of Commerce.  
10 The Instructional Circular was issued in 1997. The Law on Commercial Enterprises is currently under review at the 

National Assembly and is based heavily on the Instructional Circular.  
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(vii) Representative Office. A representative of a foreign enterprise established 
mainly for the purpose of conducting marketing and who may enter into contracts 
with local enterprises only if principal enterprise is authorized to do so. The 
representative office may not purchase, sell, engage in production or 
construction in Cambodia.  

 
(viii) Branch of foreign company.  A branch may conduct the same activities as a 

representative office and may purchase, sell, conduct professional services and 
other production or construction related operations in Cambodia.  

 
(ix) Subsidiary. A subsidiary is a limited company with at least 51% of capital held 

by a foreign company and has the rights and obligations of a limited company.  
 
27. Through its factory licensing process MIME is able to give a fairly accurate picture of the 
formal industrial sector. As seen in table 10 below, there were 320 licensed factories in 2001 of 
which 46 were classified as medium (50 – 200 employees) and 274 as large (over 200 
employees). This represents just over 1% of the total number of industrial enterprises in 
Cambodia.11 Of the 320 licensed factories 75% are in the garment sector while the next largest 
sector is food, beverages and tobacco, representing approximately 10% of licensed companies.  
Although textiles and apparel are predominant, there is more diversity in the types of medium 
sized enterprises, including food processing, chemicals, rubber and plastic and fabricated metal.  
 

Table 10: Medium and Large Industrial Establishments, 2001 

Source: Ministry of Industry, Mines and Energy 
 

                                                 
11 According to the Ministry of Industry, Mines and Energy, there were 27,475 industrial enterprises in Cambodia in 

2001.  

Medium (50-200) Large (above 200) 
ISIC 
Code ISIC 

Number Share (%) Number Share (%) 

31 Manufacture of food, beverage and 
tobacco 5 10.9 26 9.5 

32 Textile and wearing apparel 20 43.5 220 80.3 

33 Wood and wood products 0 - 7 2.6 

34 Paper and paper products 2 4.3 1 0.4 

35 Chemical, rubber and plastic products 7 15.2 9 3.3 

36 Non metallic mineral products 3 6.5 8 2.9 

37 Manufacture of basic metals 0 - - - 

38 Fabricated metal products 8 17.4 3 11 

39 Other manufacturing industries 1 2.2 - - 

 Total manufacturing 46 100.0 274 100.0 
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6. Foreign-Invested  

28. The LOI of 1994 and as amended in 2003 guarantees equal treatment of foreign 
investors with the exception of land ownership. The Constitution provides that only Cambodian 
citizens or entities may legally own land. Foreign investors are able to lease land for a period of 
up to 99 years. Practically speaking they are also able to acquire land by using Cambodian 
citizens as a proxy to register the land. The government provides guarantees that foreign-owned 
assets will not be nationalized and that it will not establish price controls on goods and services 
provided by foreign investors. Foreign investors are free to repatriate capital, interest and other 
financial obligations. Foreign investors are allowed to set up 100% foreign-owned investment 
projects and employ skilled workers from overseas in cases where these workers cannot be 
found locally.  
 
Table 11 below illustrates the value of approved fixed asset investments by CDC since the LOI 
was passed in 1994. FDI represents approximately $4.6 billion since 1994 or 74% of total 
investment approved. The value of approved foreign fixed asset investment has been steadily 
decreasing since the late 1990s from $556 million in 1998 to $143 million in 2002.12 It must be 
remembered that the figures in Table 11 represent the amount of investment approved by the 
CDC and that in reality some investors have not implemented their projects and others have 
stopped projects. The CDC estimates that on the whole, actual implementation is around 50% 
of the total projects.13 
 
 

Table 11: Approved Fixed Asset Investment by Region in Cambodia  
(million USD)  

REGIONS 1994 1995 1996 1997 1998 1999 2000 2001 2002 1994-
2002 

Americas 193.2 148.1 7.5 97.0 10.9 20.0 12.7 5.9 3.2 498.5

ASEAN 74.0 1,535 292.5 109.5 187.3 36.9 51.8 66.3 25.2 2,378

Cambodia 223.4 333.3 147.9 166.1 298.2 251.7 57.9 65.1 93.1 1,636

Europe 3.9 198.7 68.8 21.1 10.4 4.4 21.9 2.0 1.6 332.9
Asia Pacific 
and other 11.3 27.9 249.9 350.2 347.1 134.9 73.7 65.3 112.6 1,372

Total 505.7 2,242 766.7 743.8 853.9 447.9 218.0 204.7 235.6 6,219

FDI Total  282.3 1,909 618.8 577.8 555.7 196.2 160.2 139.6 142.5 4,582

Source: Council for the Development of Cambodia 
 
29. The major FDI sector in Cambodia is the garment industry. Cambodia has become an 
established supplier of low price, medium quality garments, employing around 200,000 workers 
in almost 200 factories, out of which only 23 are Cambodian-owned. Almost 90% of the garment 
manufacturers are foreign-owned, coming from Hong Kong, P.R. China, Singapore, Taiwan, 

                                                 
12 In order to better understand this decrease in FDI it would help to know the annual breakdown of investment by 

sector to see which sectors are leading this decline. This information is so far unavailable from CDC. So far 
information on the amount of FDI by sector has also been unavailable.  

13 Cambodia’s Investment Potential: Challenges and Prospects, Dr. Hing Thoraxy, Phnom Penh, 2003, published by 
the Japan International Cooperation Agency.  
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South Korea, Malaysia, Thailand, Indonesia, Bangladesh, United Kingdom, Germany, Australia, 
Canada and the United States. These are investors, which also operate companies in other 
Asian, African and Latin American low-cost countries. After expiration of the multi-fiber 
agreement at the end of 2004, the determining factors of these investors to choose Cambodia 
as a production location will depend mainly on costs, such as labor and infrastructure, as well as 
on lead-time requirements resulting from import and export processing.14 Other important FDI 
industries include hotel and tourism, and telecommunications.   
 
C. Private Sector Contribution to the Cambodian Economy 

30. The private sector is the primary employer and contributor in the economy. As table 5 
above shows, approximately 92% of employment is provided by the private sector while 7% of 
the workforce is employed by the public sector and approximately 1% by SOEs.  
 
31. In Cambodia, there are only 17 SOEs of which 4 are in construction, 4 in fisheries, 4 in 
services (2 in the financial sector), 2 in printing and video and 1 in the chemical industry.15 The 
RGC also has 10 joint-ventures with foreign companies, 2 of which are in wood processing, 1 
airline, 6 in the telecommunications sector and 1 in medicine processing. Privatization or 
liquidation of SOEs occurred rapidly in the 1990’s with 47 companies sold to the private sector 
for a total of $34.6 million. According to the RGC’s privatization plan for the remaining 17 SOEs, 
it will privatize 6, liquidate 8 and retain 3.16  
 
32. The agriculture sector provides by far the most employment in the economy and is a 
very important source of jobs for new entrants. However, as the per capita land available for 
cultivation decreases, there will be less land available for workers. Unless productivity increases 
or significant strides are taken to improve irrigation infrastructure and increase the level of dry 
season cultivation, job growth and poverty reduction effects from agriculture will be limited. 
While agriculture provides three-fourths of all employment, agro-industry provides less than 1% 
of total employment and accounts for only 3.2% of GDP. Agro-industry provides much untapped 
potential for job creation and poverty reduction by increasing the value added in the agriculture 
sector. For this to happen more contract growing either on large concession farms or through 
the development of agriculture associations is necessary to provide agro-enterprises with a 
sufficient supply of produce and guaranteed quality. The recent increase in approved 
investment in the agriculture sector is a positive sign of future growth in agro-industry.  
 
33. As seen in table 12 below, the fastest growing sector of the economy is industry, which 
grew at an average annual rate of 18.4% in the last five years. Output in the industrial sector is 
dominated by the garment industry, which represents almost 50% of all industrial GDP. The 
textile and garment industry continues its rapid output growth due to preferential access to U.S. 
and European markets. However, as seen in table 13 below fixed asset investment approvals in 
the garment industry have declined by more than 85% since 1998 due in part to the difficult 
business environment in Cambodia and the fact that the country’s preferential access to US and 
European markets will end by 2005. Concerns about whether Cambodia will be able to compete 
on cost and quality in the new era of quota free garment trade have made investments in the 
sector more risky.  

                                                 
14 “Cambodia: Building Blocks for a Country Action Plan for Textiles and Clothing”, International Trade Centre, 2002.  
15 Cambodia: Selected Issues and Statistical Appendix. IMF Country Report No. 03/59, March 2003. 
16 Ibid. 
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Table 12: Cambodia: Gross Domestic Product by Sector  
at Constant Prices 1997–2001 (Annual Percent Change) 

  1997 1998 1999 2000 2001

Agriculture 5.5 3.0 0.0 -0.3 3.9 
 Crop -2.0 1.7 13.2 3.6 0.2 
   Of which Paddy rice -1.2 2.8 15.1 -0.4 1.8 
 Livestock and poultry -0.1 6.1 -0.8 -7.6 9.6 
 Fisheries 5.7 4.1 -1.5 5.7 6.8 
 Forestry and logging 44.3 -0.1 -31.8 -32.7 -4.1 

Industry 21.3 7.3 13.2 34.6 15.5 
 Mining 0.1 1.4 8.0 7.1 9.4 
 Manufacturing 36.3 15.4 9.0 44.6 17.3 
    Food, beverages and tobacco 1.7 1.4 3.8 4.2 2.2 
    Textile, wearing apparel, and footwear 128.0 46.5 40.6 79.2 26.8 
    Wood, paper and publishing 61.6 -7.2 -60.5 -20.6 -69.9 
    Rubber manufacturing 3.7 13.2 0.7 2.4 -9.4 
    Other manufacturing -5.7 2.5 6.6 8.3 12.3 
 Electricity, gas and water 1.6 3.7 3.8 4.0 2.5 
 Construction -5.2 -14.7 30.6 7.1 9.4 

Services -2.6 0.7 7.1 5.8 2.7 
 Trade -1.5 -3.2 2.0 -0.9 0.7 
 Hotels and restaurants 5.0 -1.1 19.5 13.3 9.5 
 Transport and communications -12.6 -0.8 14.6 8.2 8.3 
 Finance 3.6 -9.5 19.7 41.9 -18.0 
 Public administration 3.5 6.7 -1.2 -0.8 0.3 
 Real estate and business 2.7 3.0 3.7 4.1 3.1 
 Other services -11.2 8.0 11.5 12.3 1.4 

Source: IMF Country Report, March 2003 (from Ministry of Planning, National Institute of Statistics) 
 
34. In addition to agro-industry, the telecommunications sector has seen a significant 
increase in fixed asset investment approvals. The tourism sector continues to be strong 
although investment is slowing down. Most other sectors have also seen a slowdown in 
investment. 
 
35. To achieve sustained economic growth the Cambodian economy will need to become 
more diversified. The current concentration on the garment industry is a cause for concern in 
the near term. While tourism is an important industry for the economy, it is very susceptible to 
external political and economic shocks. To achieve sustainable and diversified growth, 
Cambodia needs to focus on improving the productivity of agriculture and to support the 
development of agro-industry to take advantage of the country’s abundant land and human 
resources. Investments in rural infrastructure and improved financial intermediation in rural 
areas is necessary to support agro-industry development.    
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Table 13: Cambodia: Investment Approval by Sector, 1997-2002 
(Total fixed assets approved; in millions of US dollars) 

  1997 1998 1999 2000 2001  2002 

TOTAL 745 850 448 220 198 236 

Agriculture 61 50 42 4 0 4 

Industry 517 650 183 67 86 87 
 Agro-industry 4 2 22 6 0 37 
 Building material 9 1 0 7 0 0 
 Cement 205 54 6 0 0 0 
 Energy 80 17 0 0 50 4 
 Food processing 6 9 2 0 2 0 
 Garment 97 124 67 37 20 15 
 Paper 6 13 6 1 2 0 
 Petroleum 32 1 1 1 0 0 
 Plastic 4 1 1 2 2 0 
 Shoes 15 8 11 0 0 0 
 Textile 0 0 58 4 0 14 
 Tobacco 2 7 0 0 4 0 
 Wood processing 47 179 0 0 1 2 
 Others 10 233 9 9 5 15 

Services 125 39 51 69 38 98 
 Construction 1 3 18 0 0 0 
 Education 0 2 0 0 0 0 
 Infrastructure 21 10 0 0 22 18 
 Telecommunication 53 0 19 0 0 64 
 Transport 0 11 5 0 0 0 
 Other 50 14 8 69 16 16 

Tourism 42 112 172 80 74 47 
 Hotel 40 106 25 71 71 47 
 Tourism Center 1 6 147 9 3 0 
 Other 0 0 0 0 0 0 

Source: IMF Country Report, March 2003 and the Council for the Development of Cambodia 
 
 
D. PSD Role in Poverty Reduction in Cambodia 

36. While some progress has been seen on the economic front, many challenges remain. 
Cambodia still has a long way to go to achieve broad-based economic and social development. 
Approximately 36% of the Cambodian population lives below the poverty line of $0.46-$0.63 per 
day. Poverty incidence is highest in households dependent on agriculture, with a rate of 44%. 
About 90% of the poor live in rural areas. With such poverty in rural areas, pressure is building 
on urban areas, which are attracting more and more migrants. While high fertility rates are 
resulting in an estimated annual population growth of 2.5%, the urban population is projected to 
grow at an even faster pace of around 3.4% in the coming years. Projections of the Ministry of 
Planning based on the 1998 census, estimate that the total population of Cambodia will 
increase by 1.70 million during 2001-2006; by 1.81 million during 2006-2011; by 1.86 million 
during 2011-2016; and by 1.80 million during 2016-2021.  
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37. Because the population is so young, there are many new entrants preparing to enter the 
workforce. The RGC estimates the workforce will grow at an annual rate of 3.2% per year with 
228,000 new entrants each year through 2005. With so many people to employ in the coming 
years, the country will need to rely on the private sector to generate growth and employment. 
Total employment has grown by an average of 2.2% per year from 1997 to 2001 with most of 
the new jobs coming from agriculture, manufacturing and tourism. However, one distressing 
trend is the fact that total investment has declined from $656 million in 1997 to $592 million in 
2001.17 Private sector, including foreign, investment is on the decline both in nominal terms and 
as a percentage of total investment. Whereas the private sector accounted for 77% of total 
investment in 1997, the ratio dropped to 58% in 2001 accounting for $344 million. 18 Public 
investment increased during the same period by 64% to $248 million financed mainly by $190 
million from foreign donors.  To achieve long-term sustainable job growth and meet the needs of 
the growing number of job-seekers, this declining trend in private sector investment needs to be 
reversed. Since there is no SOE sector to speak of in Cambodia, the private sector must take 
the leading role in the economy.  
 
38. Because of its size and its importance to the economy, it is necessary for the RGC to 
support private sector development in the agriculture sector. Typically, in a country at the level 
of development of Cambodia, agro-industry is expected to be one of the main components of 
industry. Promotion of agro-processing and increased productivity through the development of 
larger-scale farming would help raise the income of farmers and increase opportunities for 
investment. For this reason, the RGC needs to remove obstacles to the effective 
implementation of agriculture concessions and needs to encourage small farmers and 
fishermen to form associations to improve access to inputs, technology and markets.   
 
39. The garment sector continues to be one of the most important sectors in the economy 
due to its significant employment potential and because it acts as an example to investors of the 
potential of Cambodia in labor-intensive industries. However, diversification of manufacturing is 
needed to further reduce poverty by attracting investment in other labor-intensive industries. To 
succeed in attracting investment, the RGC needs to improve the legal and regulatory 
environment to reduce administrative costs and uncertainties for investors. Simplification of 
licensing procedures and a reduction in government intervention in factory operations (i.e. 
frequent inspections) would improve the productivity of manufacturers. Simplified import and 
export procedures would improve access to imports of necessary raw materials and equipment 
and would reduce the lead-time needed to fill foreign orders. A more equitable tax structure 
would assure that the tax burden is spread evenly and fairly across the economy. Governance 
reforms are also needed to improve the efficiency of government operations and improve 
service delivery. By reducing the risk and cost of doing business in Cambodia, the RGC would 
be able to attract labor-intensive industries to invest in the country and increase employment in 
the industrial sector.  
 
40. An important poverty reduction strategy of the RGC should also involve improving the 
potential of SMEs to contribute to job growth. Improving the business environment for SMEs as 
well as their access to affordable financing are the keys to SME development. SMEs also need 
to improve their management and accounting skills to improve the transparency and 
effectiveness of their operations. 
 

                                                 
17 Cambodia Development Resource Institute, Cambodia’s Annual Economic Review – 2002. 
18 Employment and investment data from the Cambodia Development Resource Institute (CDRI) Annual Economic 

Review – 2002. CDRI calculated the data from ADB, World Bank, IMF and Cambodian Government data.  
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E. Methodology and Framework of Private Sector Assessment  

41. Figure 2 below illustrates the stages of development of enterprises from startup to 
development in Cambodia. Startup companies are usually self-financed or receive financial 
assistance from relatives and friends. In particular, Sino-Khmer businesses typically start up 
with the assistance of financing networks within the community. These startup enterprises 
usually operate informally without registering. They may obtain operating licenses from local 
authorities, but are not subject to frequent inspections and much government interference. Tax 
obligations are very small since these enterprises are not normally required to pay profit taxes. 
Operations at this level are less complicated and government intervention is not normally a big 
problem. Labor issues are almost non-existent since family members are the main employees. 
The disadvantage of operating at this stage is that market access is normally limited to the 
immediate area due to a lack of information about regional or national markets and the inability 
to transport products over great distances. In addition, access to the formal financing for 
working capital and business expansion is limited and expensive.  
 

Figure 2: Stages of Development of Cambodian Enterprises 

 
42. At the quasi-formal stage of development an enterprise is becoming more formalized by 
obtaining the necessary operating licenses from concerned ministries, such as MoC and MIME. 
At this point increased intervention by the Government can be expected. At this stage working 
capital is normally still provided by informal sources due to the lack of enterprise registration and 
the inability to maintain adequate financial statements to satisfy the financial institutions. Access 
to inputs becomes a larger issue since production capacity is growing and the enterprise is 
more likely to need foreign imports of raw materials and equipment. Marketing also becomes a 
more important issue since it is necessary to increase sales to cover the increased cost of 
operations. At this stage the enterprise will pay estimated taxes, which are not typically a large 
burden. The need to maintain accurate financial statements is still small since profit taxes are 
calculated based on an estimate of sales rather than on tax filings and audits.  
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43. The next stage of development is expansion and formalization. To reach this stage, the 
licensing and registration process can be cumbersome and inspections from concerned 
ministries may become more substantial. At this stage an enterprise can no longer rely on 
informal sources of finance and must approach the formal financial sector. The growth 
enterprise may face constraints due to a lack of collateral and the inability to prepare adequate 
financial statements. At this stage accounting capacity becomes very important. Land titling may 
be an issue since it is important to secure land tenure when making large investments in 
facilities and equipment. The enterprise at the expansion and formalization stage may face 
much more government intervention since it will file tax returns (and receive audits) and be 
subject to many more inspections. Issues related to public procurement may arise since 
companies are likely to bid on government contracts. Smuggling is a major constraint since 
cheap imports of competing products will affect the ability to sell in the domestic marketplace. 
Companies at this stage are likely to join business associations in order to expand information 
networks and participate in the dialogue with the government. They are also likely to apply for 
investment incentives under the LOI if the investment is large enough. Since the company 
would have reached the stage of hiring many employees, labor relations may become an issue.  
 
44. Finally, when a company reaches sufficient size and capacity, it may be able to start 
exporting. In Cambodia most companies at this stage are foreign invested. For exporters access 
to financing is less of a problem than for informal and domestic formal enterprises. However, 
government intervention remains a major issue. Government intervention in both import and 
export processing will affect lead-time and involve administrative and other costs. Since 
transportation and port facility costs in Cambodia are high, the company may face constraints in 
remaining price competitive in international markets. Labor relations become an even bigger 
issue since unions are prevalent at companies of this size and dispute resolution mechanisms 
are lacking. Since the company must meet international quality requirements, it must be aware 
of industrial standards and have a well-trained labor force. It is particularly important for 
enterprises at this stage to establish in-house training programs or to be able to send 
employees to centers or vocational schools for specialized training.  
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II. ENABLING ENVIRONMENT 

 
A. Major Private Sector Development Policies 

45. The RCG has issued several strategy papers affecting the private sector. These include 
the Second Socio-Economic Development Plan 2001 - 2005 (SEDP II), the National Poverty 
Reduction Strategy 2003-2005 (NPRS) implementing SEDP II, the Integrated Framework, the 
Financial Sector Blueprint for 2001-2010 and the Industrial Development Action Plan 1998 – 
2003. The Private Sector Forum was established with the assistance of the International 
Finance Corporation (IFC) to improve the dialogue between the RGC and the private sector and 
plays an important role in the legal and regulatory reform process.  The Governance Action Plan 
provides the roadmap for the RGC to carry out reforms of its activities, which will more indirectly 
affect the private sector.   
 
46. Second Socio-economic Development Plan 2001-2005: The RCG considers the 
private sector, both domestic and foreign, as an engine of growth and recognizes its role in 
poverty alleviation and economic development. In SEDP II the RGC recognizes that the key to a 
higher growth path is private sector development. The RGC recognizes that a key poverty 
reduction measure is to increase the role of private investment. The Prime Minister has 
committed to “make every effort to revitalize and attract more private investment both foreign 
and local”, which he calls “vital to the achievement of our national development objectives”. The 
strategic message of SEDP II is that economic growth is a prerequisite for poverty reduction and 
that the key to economic growth is private sector development. The pace at which the private 
sector can develop depends largely on sustained improvements in the governance environment.  
 
47. The RGC notes that private sector expansion is largely dependent on sustained 
improvements in the governance environment. The RGC’s commitment to improving the legal 
framework for commercial transactions and strengthening the judiciary are key factors in 
determining whether the private sector will successfully lead the economy forward. In addition to 
better governance, the RGC’s strategy for poverty reduction hinges on macroeconomic stability. 
SEDP II targets an average annual growth rate of 6-7% during the plan period while maintaining 
inflation below 4%. The fiscal strategy is aimed at improving revenue mobilization by improving 
tax collection and addressing the problem of smuggling. The RGC also intends to improve fiscal 
transparency and carry out public administration reform by increasing civil service pay and 
introducing anti-corruption legislation.  
 
48. Given the rural location of most poverty in Cambodia, the development of the rural 
economy is a priority for achieving the goal of SEDP II to reduce the incidence of poverty in 
Cambodia from 36% to 31% by 2005. The strategy recognizes that economic growth needs to 
be linked with better access of the poor to asset ownership and markets for inputs and outputs. 
Economic growth needs to be broad enough to include sectors where the poor predominate. To 
achieve pro-poor growth public investment in education, health and physical infrastructure in 
rural areas is needed. The RGC aims to transform agriculture into a driving force to achieve 
higher economic growth for the national economy and to reduce the incidence of rural poverty.  
 
49. In addition to the rural economy, the RGC recognizes that further economic growth also 
depends on improving the infrastructure necessary to promote increased diversification of 
exports and the growth of the SME sector, which is constrained by the high cost of doing 
business in Cambodia. Diversification from garment manufacturing, which comprises two-thirds 
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of manufacturing GDP, to other types of basic manufacturing as well as the continued 
development of the tourism industry are also considered high priorities in SEDP II.  
 
50. National Poverty Reduction Strategy: The NPRS for 2003-2005 issued in December 
2002 by the Council for Social Development (CSD) outlines the policies and programs critical for 
poverty reduction in order to achieve the target set out in SEDP II. The NPRS builds on the 
SEDP II by: (i) improving monitoring and evaluation mechanisms; (ii) developing performance 
indicators and targets for policies and programs to reduce poverty; (iii) improving costing of 
priority public policies and programs and their linkage to the budget; (iv) integrating the 
macroeconomic framework and the overall poverty reduction strategy; and (v) developing a 
trade strategy within the framework of the poverty reduction strategy.19 The NPRS identifies the 
private sector as playing the leading role in poverty reduction. The RGC will try to play its part to 
create a stable macroeconomic environment through policies to create a sound financial 
system, effective fiscal management, improving the investment climate and implementing legal 
and judicial reforms. The strategy of the RGC is to expand job opportunities by facilitating 
private sector development and expanding exports and tourism. The RGC recognizes that the 
success of private sector development depends largely on building the capabilities of the people 
through education and training as well as on improving governance and transparency through 
legal and judicial reform. In the NPRS the government recognizes that the private sector needs 
a more competitive environment in which to operate and that governance reforms are needed to 
prevent Cambodia from falling further behind it neighbors.   
 
51.  The NPRS sets government revenues targets reaching 14% of GDP by 2005, a 
significant increase from the 1998 ratio of 9%. The RGC estimates that $1.5 billion will be 
required to meet its goals for poverty reduction over the next three years. The strategy also 
proposes public-private partnerships to assist in the development of the energy sector and for 
road and transport projects.     
 
52.  Monitoring and evaluation of the NPRS will be carried out by the CSD, which will issue 
its first annual Implementation Report at the end of 2003. Line ministries and government 
agencies are responsible for implementing policies in their respective sectors. SNEC will assess 
the effectiveness of the NPRS and recommend necessary adjustments to the Prime Minister. 
Detailed indicators for monitoring the effectiveness of the NPRS have been established. It is 
envisioned that the next Socio-Economic Development Plan and the corresponding NPRS will 
be merged and presented as a single document in 2005. 
 
53. Financial Sector Blueprint for 2001-2010: The Financial Sector Blueprint for 2001-
2010 was developed with the assistance of the ADB and adopted by the RGC in August 2001 
as its official long-term plan for financial sector development.20 A competitive, safe and sound 
banking system is necessary to mobilize savings and support the growth of the private sector by 
providing access to credit and financial services. Further down the road, the development of 
non-bank financial services such as leasing and consumer finance will also benefit the private 
sector. A vibrant insurance sector that protects businesses and individuals from catastrophic 
events as well as capital markets to help mobilize funds for long-term investment are also key 
aspects of the RGC’s plan for the financial sector.  
 

                                                 
19  Council for the Development of Cambodia (2002), Socio-economic Development Priorities and the Official 

Development Assistance Needs, prepared for the 2002 Consultative Group Meeting for Cambodia.  
20 The Royal Government of Cambodia, 2001. Financial Sector Blueprint for 2001-2010. Phnom Penh. Prepared with 

the assistance of the Asian Development Bank.  



  

 46

54. The Financial Sector Blueprint adopted a strategy for establishing a sound legal 
framework for property rights and secured transactions as well as to establish the rule of law 
through legal and judicial reforms concerning financial and commercial activities. In the long-
term the Financial Sector Blueprint envisions the development of a deposit insurance system to 
bolster the public confidence in the financial system. Implementation of the Financial Sector 
Blueprint goes hand in hand with the private sector’s need for credit and financial services. 
Reducing the spread between deposit and lending rates is important for reducing the cost of 
private sector credit. Improvement of payment systems would be a significant leap forward in 
facilitating commercial transactions. The development of insurance, leasing and capital markets 
would provide the private sector with a greater range of financial services to meet the varied 
needs of business. In short, implementation of the Financial Sector Blueprint is a cornerstone of 
private sector development in Cambodia.   
 
55. Integrated Framework:  In May 2001, Cambodia was selected by the Integrated 
Framework Steering Committee to implement a pilot scheme to put into effect the new approach 
for the revitalized Integrated Framework in order to enhance its participation in global trade and 
investment. The core feature of this new approach was to embed a trade agenda or “to 
mainstream trade” into the overall national economic development plan and poverty reduction 
strategy of Cambodia and to ensure that trade policy and capacity building are coherent with the 
trade policy aims of the country. In 2001 the MoC, with the assistance of the World Bank and 
five other core agencies, the IMF, International Trade Centre, UNCTAD, UNDP and WTO, 
carried out a pilot integration and competitiveness study to identify trade-related capacity 
building and technical assistance needs. Cambodia held a national workshop to review findings 
and policy recommendations of the study in November of 2001. The RGC and other 
stakeholders endorsed the policy recommendations and adopted the TA Matrix in January 
2002. The RGC submitted the TA Matrix to donors for financing at the Consultative Group 
meeting in June 2002.  
 
56. Industrial Policy: The RGC’s Industrial Development Action Plan 1998 – 2003, 
developed with the assistance of UNIDO, concentrates on developing labor-intensive industries, 
such as garment, toys and footwear. The RGC also intends to promote the development of 
agribusiness by strengthening the legal framework for longer-term land management. Moreover, 
the government will provide tax incentives to establish factories to process agricultural products, 
such as cotton, jute, sugar, palm oil, cashew nuts, rubber, cassava and fruits. The RGC intends 
to develop industries based on processing of existing natural resources in the country such as 
fish, meat, cement production, brick and tile. It also intends to promote SMEs, micro-
enterprises, and handicrafts. The RGC intends to establish industrial and export processing 
zones by developing infrastructure, improving service quality and encouraging investment. 
These zones may be established on the outskirts of Phnom Penh, Sihanoukville, Banteay 
Meanchey, or Koh Kong. The RGC will build road networks, develop power and water supply, 
ensure waste management and environmental protection, provide education and vocational 
training, upgrade health services, establish warehouses and reduce customs procedures to 
ensure an environment conducive to business profitability and growth. The RGC intends to 
increase the production of goods for import substitution to some extent by encouraging the 
development of paper, chemical industries, such as the production of fertilizers, acid, as well as 
daily consumption goods such as soap, paint, electrical appliances, water pumps and 
agricultural inputs.  
 
57. Private Sector Forum: The Private Sector Forum was established with the leadership 
of the IFC in 1999 to act as a focal point for dialogue. The semi-annual Private Sector Forum 
was first held in 1999 and is chaired by the Prime Minister. It aims at creating a better 
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understanding between the private sector and the RGC and to attract more investment in 
Cambodia. In 2000 seven working groups were formed to examine issues relevant to important 
sectors of the economy. The working groups are led by two Co-chairs, one from the private 
sector and one from the government. At the Private Sector Forum representatives from the 
seven working groups raise issues for discussion with the Prime Minister. The workings groups 
represent the following areas: (i) manufacturing and SMEs; (ii) export processing and business 
facilitiation; (iii) energy and infrastructure; (iv) tourism; (v) legislation, tax and governance; (vi) 
finance, banking and related services; and (vii) agro-industry and food processing. The 
secretariat is managed by IFC.  
 
58. SME Development: Since about 90% of Cambodia’s private sector is made up of SMEs, 
it is an essential component for economic development. Improving linkages between SMEs and 
larger enterprises is needed to reduce manufacturers’ dependency on imported inputs. The 
increased use of sub-contracting arrangements would help provide more opportunities for local 
businesses. For this to happen, SMEs will need to improve their technical and managerial 
capacity to meet the needs of buyers. Improved access to financing is an important ingredient 
as are reforms in the regulatory environment to remove the risks and costs of government 
interventions. There is currently no legislation in Cambodia supporting SMEs and no institutional 
framework established by the RGC to provide financing, training or other technical assistance to 
this segment of the economy. MIME has established a Small Industry and Handicraft 
Department to assist in developing policies for the industrial sector, but no inter-ministerial body 
exists to develop a broader policy framework. The RGC should consider developing SME 
promotion legislation, which would establish the necessary institutional framework for supporting 
SMEs. 
 
59. Governance Action Plan: The RGC recognizes that weak governance holds back 
private sector development by deterring investment, which in turn reduces opportunities for 
income and employment growth. In April of 2001 the RGC’s Council for Administrative Reform 
issued its first Corporate Governance Action Plan (GAP), which highlighted the following five 
cross-cutting areas where improvements are most needed to create a strong economy and 
society. The Council for Administrative Reform is currently formulating GAP II to update the 
activities of GAP I. The RGC expects to complete GAP II by the end of 2003.  
 

(i) judicial and legal reform 
 
60. A credible, predictable and transparent legal framework and an independent and 
capable judiciary are the foundation for the rule of law and the development of a market 
economy. The RGC has recognized the need to improve the legislative process by 
strengthening the capacity of the National Assembly, Senate and line ministries and improve the 
use of public consultations in the legislative process. The RGC intends to publish an inventory 
of all laws and regulations to improve dissemination and to utilize the media to foster public 
debate and participation. GAP also emphasizes the need to develop the legal framework for the 
private sector by implementing a commercial code to strengthen private sector confidence in the 
legal environment. The RGC plans to strengthen the human resources and integrity of the 
judiciary and develop arbitration mechanisms for commercial disputes and potentially a 
commercial court.   
 

(ii) public administration 
 
61. The RGC has identified public administrative reform as a top priority through its National 
Program for Administrative Reform. Major elements of this program are: (i) rationalization of the 
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employment structure and review of remuneration, (ii) enhancing productivity and motivation 
through incentives, (iii) strengthening transparency and promoting participation and coordination 
of stakeholders, and (iv) improving coordination of administrative reform with other reform 
programs. The reforms in public administration also involve decentralization of public service 
delivery to local levels. Although legislation has been passed to give provincial and municipal 
administrations limited authority to raise revenue and disburse expenditures in their own 
budgets, the RGC needs to further develop a legal framework to clarify the roles, responsibilities 
and authorities of provinces, municipalities and districts. Developing capacity at the local level is 
also necessary.  
 

(iii) public finance 
 

62. The weak level of domestic revenues is constraining the prospects for growth and 
poverty reduction. In GAP the government has identified areas for strengthening governance in 
public finance through improved customs and tax administration as well as budget 
management.  The RGC committed to upgrading legislation on the customs code and 
streamlining customs administration. It also committed to establishing an anti-smuggling task 
force and launching a campaign to detect and deter smuggling. The task force has been formed 
and has achieved some successes.  
 
63. To improve tax administration the RGC committed to eliminating arbitrary exemptions of 
taxes in order to ensure equitable and fair treatment of businesses and improve the mechanism 
for VAT refunds. The RGC committed to reforming the length of tax holidays and investment 
incentives provided in the LOI. By amending the LOI in 2003 the RGC simplified and 
standardized the determination of tax holidays and rationalized tax incentives. Budget 
management is also a focus of GAP with the RGC intending to ensure the integrity and 
performance of the budgetary process. 

 
(iv) anti-corruption   
 

64. The government recognizes that corruption in the private sector is a major constraint to 
economic development and that it is necessary to increase the accountability of public officials 
for their behavior. The RGC intends to establish a code of ethics for public officials, except 
judges, and elected officials and has prepared anti-corruption legislation. The GAP also intends 
to review and strengthen the legal framework concerning public procurement. To improve 
transparency, the RGC intends to allow the media continued freedom to play its role in exposing 
corrupt practices.  
 

(v) gender equity 
 
65. To improve gender equity the RGC plans to continue building the capacity of the Ministry 
of Women’s and Veteran’s Affairs to implement programs in support of women and children’s 
rights and improve inter-ministerial efforts to address women’s issues. The RGC intends to 
establish a National Council of Women to be the focal point for disseminating information on the 
rights of women and children with an emphasis on family planning and basic health. The RGC 
also plans to carry out a literacy program in rural areas. 
 

(vi) armed forces and natural resource management  
 
66. In addition to these overall areas, the RCG also identified two specific policy issues 
where governance reforms must be implemented to ensure sustainable development and 
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poverty reduction. One issue is the demobilization of the armed forces, which will help shift 
limited government resources to more productive social and economic uses. The second issue 
is natural resource management including land, forestry and fisheries. Effective land 
management, including classification and registration, is vital for guaranteeing property rights for 
investors and is a cornerstone of the financial system as an important source of collateral. In 
forestry and fisheries, effective management is needed to ensure equitable and fair access to 
resources while protecting the environment for future generations.  
 
B. Rule of Law 

67. The basis for a free market economy in Cambodia is found in the country’s constitution, 
which was enacted in 1993 following years of political uncertainty. Article 44 of the Constitution 
of the Kingdom of Cambodia guarantees all persons the right to legal private ownership. The 
constitution also guarantees Khmer citizens the right to sell their own products and that the 
country shall adopt a market economy system and respect market management.  
 
68. Since the late 1990’s the RGC has made significant improvements to the legal 
framework for commerce. Table 14 below outlines the status of the major laws affecting 
business and commerce. New financial sector laws have helped to strengthen the banking 
system and insurance industry. The Land Law has created the framework for ownership of 
immovable property, the use of land for mortgages and the issuance of land titles. The Law on 
Enterprise Accounting and Audit is the first step toward implementing improved accounting 
standards. Intellectual property laws related to trademark and patents have been passed and 
the LOI was amended in 2003 to simplify the investment licensing process and modify the tax 
incentives allowed for qualified investment projects. An area of weakness in the legal framework 
is the commercial code, which is largely in process. A commercial enterprise law is needed as 
well as laws pertaining to commercial transactions, bankruptcy and the enforcement of contracts. 
Major laws affecting the private sector are outlined below.     
 

Table 14: Status of Major Commercial Related Laws in Cambodia 
Draft Law Status 

Existing Law 
Ministry Level Council of 

Ministers 
National 

Assembly 
Comment 

Contract Law (1988)     

Commercial 
contract legislation 
is being drafted by 
MoC 

Law on Commercial Rules 
and Registration (1995)     

   
Law on 
Commercial 
Enterprises 

Sent to N.A. in 
June 2002 

   
Law on 
Commercial 
Arbitration 

 

 Civil Code and 
Procedures    

Drafted by the 
MOJ with 
assistance from 
JICA 

Law on Management of 
Quality and Safety of 
Products and Services 
(2000)  
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Draft Law Status 
Existing Law 

Ministry Level Council of 
Ministers 

National 
Assembly 

Comment 

Law on Trademark (2002)     

  Insolvency Law  
In progress at 
MoC with 
assistance of ADB 

 Law on Secured 
Transactions   

In progress at 
MoC with 
assistance of ADB 

Law on Taxation (1997)    Sub-decree on 
VAT 

Law on Foreign Exchange 
(1997)      

Law on Banking and 
Financial Institutions (1999)     

   

Law on Negotiable 
Instruments and 
Payment 
Transactions 

Sent to N.A. in 
April 2003 

Law on Insurance (2000)    
Implementing 
Sub-decree 
passed in 2001 

Land Law (2001)     

Law on Enterprise 
Accounting and Audit  (2002)    

2 implementing 
Sub-decrees have 
been passed  

Law on Investment (1994) 
and Amendments (2003)     

   Anti-Corruption 
Law 

Submitted to N.A. 
in June 2003 

   Law on Customs Submitted to N.A. 
in January 2003 

  Tourism Law  Ministry of 
Tourism 

Law on Patents, Utility Model 
Certificates and Industrial 
Design (2002) 

    

Sub-decree on Industrial 
Standards of Cambodia 
(2001)  

    

   Law on Factory 
Management 

Ministry of 
Industry, Mines 
and Energy 

   Law on Industrial 
Zones 

Ministry of 
Industry, Mines 
and Energy  
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1. Laws on Enterprise Sector 

69. There is currently no commercial enterprise law in effect in Cambodia. While the RGC 
has committed to the development of laws pertaining to commercial enterprises, bankruptcy, 
contracts and secured transactions, these laws have not been enacted. The draft Law on 
Commercial Enterprises has been prepared by the MoC and submitted to the National 
Assembly in June of 2002. Since there is no commercial enterprise law in place, company 
matters such as registration and corporate governance are stipulated under the 1995 Law on 
Commercial Rules and Registration and its Amendments of 1999 and the MoC Instructional 
Circular on Commercial Registration of 1997. The Law on Commercial Rules and Registration 
primarily covers the requirements for commercial registration and the maintenance of the 
enterprise registry. The Instructional Circular is mainly concerned with the forms of the 
commercial enterprises and the rights and obligations of the shareholders. Detailed provisions 
concerning corporate governance are absent, but are addressed in the draft commercial 
enterprise law. The Law on Commercial Rules and Registration pertains only to companies 
required to pay profit tax, (i.e. enterprises with over 6 million riel ($1,500) in annual profit) and 
does not impact informal enterprises. Because commercial registration and the accompanying 
rights and obligations affect only medium and large enterprises, a very small percentage of 
Cambodian enterprises are affected.  
 
70. Although Cambodia’s Contract Law, dating back to 1988, is brief and lacks detail, it is 
fairly comprehensive and has surprising market orientation.21 The RGC is currently drafting 
commercial contract legislation as part of the civil code and procedures and is preparing a Law 
on Commercial Arbitration, which has been approved by the Council of Ministers. The law is not 
expected to be approved until 2004 due to delays caused by parliamentary elections, which took 
place in 2003, and the backlog of other laws waiting for approval. The MoC is currently drafting 
an Insolvency Law, which will provide for more orderly settlement of creditor claims out of the 
debtor’s estate. The Law on Secured Transactions, currently under preparation by the MoC, will 
play an important role in improving access to financing by strengthening the system for pledging 
movable property as collateral. Both of these laws are being drafted with the assistance of the 
ADB. Several issues will complicate the implementation of these laws, including the lack of a 
secured transactions registry and the limited capacity of the judicial system to enforce the laws.  
 
71. The LOI provides tax incentives for promoted industries based on approval from the 
CDC. In February of 2003 the National Assembly passed amendments to LOI to streamline 
investment approval procedures. According to the amendments, the CDC will continue to act as 
a “one-stop” shop for investors to obtain necessary approvals from relevant ministries. The 
amendments also set a deadline of 28 working days for CDC to obtain these approvals. While 
setting this deadline is an improvement from the previous law, difficulties in implementation may 
arise from the fact that relevant ministries can still delay the issuance of necessary licenses 
“with proper reason.” Therefore, it is possible for the investor to receive an investment license 
from CDC without obtaining the necessary operating licenses from all the relevant ministries. 
This may create confusion for investors regarding whether they should begin implementing the 
approved project. The amendments also eliminate some tax incentives such as the special 9% 
corporate tax, tax-free reinvestment of profits and tax-free repatriation of profits. It also simplifies 
the determination of the tax holiday periods and generally shortens them. Implementation of the 
LOI amendments requires passage of a sub-decree, which is currently under preparation at the 
CDC.  

                                                 
21  Dirksen Flipse Doran & Le, Mekong Law Report, Cambodian Investment Guide 2000.  
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72. The Cambodian tax system has been undergoing a reform process for several years to 
improve the implementation of tax regulations and compliance from the private sector. The 
basis for the tax system is established in the Tax Law of 1997, which establishes the regime for 
profit, salary, value-added, and excise taxes. Recent reforms to the tax structure include 
amendments to the Tax Law to clarify depreciation schedules, devise new dividend tax 
methodology and establish new withholding rules for residents and non-residents. The tax 
system divides taxpayers into two regimes, namely the real regime and the estimated regime 
based on the form of the enterprise, its activity and the level of sales turnover. All limited liability 
companies fall under the real regime with profit taxes calculated on the basis of audited financial 
statements. Other forms of enterprises with smaller turnover pay an estimated profit tax, which 
is often discretionary and open to negotiation. 22  The establishment of large taxpayer and 
medium taxpayer units in the Tax Department has improved tax administration and collection for 
real regime taxpayers. The RGC, together with several donors, is working on reforming tax 
policy. The effectiveness of these reforms, however, depends heavily on the RGC’s ability to 
improve tax administration. 
 
2. Laws on Financial Sector 

73. The financial sector is governed by the Law on Banking and Financial Institutions (the 
Banking Law), enacted in November 1999. This law promotes a sound financial structure and 
orderly financial markets by providing an appropriate legal framework for the licensing, 
organization, operation and supervision of a broad range of financial services companies.23 The 
Banking Law also allows micro-finance institutions (MFIs) to undertake financial operations 
under the supervision of the NBC. The Banking Law allows banks to conduct universal banking, 
including lease financing. Currently a law governing the use of negotiable instruments and 
payment transactions, which was drafted with IMF assistance, is under discussion at the 
Council of Ministers.  This law is needed to facilitate the use of non-cash means of payment for 
commercial and consumer transactions.  
 
74. With the assistance of the IMF and ADB the Government began in 2000 a major bank 
restructuring program to relicense all the commercial banks based on stronger capital 
requirements and CAMELS ratings. Through this process many banks were revoked of their 
licenses due to insufficient capital and many others were given conditional licenses after 
committing to comply with restructuring and prudential requirements. The number of commercial 
banks was reduced from 31 before the restructuring program to 13 in 2003.  
 
75. The Government also enacted an Insurance Law in 2000. The law and implementing 
Sub-decree of 2001 provides for compulsory insurance for commercial vehicles, construction 
and passenger transport. Despite the new legislation, the insurance sector faces many 
problems due a lack of public awareness and the need for effective enforcement and monitoring 
mechanisms to implement compulsory insurance.  
 
76. The Law on Enterprise Accounting and Audit of 2002 requires all enterprises above a 
certain size to file a full set of accounts based on Cambodian Accounting Standards, which have 
been developed by the National Accounting Council established by the law. The composition of 
the council is set out in Sub-decree No. 08/ANK/BK of 2003 on the Composition and Operation 
                                                 
22 The Technical Cooperation Assistance Program (TCAP), funded by the IMF, the ADB, the United Kingdom, the 

Netherlands and UNDP is assisting the Tax Department to improve tax administration. Part of this program is 
aimed at reducing the discretionary nature of estimated profit tax. 

23  Financial Sector Blueprint for 2001-2010, Royal Government of Cambodia and ADB, August 24, 2001.  
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of the National Accounting Council. The law also establishes the Institute of Khmer Certified 
Public Accountants and Auditors to provide a national professional body to represent its 
members and prepare standards for the accounting practice. The organization and functioning 
of the institute is set out in Sub-decree No. 18/ANK/BK of 2003. The law requires enterprises 
with turnover, assets or number of employees above a limit established by the Ministry of 
Economy and Finance (MEF) to submit their accounts to be audited by an independent auditor.  
 
3. Other Related Laws 

77. The Labor Law was enacted in 1997 and is enforced by MOSALVY. The Labor Law 
guarantees the right for workers to organize through labor unions and associations and to strike 
as long as the decision was made by secret ballot and after all other methods of settling the 
dispute have been tried. The law also provides for collective bargaining agreements and dispute 
resolution procedures and establishes requirements for overtime, night work and holiday pay. 
Provisions for work place safety as well as requirements regarding work place injuries are also 
included. Labor inspectors, labor controllers and labor medical inspectors are allowed to freely 
enter an enterprise without prior notification. The Labor Law does much more to protect workers 
than the 1992 Labor Law it replaced and is a major improvement for the workforce, particularly 
for employees of large factories, who are now able to bargain collectively and strike if 
necessary.24 However, the frequent threat of strikes, particularly in the garment industry, often 
strains labor-management relations.  
 
78. The lack of a Law on Commercial Enterprise is holding back the passage of a capital 
markets law, while implementation of land titling is needed before steps can be taken to pass a 
mortgage law. Sub-decree No. 42/ANK/BK of 2001 assigns MIME the task of promoting 
industrial standards, issuing ISO 9000 or ISO 14000 certificates and inspecting products and 
materials to assure conformity with established standards. The draft Law on Factory 
Management, which governs the licensing and inspection of factories, and the draft Law on 
Industrial Zones have been submitted to the Council of Ministers.   
 
C. Conclusions 

79.  Through its various strategies and plans, the RGC repeatedly emphasizes the 
importance of the private sector in poverty reduction. The RGC has illustrated its reliance on the 
private sector through its massive privatization, corporatization and liquidation of SOEs 
drastically reducing their role in the economy. From strengthening agriculture and agro-industry 
through concession agreements with the private sector to its intention to support labor-intensive 
industry, the RGC is relying on the private sector to act as the engine of growth for the 
economy. It is clear that the RGC is relying on the private sector to generate jobs and create 
investment opportunities. For its part, the RGC recognizes that it must assist the private sector 
to create an appropriate business environment, including improving public sector governance, 
providing physical infrastructure and helping to develop the capabilities of the private sector 
through education and training. The RGC recognizes the importance of implementing legal and 
regulatory reforms, but is often unclear about the specific measures to be taken. The RGC has 
clarified its intention to support the private sector, but must focus on the legal, institutional and 
market constraints, which are obstacles to private sector development.   
 

                                                 
24  According to the Mekong Project Development Facility (MPDF) Survey of 63 Private Manufacturers in 2000, larger 

firms employing over 100 employees paid on average 45% more than mid-sized firms employing 50 – 100 
employees. Small firms paid on average 11% less than mid-sized firms.  
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80. To assist the private sector in Cambodia it will be necessary to focus on legal and 
regulatory reforms to improve the business environment. Many constraints affecting the 
operations of enterprises are the result of having several ministries involved in licensing and 
regulatory oversight. Manufacturers face many inspections from several ministries some of 
which have overlapping functions. For garment exporters the multiple inspections involved with 
export processing are of particular concern with as many as three different ministries involved in 
processing each shipment. For industrial enterprises improved access to inputs of raw materials 
and semi-finished products is needed to improve competitiveness. Infrastructure reforms to 
improve the road networks and bring down the cost of inputs such as transportation and 
electricity are underway with the assistance of many donors. However, policy reforms to reduce 
formal and informal fees of all aspects of business including licensing, inspections, import and 
export processing and transportation are needed. These fees create a disincentive for 
investment by increasing the cost of production and reduce the competitiveness of Cambodian 
products.  
 
81. The RGC has been very active in updating its commercial law framework to meet the 
needs of the private sector. The RGC is focusing its efforts on putting in place basic elements of 
the legal framework to support the development of a vibrant market economy and the promotion 
of trade and investment.25 To accomplish this task the RGC recognizes the importance of 
developing laws pertaining to commercial enterprises, secured transactions, bankruptcy and 
contracts and commercial credit.  The passage of necessary sub-decrees and Prakas is also 
needed to provide detailed guidance to staff in charge of implementation. Wide dissemination of 
information concerning legal and regulatory reforms is needed so that both the public and 
private sector are well informed of new requirements. Training of government officials is also 
necessary to assure proper implementation of the legal reforms. Finally, without judicial reform 
to assure proper enforcement of these laws and regulations, effective implementation of legal 
reforms will remain a problem.  While the RGC’s efforts to reform the legal framework for the 
private sector should be applauded, much work remains to assure the reforms achieve their 
intended result, which is to facilitate private sector development and create an enabling 
environment for business.  
 
 

                                                 
25  Council for the Development of Cambodia (2002), Socio-economic Development Priorities and the Official 

Development Assistance Needs, prepared for the 2002 Consultative Group Meeting for Cambodia.  
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III. MAJOR ISSUES AND CONSTRAINTS 

82. This section focuses on the major constraints facing enterprises in Cambodia concerning 
the regulatory environment and social and physical infrastructure. Many different government 
authorities regulate the operations of enterprises including registration and licensing, factory 
inspections and the processing of imports and exports. Entrepreneurs spend much time and 
money dealing with administrative red tape. Good governance is needed to reduce the cost of 
operations and the uncertainty of investment. For larger companies there are increased burdens 
from the tax structure due to the lack of accounting standards to make the system more 
transparent and predictable. In addition, the limited tax base in the country means that formal 
enterprises carry a larger relative tax burden and are scrutinized more closely by tax officials. 
For exporters, particularly the garment sector, export processing is a major concern due to the 
level of government intervention. Not only are there many formal and informal costs involved, 
but there are significant delays caused by administrative burdens that increase the lead-time of 
production and the risk that shipments will be delayed. The high incidence of smuggling from 
neighboring countries negatively impacts domestic manufacturers by creating unfair competition 
from goods entering the country free of tariffs and value-added tax (VAT). 
 
83. Because so much of the private sector operates informally, access to institutional 
finance is a major constraint for most enterprises. The lack of collateral and adequate financial 
statements makes most enterprises, particularly small industry, too risky for financial institutions. 
Most entrepreneurs rely on self-financing or informal borrowing through relatives, friends and 
moneylenders for start-up funds as well as working capital. Interest rates in the range of 3% to 
5% per month from informal sources significantly burden the operations of borrowers and 
constrain their ability to expand. A lack of funds mobilization in rural areas continues to limit the 
supply of available funds for SMEs.   
 
84. While there is an abundance of non-skilled labor in Cambodia, there are limited human 
resources with technical and managerial skills. The level of education is low with only 1.9% of 
the labor force having completed secondary education and less than one percent having 
attended universities or vocational schools. Enterprises find it difficult to find skilled labor and 
need to do much on-the-job training. Much capacity building is needed to develop necessary 
vocational and entrepreneurship skills. High operating costs due to poor transportation 
infrastructure, comparably expensive electricity and fuel costs and the dependency on foreign 
imports of equipment and raw materials make it difficult for local producers to compete with 
imported products.  
 
A. Regulatory Issues and Constraints 

1. Registration 

a.  Background 

85. According to the Law on Commercial Rules and Registration and its Amendments, a 
merchant and commercial company whose principal establishment is located in the Kingdom of 
Cambodia is required to register, except for any merchant whose profits are exempt from 
taxation. Limited companies are required to register with the Legal Affairs Department of the 
MoC. According to the law, qualifying sole proprietors should register with the provincial-
municipal trade divisions of the MoC or at the Legal Affairs Department. In practice though, 
sole-proprietors do not normally register. Because only taxable enterprises are required to 
register, most SMEs are not registered. According to the MoC, the threshold for taxable 
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enterprises is an annual profit of over KR 6,000,000 ($1,500). Below this amount, enterprises 
are not required to register. In practice this threshold is not observed and registration is based 
on whether the enterprise intends to carry out import or export activities or needs to register to 
do business with large enterprises or foreign firms.   
 
86. The MoC issued a Prakas in March of 2002 to improve procedures for monitoring the 
activities related to trade, services and commerce.26 According to the Prakas, all enterprises 
that are not assessed a profit tax or posses no obligation for commercial registration must 
obtain a license to operate commercial activities and services from the provincial-municipal 
trade divisions. The operating license is effective for one year and gives the MoC and its 
provincial-municipal trade divisions the authority to inspect all commercial activities and service 
operations in cooperation with officials from other concerned ministries.  
 
87. The PSA team surveyed 23 registered limited liability companies in November and 
December of 2003 to determine their views on the registration process.27 Most companies 
surveyed registered for a specific reason, such as to obtain an export or import license, improve 
access to markets, or protect the business by formalizing. Business owners stated almost 
unanimously that they used facilitators to assist with the registration process to avoid the 
complications and higher cost of doing it themselves.28 The owner of a beverage company 
summed up the situation well. “If I tried to carry out the registration procedures by myself, not 
only would it have taken much longer, but I would have paid more in the process. I could not 
afford to take so much time away from my business. So, naturally I hired a facilitator to do it for 
me to save me time and money.” According to the survey, the cost of registration ranged from 
$500 to $3,000 with the average cost totaling $1,035, including fees for facilitation. The average 
time required was approximately 4 weeks with the help of a facilitator. Approximately two-thirds 
of the interviewees stated that the registration process was rapid, while over 85% stated that 
registration was costly or very costly.  
 
88. Interviewees suggested that it is necessary to simplify the registration process to remove 
the necessity of hiring facilitators. Many interviewees recommended the MoC to establish clear 
guidelines for the registration process and provide more information to the public. Another 
recommendation is for the MoC to establish a one-stop shop for business registration to make it 
easier for companies to carry out the process themselves.  
 

b. Issues and Constraints  

89. Impediment #1: Limitations on the coverage of company registration:  Since only 
larger enterprises paying profit tax are required to register it is impossible to maintain a 
commercial registry of all enterprises in the country. The provincial-municipal trade divisions of 
the MoC try to maintain a list of enterprises operating in their jurisdiction, but a registry of these 
companies is not centrally available.   

                                                 
26 Ministry of Commerce Prakas No. 078 MOC/M2002, March 20, 2002.  
27 See Appendix 7: Summary of Company Survey on Registration Process.   
28 See Appendix 6 for a comparison of the registration requirements in Cambodia and Singapore. This comparison 

shows that many more steps and much more paperwork is needed to complete registration in Cambodia than in 
Singapore. All procedures in Singapore can be carried out using the Internet. It is also possible to register via 
paper based processing.  



 

 57

 
Best Practice in Company and Business Registration – An Example of Singapore 

 
A company or business operating in Singapore is required to register under the 
Company Act or Business Registration Act. The Company Act regulates 
companies to be incorporated in order to have legal personality, i.e. having the 
right to own property, ability to sue or be sued, and usually using the words ‘Pte 
Ltd’ or ‘Ltd’ as part of its name. The Business Registration Act regulates sole-
proprietors, partnerships and every form of trade, commerce, craftsmanship, 
calling, profession and any activity carried on for the purpose of gain but does 
not include any office, employment or occupation. 
 
The registration system for companies and businesses is fully computerized, 
and can be carried out through the Bizfile website (http://www.bizfile.gov.sg/). 
This online filing system was introduced in January 2003 and is designed to be 
‘user-friendly’ and equipped with step-by-step instructions, online tutorials and a 
telephone help-desk that can be contacted almost anytime.  
 
Since the Bizfile was launched, the Registry of Companies and Businesses 
(RCB) has encouraged companies and businesses to register electronically. 
The Bizfile website can be accessed from the home or office and also by self-
help kiosks at RCB. RCB is planning to install 10 kiosks that will be equipped 
with scanners and printers so that customers can carry out their transactions 
there. RCB officers provide assistance with service fees charged based on an 
hourly rate of staff and computer usage. Business registration costs S$115, and 
company registration costs S$300 with an additional S$15 for each approved 
company name. 
 
The benefits of online company registration include the shorter processing time 
(reduced from five days to one day); submission after office hours; and the 
capacity to do transactions online (such as reporting requirements, compliance 
management, transfer of shares). While the company registration is only 
required once, business registration is only valid for one year. The renewal of 
businesses can be accomplished through giro or Bizfile for a cost of S$25 per 
year. It takes less than 2 hours to register a business or a company. 
  
Company and business registration in Singapore is simple, quick, inexpensive 
and transparent. It provides the Government with the means for understanding 
the enterprise sector and for making policy. All companies and businesses are 
required to register, and the government tries to make the process as simple as 
possible for entrepreneurs. 
 

 
 
90. Impediment #2: Limitation on supportive legal procedures and documents: An 
obstacle to the registration of smaller enterprises operating as sole proprietors and subject to 
profit tax is the requirement of the MoC that the enterprise present a copy of its residence title or 
a lease agreement of enterprise location. This requirement is often impossible to fulfill since 
land titling is still far from complete and many small businesses are operating on non-titled land. 
This could also be an issue for limited companies, although they are more likely to have a land 
title or lease agreement because of their size.  
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91. Impediment #3: Disincentive for company registration:  In general there is little 
incentive for smaller enterprises to register with the MoC since it may increase their tax liability. 
It is likely that many unregistered enterprises are earning a profit of over KR 6,000,000 per year, 
the equivalent of only $1,500. Avoiding registration is one way of minimizing tax liabilities and 
the financial reporting requirements associated with being a registered enterprise. However, as 
an enterprise grows it needs to be registered to gain access to government contracts, formal 
bank lending, investment incentives, the right to obtain import and export licenses and to gain a 
level of protection from small-scale graft by local level officials.  
 
92. The cost of registration is also an obstacle to entering the formal sector. Because of the 
complexity of the actual registration process, enterprises typically use formal or informal 
facilitators who charge a fee to manage all the application forms and provide liaison services 
with the government agencies. While this significantly simplifies the process for enterprises, the 
actual cost of registration, which is officially KR 300,000 under the law, increases to an average 
of approximately $2,000.29 In a survey of 23 newly registered enterprises carried out by MPDF 
in 2002, the respondents stated that registration procedures are complex, unclear and involve 
too many actors, and that it is easier and cheaper to hire a facilitator to obtain necessary 
licenses quickly.30 However, for smaller enterprises the high cost of hiring a facilitator is a 
disincentive for registering.   
 
93. Impediment #4:  Limitations on Government institutions for rapid and transparent 
registration:  According to the 1997 Instructional Circular of the MoC, the ministry or its 
provincial-municipal trade divisions are required to complete registration and notify the applicant 
within one month of receiving all specified documents. However, according to a survey of 
registered manufacturers carried out by MPDF in 2000, many enterprises require much more 
time to complete registration.31 In neither the Law on Commercial Rules and Registration nor 
the Instructional Circular is there any mention of the rights of the applicant if this one-month time 
limit is not met. While a delay in enterprise registration would not usually affect the continuing 
operations of the enterprise, it may prevent them from taking advantage of business 
opportunities, accessing financing or obtaining import and export licenses.  
 

c.  View of the Government  

94. The MoC has recognized the need to improve the monitoring of SMEs by issuing a 
Prakas No. 078 MOC/M2002 in 2002 to require them to obtain operating licenses. While this 
operating license does not determine the legal status of an enterprise or include requirements 
for corporate governance it does provide a record of their existence. The MoC recognizes the 
importance of simplifying commercial registration procedures and improving its enterprise 
registry so that more information is available concerning registered enterprises.   
 
2. Licensing  

a.  Background 

95. Obtaining operating licenses is much more widespread in Cambodia than commercial 
registration. Even unregistered enterprises require operating licenses and receive frequent 
                                                 
29 Draft report on Company Registration Process in Cambodia, MPDF, April 30, 2003. 
30 Ibid.  
31 MPDF, The Private Manufacturing Sector in Cambodia, A Survey of 63 Manufacturers, November 2000. According 

to the survey 28% of the manufacturers took over three months to complete registration.   
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inspections verifying these licenses. Line ministries are given the responsibility for issuing 
licenses and providing oversight to enterprises under their own jurisdiction. As a result, a single 
enterprise is required to obtain several operating licenses from various relevant ministries. For 
example, MIME issues factory operating licenses to industrial enterprises while MOE, 
MOSALVY and the Ministry of Land Management, Urban Planning and Construction issue 
additional licenses related to their fields of jurisdiction. Depending on the size, enterprises would 
require operating permits from relevant ministries regardless of whether they have completed 
commercial registration. For unregistered enterprises, the operating licenses are normally 
issued at the local level without the direct involvement of the ministries. As a result, the relevant 
ministries typically have a good idea about enterprises operating in their area of jurisdiction. The 
major operating licenses required are shown in Table 15. Appendix 3 provides a comprehensive 
list of licenses required by various ministries.  
 
96. The PSA team interviewed 20 enterprises to discuss issues concerning licensing and 
inspection.32 The process and cost for obtaining operating licenses varies by the ministry in 
charge. For example, in MIME the average cost of obtaining a three-year operating license for a 
limited company is $1,000 while it is only $300 for small enterprises. Renewal of operating 
licenses costs on average $300 for limited companies and $150 for small enterprises. Small 
enterprises typically obtain operating licenses from the municipal or provincial Department of 
Industry, Mines and Energy, sometimes for a lower cost. There are many procedures for 
obtaining a license which include filling an application form, providing personal biography, 
assessment certificate, observation form, sanitation certificate, quality control certificate, map of 
geographical location, layout of manufacturing facility, product sample, entrepreneur signature 
and logo and shareholder list. In addition, the license application should be endorsed by the 
local commune leader, head of the district and by a designated authority of the province or 
municipality. Because of the complicated process, enterprises normally hire facilitators to 
assisting in obtaining operating licenses. Without using a facilitator, one company interviewed 
required more than two months to obtain an operating license and ended up spending more 
money to obtain it. Most enterprises consider the process of obtaining an operating license to be 
costly.  
 
97. With the various authorities overseeing the operations of companies, enterprise 
managers are invariably faced with many inspections. Inspections from various administrative 
levels, such as commune, provincial-municipal and ministerial, from both licensing and non-
licensing authorities complicate the process for business managers and result in unofficial costs 
and time disruptions. Visits from local fire and police authorities are also an inconvenience and 
are not justified through any legal and licensing procedures.  
 
98. With the various authorities overseeing the operations of companies, enterprise 
managers are invariably faced with many inspections. 33 Inspections from various administrative 
levels, such as commune, provincial-municipal and ministerial, from both licensing and non-
licensing authorities complicate the process for business managers and result in unofficial costs 
and time disruptions. The quality control inspection of MIME is conducted on average quarterly. 
MIME inspects products at its laboratory in the Standards Department and provides a certificate 
of standards, which must be printed on the label of the product. MIME charges $15 per 
inspection for each product. For small enterprises producing many products in low quantities, 
the fees are expensive. One small beverage company suggested that it is unfair to charge small 
enterprises the same fee per product as larger ones.  

                                                 
32 See Appendix 8: Summary of Enterprise Survey on Licensing and Inspection for details by enterprise.  
33 Ibid.  
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Table 15: Various Licensing Requirements 

Purpose License Ministry Comment 

Commercial 
registration Business License Ministry of Commerce 

Establishes legal entity under Law on 
Commercial Registration; only for 
enterprises paying profit tax under Law 
on Taxation. 

License to operate 
commercial 
activities 

Ministry of Commerce Usually obtained at provincial level. 
Does not establish legal entity. 

Factory operation 
license for 
industrial 
enterprises 

Ministry of Industry, 
Mines and Energy 

Different types of license based on size 
of factory. Takes into account safety, 
environment and hygiene. 

Operating license Ministry of Tourism 
License to operate hotels, guesthouse, 
tourist company, restaurants and 
entertainment, tourist transportation. 

Operating 
license from 
relevant 
ministry 

Operating license 
Ministry of 
Agriculture, Forestry 
and Fisheries 

License for agricultural enterprises, 
fisheries, and wood processors. 

Taxation  
Patent tax 
registration,  
VAT registration 

Ministry of Economy 
and Finance 

VAT license for enterprises with 
business licenses. 

Labor Permit and 
registration 

Ministry of Social 
Affairs, Labor and 
Vocational Training  

To obtain work permits and approval of 
internal rules for enterprises with over 8 
employees. 

Environmental 
protection 

Environmental 
standards 

Ministry of 
Environment 

Governs solid waste and water 
disposal. 

Investment 
incentives 

Qualified investor 
project license 

Council for the 
Development of 
Cambodia 

To obtain tax incentives for large-scale 
investments. 

Construction of 
building Construction permit 

Ministry of Land 
Management, Urban 
Planning and 
Construction 

Needed for construction of buildings 
over 3,000 square meters. 

Construction of 
road 

Road construction 
license 

Ministry of Public 
Works Needed for building access roads. 

 
99. According to surveyed firms, the MOE frequently inspects manufacturers with an 
unspecified purpose and normally does not provide any written notice of inspection or provide 
any receipts for fees charged. Interviewees were often visited by the police and fire brigades 
from municipal, district, and commune levels. Although the purpose of the visits, usually with 
permission letter, is to inspect fire extinguishers, most interviewees stated that the visits were 
primarily an opportunity to ask for money. Interviewees also mentioned that the economic police 
frequently inspect factory premises to verify licenses and permits and usually charge some fee 
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for each inspection. The economic policy inspections clearly duplicate those of the ministries in 
charge of issuing operating licenses.  
 

b.  Issues and Constraints  

100. Impediment #1: Need for many licenses from many ministries: Obtaining necessary 
operating licenses can be a very lengthy process. Each relevant ministry has its own rules for 
licensing, which are not always apparent to the applicants. While most manufacturers are 
required to obtain operating licenses from MIME, wood processors must apply at MAFF. 
Fisheries and fish related processors are also licensed by MAFF. While food processors are 
currently inspected by MIME, the MoC may also inspect for product safety. The MOE, 
MOSALVY and the Ministry of Interior may also duplicate MIME’s worker safety and 
environmental inspections. For export processing, MIME, MoC and Customs and Excise 
Department (CED) inspections are needed before shipments are able to leave the factory. While 
the laws of each ministry give them certain powers to regulate aspects of an enterprise’s 
operations, there are overlapping functions, which could be streamlined. Business owners 
surveyed by the project team suggested that the process for obtaining operating licenses should 
be simplified to remove the necessity of using facilitators. The process could be simplified if the 
ministries established a one-stop shop for obtaining the licenses. Interviewees also suggested 
that information concerning the cost and procedures for obtaining licenses should be more 
widely disseminated. 
 
101. Impediment #2 – Unclear criteria for inspection:  Many inspections are made without 
clear criteria for the purpose or objective of the inspection and without providing clear 
requirements for standards to be met. Inspectors do not usually prepare inspection reports or 
lists of grievances in writing to the enterprise manager nor do they provide written guidance on 
remedies for compliance.  
 
102. The draft Law on Factory Management authorizes officers of MIME to make scheduled 
or unscheduled factory inspections. The inspectors are authorized to inspect product quality, 
factory safety, raw materials and the general condition of the facilities. While there is a long list 
of fines and penalties for misconduct by the factory owner, there is no mention of the rights of 
the factory owner to receive written notice of any non-compliance, to contest the findings of 
inspectors or a timetable to comply with regulations. The draft law provides much room for 
interpretation on the part of inspectors and does not provide clear guidelines for factory owners 
to assist them to meet inspectors’ standards.  
 
103. Companies surveyed by the project team suggested that inspectors be required to 
explain the purpose of their visits clearly and provide written evidence of this purpose. Another 
suggestion was that all relevant authorities from one ministry (district, municipal-provincial and 
ministry level) should visit the company as one joint inspection team to reduce the number of 
visits and the cost of inspections.  
 

c.  View of the Government  

104. There is a need to improve inter-ministerial coordination. Although the CDC acts as a 
one-stop service for firms applying for investment licenses, each ministry is still in charge of 
issuing licenses for areas under its jurisdiction. Obtaining an investment license does not 
guarantee that an enterprise may begin operations since all necessary licenses may not yet be 
issued. There is a definite need for the RGC to improve coordination between ministries and try 
to remove unnecessary or redundant licensing and inspection requirements or to delegate the 
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responsibility of some inspections to other ministries. Without such coordination, garment 
exporters will continue to receive inspections from three different ministries before a shipment 
can leave the factory and duplicate safety inspections from MIME, MOSALVY, and the MOI will 
continue. More coordination between ministries is needed to remove duplications in licensing 
and inspections.   
 
3. Investment Incentives  

a.  Background 

105. The LOI, promulgated in 1994, is the main piece of legislation pertaining to all forms of 
investment incentives in Cambodia. The 1994 law contained various tax concessions for 
approved investment activities, including tax holidays, special corporate tax rates, tax-free 
reinvestment of profits and tax-free repatriation of earnings. The National Assembly approved 
amendments to the LOI on February 3, 2003 to adjust the tax incentives available by:  
 

(i) Eliminating the special 9% corporate tax rate for all new investments and phasing 
out the 9% rate over the next five years for existing, approved and operational 
projects to the standard 20% rate established in the Law on Taxation.  

 
(ii) Eliminating tax-free reinvestment of profits and introducing an appropriate 

investment allowance in the Law on Taxation. 
 

(iii) Repealing the current tax holiday provisions and introducing a new tax exemption 
period composed of a trigger period to be the first year of profit or three years 
after earning first profit + three years + priority period to be determined in the 
Financial Management Law.  

 
(iv) Eliminating the right to tax-free repatriation of earnings and other incomes by 

approved enterprises.  
 
106. The reforms to the LOI were proposed by the Foreign Investment Advisory Service 
(FIAS) in its 2000 review of investment incentives in Cambodia.34 According to these reviews, 
the LOI was allowed too much discretion in its application giving rise to hidden bureaucratic 
costs and leaving too much investor uncertainty and risk. The RGC’s governance and 
administrative capacity to implement the investment regime as intended is lacking, and the 
excessive administrative burden taxed the limited RGC resources. In addition to the 
administrative concerns, the LOI was considered by the FIAS to provide tax incentives that were 
too generous and hampered revenue mobilization of the RGC.  
 
107. The LOI and its implementing sub-decrees outline the procedures for investors to apply 
for status as a Qualified Investment Project (QIP). The FIAS report in 2000 noted that the 
country’s investment regime remained heavily discretionary, complex and open to abuse. As a 
result, the amendments to the LOI provide for the following measures to simplify the mechanism 
to automatically qualify investment projects for incentives: 
 

                                                 
34 Summary of the report entitled Foreign Investment Advisory Service 2000, Cambodia: Reform of the System of 

Investment Incentives, Volume 1 – A Review of Cambodia’s Competitive Position, FIAS is provided in the 
Cambodia: Integration and Competitiveness Study.   
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(i) Specify a deadline of three working days from CDC’s receipt of investment 
proposal for the CDC either to issue to the applicant a Conditional Registration 
Certificate or a letter of Non-Compliance clearly stating the reasons the 
investment proposal was not accepted and information required to enable the 
CDC to issue the Conditional Registration Certificate;  

 
(ii) The Conditional Registration Certificate shall specify the approvals, 

authorizations, clearances, licenses, permits or registrations required for the QIP 
and the Government entities responsible for issuing these documents; 

 
(iii) The CDC shall obtain all of the licenses from all of the listed relevant ministries; 

 
(iv) The relevant ministries and agencies shall issue any authorization, clearance, 

license, permit or registration documents listed in the Conditional Registration 
Certificate within 28 working days of the certificate. 

 
b.  Issues and Constraints 

 
108. Impediment #1: Incentives limited to large investors: From 1994, when the LOI was 
passed, through 2000 the average registered capital of approved investments under the law 
was $4.2 million, with the local share comprising only 26% of total capital.35 While investment 
incentives are of great benefit to foreign investors and large domestic investors, most 
enterprises in Cambodia are SMEs whose ability to access the incentives provided in the LOI is 
limited due to the small size of investment and their tax paying status. Sub-decree 88 of 1997 
implementing the LOI provides a list of investment sectors for which incentives apply and the 
size of the qualifying projects. In most cases the size of the investment required is much too 
large for SMEs to participate. For example, in most manufacturing sectors a minimum 
investment of $500,000 is needed to be a qualified investor. In some sectors such as textile 
mills, paper and paper products, and industrial equipment and machinery an investment of at 
least $1 million is required. These investment thresholds are clearly too high for most 
Cambodian SMEs. Although there is no minimum investment amount required for 
manufacturers of consumption goods stated in Sub-decree 88, it is unclear whether SME 
investors in this field would qualify since there is no clear definition of consumption goods and 
many of these products may also fall into categories with clearly defined minimum investment 
requirements. 
 
109. SMEs experience additional obstacles in qualifying for investment incentives. Only 
enterprises registered with the MoC and filing financial statements under the real regime profit 
tax system are able to participate in the incentive system. While the profit tax incentives may be 
of little value to enterprises paying relatively low lump-sum estimated profit taxes, these 
enterprises would benefit greatly from duty exemptions on the import of equipment and raw 
materials. Because of their size and legal status, SME investors are unable to make use of the 
same incentives available to larger enterprises. Not only does this hurt the competitiveness of 
SMEs in the local market, but it also makes it difficult for them to compete with imports, 
particularly smuggled ones, because of their inability to access equipment and raw materials at 
global prices.  
 
110. The new amendments to the LOI may address some of the concerns facing SME 
investors. Article 14(5) of the LOI amendments states that a domestically oriented QIP will be 
                                                 
35 Cambodian Investment Board, Council for the Development of Cambodia.  
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entitled to import production equipment exempt of duties as specified in the future implementing 
sub-decree. Article 14(7) states that “supporting industry” QIPs shall be entitled to import 
production equipment, construction materials, raw materials, intermediate products and 
production input accessories exempt of duty as specified by future implementing sub-decree. 
While these provisions indicate that investment incentives will become more available to SMEs, 
it will be important that the implementing sub-decree clearly defines “domestically oriented” and 
“supporting industry” QIP in order to make it clear for the CDC and investors what the 
investment thresholds will be. It will also be necessary for CDC to assist SMEs in the application 
process since they have limited administrative resources for preparing applications.   
 
111. Impediment #2: Weakness of one-stop service: Although CDC acts as a one-stop 
service to process the investment license, many ministries are still involved. Under the one-stop 
service concept, it is very difficult for the CDC to assure that all ministries issue the necessary 
authorizations, permits and licenses within the 28 day time limit provided in the law. Limited 
CDC resources and manpower may be a prohibitive factor in meeting the deadline since it will 
take much administrative capacity to track the progress of the several ministries’ approvals. It is 
likely that applicants will need to track the progress of approvals at the various ministries to 
provide explanations, clarifications and additional information. At this point the transparency in 
the process could be weakened.  
 
112. The law provides limited enforcement mechanisms to assure that relevant ministries 
meet the deadline for approval and allows ministries to issue necessary approvals after the 
Conditional Registration Certificate is issued by the CDC.36 Thus, an enterprise may receive 
QIP certification, but be unable to begin operations if, for example, a factory operating license is 
not yet provided by MIME.  
 

c.  View of the Government  

113. Officials interviewed at the CDC agree that in practice the LOI favors large enterprises. 
Although the wording of the LOI does not prohibit SMEs from obtaining investment incentives, in 
practice they are not eligible. Some CDC staff also recognize the difficulty in successfully 
implementing the one-stop service due to weak cooperation and coordination from the line 
ministries. Delays in issuing qualified investor certificates may continue to occur due to line 
ministry problems in issuing licenses.  
 
4. Land Issues  

a.  Background 

114. The Land Law was revised in July 2000 in an effort undertaken in close coordination 
among ADB, other external funding agencies, and NG0s, and approved by the National 
Assembly in July 2001. The passage of the Land Law in 2001, determined the regime for 
ownership of immovable properties for the purpose of guaranteeing rights of ownership. The law 
supports systematic land registration and the establishment of a legal framework to enforce 
property rights and zoning. Mechanisms for enforcement of the law through securing land 
tenure, reducing land conflicts and facilitating land management are still a major problem facing 
the private sector. The RGC is preparing a framework for land policy with the assistance of the 
German and Finnish Governments through the World Bank as part of the Land Management 

                                                 
36 Article 7 of the amendments to the LOI states that even upon the lapse of the stipulated 28 working days deadline, 

all competent entities shall issue approvals as prescribed in the laws and regulations.   
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and Administration Project (2002 - 2007), whose purpose is to complete land registration in 
Cambodia and strengthen land management capacity. The project will cover 10 provinces and 
one municipality. A second phase beginning in 2007 is also planned. As of April 2003, 80,000 
certificates of land title from a total target of 1 million have been issued through provincial-
municipal Departments of Land Management.37  
 
115. Since a small percentage of all land in Cambodia has been registered, effective land 
titling is necessary to guarantee investors of their property rights as well as to facilitate the use 
of immovable property as collateral to use for commercial financing needs. The RGC’s 
framework for land policy needs to be strengthened in order to enforce property rights, establish 
provincial, municipal and national master plans and implement zoning.  
 

b.  Issues and Constraints  

116. Impediment #1: Access to land: Although there is idle arable land in rural areas 
ownership is unequally distributed and tenure is often insecure. The richest 10% of households 
in surveyed communities owned 40% of the land, whereas the poorest 40% of households 
owned just 12% of the land.38 Only 10% of farmers have legal title to their land. While the World 
Bank is supporting the land titling process, it does not guarantee that all farmers will be able to 
secure land tenure since they may be unable to claim land ownership.  
 
117. Impediment # 2: Need to strengthen land titling: Although the Land Management and 
Administration Project has been successful in its first year in issuing many land titles, much 
more time will be needed to complete the job. While the Land Law provides for the Cadastral 
Administration of the Ministry of Land Management, Urban Planning and Construction to be in 
charge of issuing land titles, land titling has not been a part of the Cambodian culture or 
business environment and is a relatively new concept. Traditional practice is for owners to 
obtain land ownership certificates from commune or district authorities at a very low fee without 
any form of public announcement or investigation of ownership. The validity of these locally 
issued certificates is often questionable, and it is risky for banks to use these certificates for 
perfection of collateral. Land transactions are also risky since verifying ownership is often 
impossible. The investor takes the risk that the seller is not the legitimate owner of the land. An 
obstacle to the land titling effort is the cost to land owners. Although the official cost of obtaining 
a land title is very low, there are often high unofficial fees involved. In addition, registering land 
transactions involves a high fee of 4% of the selling price to complete. Many small investors 
would rather avoid the official process, even at the risk of future complications resulting from the 
lack of an official record of their ownership. Since there is no system of property tax in 
Cambodia, titling and transactions fees, whether official or not, must make up for the shortage of 
funds available to local land management offices. Implementation of a property tax system may 
resolve some of these issues.  
 

c.  View of the Government  

118. The Ministry of Land Management, Urban Planning and Construction is working closely 
with donors to carry out land titling and develop provincial, municipal and national master plans 
for land use. The RGC recognizes the importance of increasing the access of land to farmers 
and is currently trying to determine what should be done concerning concessional farmlands to 

                                                 
37 Land Management and Administration Project figures.  
38 World Bank, Cambodia Country Assistance Strategy: Building the Foundations for Sustainable Development and 

Poverty Reduction, 2000.  
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provide better access to land. Sub-decrees on community forestry and fishery have been 
drafted by the RGC to improve access of natural resources to local residents and small fishers. 
Neither sub-decree has been implemented. The RGC recognizes the need to establish rights of 
access to land and natural resources and to establish land titling as a foundation of those rights.  
 
5. Access to Finance and Insurance  

a. Banking Sector 

1)  Background 
 
119. In 2000 the RGC began a bank relicensing program with the assistance of the IMF and 
ADB to strengthen the banking system by increasing capital requirements to $13 million and 
rating banks based on the CAMELS system. Before the relicensing program began there were 
31 commercial banks. The number has been drastically reduced due to the program and there 
are currently 13 commercial banks and four specialized banks. The commercial banks are made 
up of one state-owned bank, three foreign bank branches and nine locally incorporated banks. 
As of the end of 2002 total assets in the banking system totaled KR 3,358 billion – the 
equivalent of $855 million, or roughly 23% of GDP.39 This represents a 33% increase from 2000. 
At the end of 2002 outstanding loans from commercial banks accounted for approximately KR 
1,094 billion or about $278 million, the equivalent of 7.4% of total GDP. This represents an 
increase of 9% since 2000. The major lending sectors include services and personal 
consumption, wholesale and retail, and manufacturing. Commercial bank deposits increased by 
over 50% since 2000 to KR 2,241 billion or $570 million.  
 
120. According to the NBC, outstanding loans of the specialized banks at the end of 2002 
totaled approximately KR 129 billion or about $32.8 million. Specialized banks carry out both 
SME and micro-finance lending. Deposits totaled $6.2 million. Other than the Rural 
Development Bank, which is state-owned, the other three specialized banks are private 
institutions. Of these institutions ACLEDA Bank is the largest with 68 branches and offices. The 
Rural Development Bank does not lend directly to individual borrowers or SMEs, but instead 
acts as a wholesale bank providing funds to other specialized banks and micro-finance 
institutions, which on-lend these funds to individuals and SMEs. 
 
121. Despite the low level of lending, asset quality in the banking system is poor with 
substantial non-performing loans. 40  The lack of accounting standards and the need to 
implement the uniformed chart of bank accounts introduced at the beginning of 2003 increases 
concern of the accuracy of reported non-performing loans. Due to the perceived credit risk in the 
marketplace and strict prudential regulations of the NBC, the banking sector maintains excess 
liquidity with a large percentage of non-earning assets.41 The banking system provides a narrow 
range of financial products, and loan portfolios tend to be confined to better-known firms.42 The 
high risk and operating costs related to bank lending result in interest spreads of around 13% 
and a prevalence of short-term loan maturities of 3-6 months. While leasing would provide an 

                                                 
39 National Bank of Cambodia. 
40 Financial Sector Blueprint, 2001-2010.  
41 Ibid. 
42 Ibid. 
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alternative to long-term bank financing, the lack of a developed framework for leasing prevents 
banks from entering this business. 43      
 
122.  The Kreditanstalt für Wiederaufbau established an SME financing program in Cambodia 
in April of 2003 in which it will channel 2.5 million Euro to SMEs through a selected commercial 
bank. Although this is a pilot project, it will provide a good case study for SME long-term 
financing in Cambodia. In addition to financing, other programs are also needed to strengthen 
SMEs managerial and technical skills and to provide market information and incubation services 
to assist in their development. 
 

2)  Issues and Constraints 
 
123. Impediment #1: Uncertain enforcement of security interests: Uncertainties regarding 
the enforcement of security interests impede bank lending and contribute to poor asset quality. 
The present collateral registration system is unreliable because of the absence of a legal basis 
for secured transactions and bankruptcy and an inadequate public registration system that 
specifies lenders’ positions and priority rankings in secured property. The collateral registration 
system is cumbersome and requires banks to go through several steps to identify, confirm, and 
register a secured interest.44 The lack of a proper collateral evaluation system also inhibits 
banks from lending.  
 
124. Impediment #2: Limited information about borrowers: The lack of reliable borrower 
information impedes bank lending and leads to poor asset quality. It is very difficult for banks to 
evaluate the creditworthiness of borrowers since few firms produce financial statements and no 
common accounting standards are enforced. Cambodia lacks a credit bureau or arrangements 
for sharing information among financial institutions that can be accessed by all banks. As a 
result, banks are compelled to lend against collateral as the primary source of repayment, which 
is further compromised by a lack of infrastructure in secured transactions. The passage of the 
Law on Accounting and Audit in 2002 should help to improve accounting practices through the 
adoption of Cambodian Accounting Standards and the strengthening of the accounting 
profession.   
 
125. Impediment #3: Lack of liquidity management mechanisms: The lack of liquidity 
management mechanisms resulting from underdeveloped financial markets incurs substantial 
opportunity costs to banks. The banking sector maintains a high level of liquidity because of the 
lack of interbank markets to effectively manage liquidity. In addition, the NBC is unable to 
provide liquidity services to banks to meet temporary liquidity shortages due to the lack of a 
negotiable instruments law.  
 
126. Impediment #4: Weak human resource capacity: The banking system suffers from 
weak human resources capacity. Most banks have difficulty finding qualified staff due to low 
education levels. There is a need in the banking sector for substantial training in basic banking 
operations such as credit analysis, loan monitoring and problem loan management.  
 
 
 

                                                 
43 Two banks interviewed for this report show an interest in providing lease financing for generators and other heavy 

equipment. Both banks indicated that they are waiting for the National Bank of Cambodia to issue regulations to 
govern leasing before they formally enter the market.  

44 Ibid.  
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3)  View of the Government  
 
127. The RGC is committed to implementing financial sector reforms and to strengthen the 
supervision of the banking sector to improve confidence in the system. The RGC is working with 
the ADB to improve the legal framework for the financial sector by establishing a secured 
transactions regime and to strengthen dispute resolution mechanisms through arbitration and 
insolvency laws. The RGC is also examining the options for implementing a deposit insurance 
scheme to build confidence in the banking sector. The NBC is also making efforts to strengthen 
banking supervision.  
 

b.  Micro-finance Institutions  

1)  Background  

128. After the general elections in 1993, donor organizations quickly stepped in to help 
establish the micro-finance sector and by 1994 there were already over 30 MFIs in the country. 
As of the end of 2002 there are approximately 90 MFIs of which three are licensed, 27 are 
registered and about 60 are unregistered NGOs. Many MFIs are supported by funding agencies 
such as the Kreditanstalt für Wiederaufbau and Gesellschaft fur Technische Zusammenarbeit of 
Germany, the United Nations Children’s Fund, International Fund for Agricultural Development, 
and the United States Agency for International Development to name a few. According to the 
NBC, outstanding loans of the three licensed and 27 registered MFIs totaled KR 72.5 billion or 
$18.5 million at the end of 2002. They provide loans to approximately 245,000 borrowers, 
almost three-fourths of them women. The average loan outstanding is KR 296,000 or just over 
$75. If we include ACLEDA’s involvement in micro-finance, total micro-credit in Cambodia is 
close to $25 million.45 
 
129. Access to institutional finance is a major problem for enterprises in Cambodia. Nearly 
40% of the people have no access to formal bank branches and only 6% of total banking sector 
activity is for agriculture and related activities.46 The country’s MFIs provide small loans to rural 
farmers and small businesses but are only able to meet a portion of the demand for borrowing. 
The estimated annual rural finance demand of $120 - 130 million, of which one-third is for micro-
credit ranging from $50 to $300, is only fractionally met from institutional sources.47   
 

2)  Issues and Constraints  

130. Impediment #1: Shortage of funds for micro-finance: There is a demand and supply 
gap for micro-credit. Estimates indicate that just over 300,000 borrowers receive micro-credit or 
only 15% of the rural population.48  As indicated above, only 20% of the demand for rural 
finance is being met from institutional sources. Since institutional sources are insufficient to 
meet demand, the informal sector (friends, relatives, money lenders, etc.) is all that is left to 
make up the difference. Oftentimes the high interest rates and strict conditions imposed make it 
impossible or unwise for rural households to access financing for investment and working 
capital to run their farms or small businesses. More funding from NGOs, donors and private 
investors is needed to fill the gap in the supply of funds. In addition, the infrastructure for 
delivering funds through licensed MFIs needed to be strengthened.  
 
                                                 
45 ACLEDA is classified as a specialized bank by the National Bank of Cambodia and not a micro-finance institution.  
46 Financial Sector Blueprint 2001-2010.  
47 Ibid.   
48 Estimates provided by ADB TA No. 3270-CAM Capacity Building for Rural Financial Services, 2002.  
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131. Impediment #2: Weakness in mobilizing savings: Mobilizing savings from the society 
would help to fill the gap in the supply and demand for micro-credit. Unfortunately, MFIs are 
weak in mobilizing savings. MFIs, including ACLEDA, mobilize savings of approximately $2.6 
million or only 10% of outstanding loans. The low rate of savings is the result of the absence of 
secure and reliable saving facilities, inaccessibility of facilities and the weakness of MFIs to 
manage savings. The lack of long-term funding also prevents MFIs from making term loans, 
which would allow farmers to invest in product diversification or promote processing. This lack of 
funds mobilization from the society means that MFIs will continue to be hampered by a lack of 
available funds for lending.  
 

c.  Insurance  
 
 1)  Background 
 
132. The insurance sector is comprised of three private insurers and one SOE, CAMINCO. 
Most policy purchasers in Cambodia are foreign investors and international organizations with 
the main sources of business being auto, health, marine, property and cargo. The Insurance 
Law was passed in 2000 and covers property insurance, life and personal insurance; 
compulsory third party motor vehicle insurance and insurance for passenger transport; 
insurance agents and brokers; and legal penalties. The Sub-decree on Insurance outlines in 
detail the framework for compulsory insurance for motor vehicle third party liability, construction 
insurance and insurance for passenger transport. It also outlines the rules for licensing 
insurance companies, agents, brokers and loss adjustors. The sub-decree also provides rules 
on solvency margins for insurance companies. Insurance agents and loss adjusters obtaining a 
license are required to deposit $10,000 at the National Treasury while licensed insurance 
brokers must deposit $50,000. In addition, brokers should also have professional liability 
insurance of $500,000. According to insurance industry representatives, these requirements 
hinder the development of the industry by creating a high cost of entry into the profession. As a 
result, insurance companies are forced to deal directly with clients rather than through brokers. 
This adds much cost to the insurance companies’ operations.  
 

2)  Issues and Constraints 
 
133. Impediment #1: Implementation of compulsory insurance: An effective enforcement 
and monitoring mechanism to implement compulsory insurance needs to be established. 
Although the Sub-decree on Insurance has been passed and establishes compulsory insurance 
for motor vehicle third-party liability, construction insurance and insurance for passenger 
transport, this is not enforced by government authorities. Compulsory insurance creates an 
important policy-driven demand for insurance. A better developed insurance sector would 
greatly benefit the private sector by helping investors mitigate investment risks. The role of the 
police and judicial system are important in assuring insurance claims are correctly filed and that 
dispute mechanisms are in place to assure a sound foundation for the insurance industry. More 
awareness of the importance of insurance is necessary to increase its use in the society. To that 
end the RGC indicates that it is making attempts to raise awareness regarding compliance and 
the use of insurance in Cambodia.49 
 
 134. Impediment #2: Competitive framework: Without a competitive framework it would be 
difficult to implement and develop compulsory insurance. The RGC has taken an important first 

                                                 
49 International Finance Corporation, Summary of Working Group on Banking & Finance at the National Bank of 

Cambodia on January 16th 2003 
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step toward private sector development in the insurance sector by adopting a privatization policy 
for CAMINCO. However, the RGC needs to make an effort to divest its ownership of CAMINCO. 
Since MEF is the supervisor of the insurance industry and CAMINCO is government owned, 
there is an inherent conflict of interest affecting competition in the market.  
 

3)  View of the Government  

135. The RGC is committed to increasing the awareness of insurance and to implement 
compulsory insurance. It is also committed to implementing effective supervision of the 
insurance industry. The RGC plans to privatize CAMINCO to transform the sector into a more 
market-oriented system.  
 
6. Taxation  

a.  Background 
 
136. Government revenues have been gradually increasing since the late 1990s particularly 
as a result of the implementation of the value-added tax (VAT) in 1999. As seen in table 1 
above, government revenues have increased as a percentage of GDP from 8.1% in 1998 to 
11.2% in 2002. Indirect taxes and import duties provide the lion’s share of the revenue with 
direct taxes such as payroll and profit providing less than 10% of total revenues.  
 
137. The Law on Taxation was enacted in 1997. The law contains chapters on the following 
types of taxes: 1) tax on profits; 2) tax on salary; 3) value-added tax; and 4) excise taxes on 
certain merchandise. Amendments to the Tax Law have been made for revising the method for 
taxing dividends and clarifying depreciation schedules and methodologies. Enterprises pay 
profit tax according to tax regimes based on annual turnover. The assessment for taxes on 
profits is made according to the size of the enterprise. Under the real regime of profit tax, 
industrial enterprises with annual turnover of over KR 500 million and service sector enterprises 
with over KR 250 million are required to file financial statements with the Tax Department of the 
MEF. Below this figure, enterprises pay profit tax based on the estimated regime with the 
exception of enterprises providing goods and services to the Government, who enter the real 
regime with annual turnover of KR 125 million or more. All real regime taxpayers are required to 
obtain a tax license and pay an annual patent tax registration fee, which is currently KR 
1,140,000. All real regime taxpayers must obtain commercial registration from the MoC.  
 
138. Under the estimated regime, profit and turnover taxes are determined based on 
estimates of enterprise sales made by the Tax Departments at the provincial-municipal level. 
These are typically monthly lump-sum amounts determined through a negotiated process, and 
include both profit and turnover taxes. There is a need to develop better procedures and 
manuals for calculating the estimated tax in order to reduce the discretionary decisions or 
negotiations between staff and taxpayers. These negotiated amounts result in some enterprises 
under this regime paying less than their fair share. Not only does this reduce to government’s 
revenue, but it distorts market competition by allowing some enterprises to pay less than others.   
 
139.  Under the Technical Cooperation and Assistance Program (TCAP) sponsored by IMF, 
UNDP, Department for International Development (DFID), and ADB, the Tax Department is 
receiving technical assistance to develop tax policy and strengthen tax administration. A large 
taxpayer unit has been set up to work with approximately 500 of the largest enterprises in the 
country to improve tax collection. Large taxpayers are defined as those with annual turnover of 
more than KR one billion. A similar medium taxpayer unit has also been established to focus on 
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tax collection of medium-sized enterprises paying under the real regime. Medium taxpayers are 
defined as industrial enterprises with annual turnover between KR 500 million and KR one 
billion and service sector enterprises with between KR 250 million and KR one billion. There are 
approximately 2,000 registered medium taxpayers. Medium taxpayers in the real regime are 
managed at the Tax Department at the ministry level. However, as part of the program to 
improve the efficiency of tax administration, several provinces have developed medium taxpayer 
units starting in 2000 to manage the medium taxpayers in their provinces.  
 
140.  Profit taxes in the real regime system are based on self-assessment filings by the 
taxpayer followed by auditing by the Tax Department. TCAP is also working with the Tax 
Department to develop procedures and rules to remove discretion in the estimated tax regime 
and has recommended that the revenue threshold for entering the real regime be revised to 
include more enterprises currently paying based on the estimated regime.50    
 

Table 16: Structure of Central Government Revenue, 1997- 2002 
(Billion Riel) 

 1997 1998 1999 2000 2001 2002 

Total revenue        881.1        942.6     1,316.1     1,408.6      1,520.3  1,743.9 

Tax revenue        597.5        679.3        947.6     1,026.0      1,087.4  1,227.1 
  Direct taxes          43.6          55.5          82.7        135.6         140.4  131.6 
    Wage tax            5.7            8.5          10.6          13.2           19.0  19.4 
    Profit tax          35.0          42.1          63.8        100.9         112.8  102.6 
    Property tax            2.6            4.7            5.7            7.1             8.3  9.7 
    Tax on unutilized land            0.3            0.2 - - - - 
    Other income taxes - -            2.6          14.4             0.3  - 
  Indirect taxes        206.5        247.5        431.5        500.0         571.2  671.7 
    Turnover tax          46.6          65.9          21.8          12.6             9.9  7.9 
    Consumption tax          75.2          90.1 - - - - 
    VAT - -        313.6        371.6         402.8  449.4 
    Excise taxes          74.1          76.1          91.8        112.6         154.8  210.3 
    Others          10.6          15.4            4.3            3.2             3.7  4.0 
  International trade tax        347.4        376.3        433.4        390.4         375.8  423.8 
    Taxes and duties on imports        335.5        372.5        415.3        372.8         364.1  407.8 
    Taxes on exports            9.9            2.7          16.5          15.8           10.0  14.4 
    Penalties            2.0            1.1            1.6            1.8             1.7  1.5 
Nontax revenue        271.3        230.1        354.8        353.3         423.8  500.5 
Capital revenue          12.3          33.2          13.7          29.3             9.1  16.3 
Source: IMF Country Report No. 03/59, March 2003 (Based on figures from the Ministry of Economy 
and Finance) and Cambodia Statistical Yearbook 2003.  

 
141. The Tax Law also requires enterprises under the real regime of taxation to pay a 
minimum tax of 1% of turnover, with the exception of investors obtaining tax incentives under 
the LOI. The annual profit tax may be reduced by the minimum tax that is actually paid. The 
minimum tax requirement means that enterprises failing to earn a profit are still required to pay 
                                                 
50 Strengthening Economic and Financial Management Project / Technical Cooperation Assistance Program (TCAP), 

Annual Progress Report, International Monetary Fund, December 2002.  
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tax based on their revenues and not on the net income. This is a disincentive to business 
expansion since increased revenues will automatically result in an increased tax burden 
regardless of the additional expenses incurred and the depreciation of fixed assets and 
equipment.  
 
142. The RGC instituted the VAT on January 1, 1999 by imposing a tax of 10% on the supply 
of taxable goods in Cambodia. As seen in table 16 above, VAT collections have resulted in a 
significant increase in government revenues. The VAT applies only to the supply of goods or 
services from enterprises subject to the real regime system of taxation. VAT is imposed for the 
import of goods into Cambodia, but is not levied on exports. The taxable seller must calculate 
10% of the value of the goods sold and then subtract the input credits for VAT paid on raw 
materials purchased by the seller. If the input credit exceeds the amount owed on value of 
goods sold, the Tax Department will refund the balance to an exporter or will issue a credit to a 
non-exporter. Certain items, such as entertainment expenses and the purchase of automobiles, 
gasoline and diesel do not qualify as input credits. For manufacturers who use large amounts of 
fuel to power electrical generators and for delivery of goods, the inability to credit the VAT from 
these inputs increases the cost of production.  
 

b.  Issues and Constraints 
 
143. Impediment #1: Narrow tax base: It is generally recognized that the tax base in 
Cambodia is very narrow. SMEs have limited tax burden under the estimated regime due to 
negotiated assessments. Most informal enterprises pay no profit taxes at all. As a result, much 
of the tax burden is carried by larger enterprises filing under the real regime system. In fact, 
many enterprises filing under the estimated regime are large enough to enter the real regime. 
However, there is little incentive for enterprises to enter the real regime, since the tax burden 
would almost certainly rise. At the same time there is little incentive for tax collectors at the 
provincial-municipal level to force enterprises to enter the real regime, thereby exiting the 
estimated regime, since it would become more difficult to exercise discretionary authority over 
them. The tax system provides disincentives for small enterprises to grow due to increased 
taxes and the complication of preparing financial statements. Enforcement of the tax system is 
also limited by the incentives tax collectors have to keep enterprises in the estimated regime 
due to the non-transparency of the system and the ability to negotiate assessments with 
enterprise owners.  
 
144. Impediment #2: Lack of accounting standards and weak auditing capacity: The 
lack of formal accounting standards and weak auditing of enterprises in the real regime also 
creates an unleveled playing field and results in discretionary decision making and non-
transparency, which benefits some enterprises over others. The adoption of the Law on 
Enterprise Accounting and Audit in 2002 is a positive step forward in assuring enforcement of 
tax laws through the establishment of a National Accounting Council to adopt accounting 
standards and a code of ethics. The National Accounting Council has adopted Cambodian 
Accounting Standards based on international accounting standards. The ability of the RGC to 
enforce these standards will depend heavily on the capacity level of local accountants and 
auditors. For this reason the law has also established the Institute of Khmer Certified Public 
Accountants and Auditors to develop professional standards, training programs and to 
eventually certify auditors. Since accounting skills and experience are so limited in Cambodia, 
much outside assistance will be needed to develop the capacity of the institute before it can 
effectively contribute to the implementation of Cambodian Accounting Standards. At the 
enterprise level, much training will be needed before the new accounting standards can take 
hold. Real regime taxpayers have until the end of 2004 to adopt most standards.  
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c.  View of the Government  

145. The RGC is strengthening its tax administration through the TCAP program. It intends to 
improve the capacity of the Tax Department in tax collection and to increase the tax base by 
implementing a more equitable tax framework. The MEF is decentralizing oversight of medium 
taxpayers in the real regime to higher capacity provincial tax departments. There is also 
discussion about transferring more enterprises to the real regime from the estimated regime to 
improve transparency and remove room for discretion of tax authorities.   
 
7. Access to Domestic and Foreign Markets  

a.  Background 
 
146. The size of the local market is relatively small due to the low purchasing power of the 
population. With an average per capita income of approximately $250, demand for local 
consumption is limited compared to larger neighboring markets in Thailand and Vietnam. Poor 
road infrastructure and a lack of storage facilities force most small businesses to sell their 
products locally. Unfair competition from smuggled imports allows cheaper and high quality 
products to enter the market without paying tariffs and VAT. Foreign markets are even more 
difficult to access due to limited market information, low quality and the high cost of export 
processing. The fact that the garment sector accounts for three-fourths of all exports shows the 
lack of export competitiveness of other sectors.  
 

b.  Issues and Constraints 
 
147. Impediment #1: Pervasive smuggling: The Private Sector Forum Manufacturing and 
SME Working Group identifies smuggling as the most significant issue manufacturers face in 
maintaining competitiveness. 51  The RGC itself also recognizes the pervasiveness of the 
problem. Nevertheless, the problem persists mainly due to the country’s long porous borders, 
which are difficult to monitor, fairly high tariffs on imported consumer goods and petroleum and 
the low salaries of border guards and customs officials, which increases the incentive for 
smuggling. Based on a study issued in April of 2001 by the International Business Club, lost 
border taxes resulting from the smuggling of petroleum, beverages, cement and cigarettes totals 
$32 million per year. Although the RGC has established an anti-smuggling task force under the 
Customs and Excise Department (CED) as part of GAP, the private sector claims that little 
significant movement regarding the prevention of smuggling has been seen and that it is 
causing substantial disruptions to the business viability of many manufacturers.52 Smuggling is a 
major issue, not only for the petroleum distribution companies and international manufacturers, 
but it also affects local consumer goods makers who are damaged by the unfair competition. 
Since the SME manufacturers must pay tariffs, excise taxes and VAT on their imported inputs 
and equipment, it is difficult to compete with finished products flowing in tax-free.  
 
148. Impediment #2: Limited market information: The local manufacturing sector is limited 
in its market access due to a lack of market information. Poor road conditions, limited internet 
and other telecommunication services and a lack of associations to assist in gathering 
information about quality and design requirements make it difficult for local producers to meet 
both domestic and foreign market demand. More Government support is needed to improve the 

                                                 
51 International Finance Corporation, Summary notes on the 6th Private Sector Forum at the CDC on August 7th 2002. 
52 International Finance Corporation, Summary of Manufacturing and SME Working Group meeting, January 9, 2003.  
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marketing ability of local producers, especially SMEs, through trade fairs and the provision of 
market information. 
 
149. Impediment #3: Burden of export processing: The garment sector complains often 
about the burden of export processing. According to a supply chain study sponsored by the 
World Bank, export processing accounts for almost $400 in administration cost for each 
container of garments sent abroad.53 While the RGC recognizes there are difficulties caused by 
high unofficial payments and unreliable clearance and processing times, it needs to take 
stronger actions to streamline procedures and improve transparency. The section below on the 
issues and constraints facing the foreign sub-sector explains this issue in more detail.  
 

c.  View of the Government  

150. The RGC has established an anti-smuggling task force headed by the CED to combat 
illegal imports. The Prime Minister has publicly recognized the problem by stressing the need to 
strengthen the mechanism against smuggling including an armed intervention force.54 Still little 
progress has been made to stop smuggling.  
 
151. To improve market information the RGC is advocating the role of the Chamber of 
Commerce to increase the dissemination of business opportunities and to establish 
relationships with economic sources inside and outside the country. The MoC’s Department of 
Internal Trade has increased its trade fair and other promotional activities. As part of the 
Integrated Framework, the RGC plans to improve its capacity in export processing. The RGC 
also hopes to develop export processing zones to promote export development by providing 
high-quality infrastructure and minimizing customs formalities.  To that end the RGC is working 
with JICA to carry out a feasibility study of such a zone in Sihanoukville and has drafted a Law 
on Industrial Zones, which has been passed by the Council of Ministers.  
 
8. Import of Equipment and Raw Materials 

a.  Background 
 
152. Manufacturers in Cambodia import a high percentage of raw materials for production. 
Firms also utilize a variety of equipment to produce their goods, almost all of which is 
imported. 55  Several firms use equipment assembled on-site, but these too are built from 
imported components. 
 

b.  Issues and Constraints  
 
153. Impediment #1: Tariffs and taxes increase input costs: Although tariff rates were 
decreased for many items in 2001 and more reductions are planned in 2003, the RGC has 
increased excise tax rates on major import categories as a revenue compensatory measure. 
Excise taxes were raised on beverages, tobacco, passenger vehicles, motorcycles and 
petroleum products. In particular, the excise tax on petroleum products has a high impact on 
manufacturers by increasing the cost of energy and transportation. Many manufacturers use 
their own diesel power generators to produce electricity so the excise tax has a big impact on 
overall production costs.   
                                                 
53 World Bank Aide Memoir for private sector strategy mission, December 2002.  
54 IFC, Summary notes on the 6th Private Sector Forum at the CDC on August 7th 2002. 
55 Mekong Project Development Facility, The Private Manufacturing Sector in Cambodia: A Survey of 63 Firms, 

November 2000.  
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154. Impediment # 2: Too many unofficial fees: There are many unofficial taxes on 
imports, which can add up to significant amounts. The regulatory framework allows as many as 
ten agencies to be represented at international checkpoints, with at least five always present.56 
The agencies involved in processing and inspecting imports include the MoC’s, agency in 
charge of monitoring the quality of imports and export (Camcontrol), the CED, the Ministry of 
Health, MAFF, the Police Frontier Defense Department and Economic Police from the MOI and 
provincial-municipal authorities. Sub-decree number 64, approved in July of 2001, attempts to 
rationalize the presence of government agencies at border checkpoints. Camcontrol, the Police 
Frontier Department and CED are to be represented at every border checkpoint. Despite the 
sub-decree other legislation allows additional ministries to have a role in monitoring border 
checkpoints. The duplication of intervention in the import process raises the uncertainty, cost 
and time needed to import production inputs. Results of a supply chain study done by the World 
Bank provide a good example of the cost involved in import processing. According to the study, 
import clearance for materials to produce enough denim jeans to fill a 40 foot container costs 
$434 or 46% of total administrative costs involved in importing, producing and exporting.57   
 
 c.  View of the Government 
 
155. The RGC has reduced the number of tariff bands from 12 to 4 and is planning to reduce 
the unweighted average tariff rate to below 15% to meet IMF requirements. The RGC is 
planning to reduce the tariff rates on certain types of fabric used by the garment industry from 
35% to 7% and will not compensate by raising excise duties. As part of the Integrated 
Framework and accession to WTO, the RGC has committed to improving customs processing. 
The RGC has recognized the need for technical assistance in several areas such as the 
legislative framework, valuation procedures, trade evaluation and reporting and assessing the 
impact of trade on the economy. It recognizes that many non-tariff barriers remain resulting in 
bureaucratic costs (unofficial fees) and that a low cost trade facilitation system is necessary.  
 
9. Governance and Corruption 

 a.  Background 
 
156. The RGC is currently implementing the GAP issued in 2001 and is preparing a second 
GAP to be issued by the end of 2003. The RGC has made progress in achieving its GAP goals 
in public finance and military reform as well as land management. In the area of public finance 
reform, the government has taken actions to increase revenue and improve budget 
management. Government revenues increased from 8.1% of GDP in 1998 to 11.2% in 2002. 
This increase was a result of reforms in the tax and customs administration. Furthermore, the 
government has completed several actions to enhance budget management, most notably 
improving disbursement of funds to social ministries and establishing a National Audit Authority 
to increase the accountability of government officials. 
 
157. The RGC is making progress in implementing its military reform program. To achieve its 
goal of lowering military spending, the government discharged 1,500 soldiers in 2000 and 
15,000 in 2001 removing them from the government payroll. As the result, the government 
lowered overall defense and security (i.e., police) spending to about 18% of total expenditures in 

                                                 
56 Cambodia: Integration and Competitiveness Study.  
57  “Towards a Private Sector Led Growth Strategy for Cambodia: A Value Chain Analysis,“ World Bank study 

prepared by Global Development Solutions, June 2003.   
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2001. This allowed the RGC to increase spending in the areas of health, education, agriculture, 
and rural development. 
 
158. To help reduce poverty, ensure private persons’ rights to land, and reduce land theft, the 
government is undertaking efforts to systematically issue legal land titles, and improve its ability 
to develop and implement land policies. With assistance from the ADB, the government adopted 
a new Land Law in July 2001. The Land Law clarifies private property rights and establishes the 
RGC’s responsibility for carrying out systematic land registration and maintaining records of 
land ownership. 
 

Table 17: Donor Assistance on Governance Reform 

 Policy measures/ 
regulatory framework 

Institutional 
Development Capacity Building 

Public finance  ADB, IMF  IMF, World Bank IMF 

Public Administration UNDP, World Bank IMF UNDP, World Bank, 
Japan 

Military  Australia 

World Bank, UN, 
WFP, Japan, 

Canada, Germany, 
Netherlands, 

Sweden 

Australia, China, 
France, India, and 
Vietnam, Japan 

 

Decentralization UNOPS, ADB, 
UNDP, World Bank 

UNDP, NGOs, World 
Bank 

UNDP, NGOs,  
World Bank, Japan 

Legal and Judicial  France, Japan, 
World Bank, USAID World Bank, USAID UNDP, Japan, World 

Bank, USAID 

Land Reform ADB, World Bank, 
Japan 

World Bank, Finland 
& Germany World Bank 

Civil Society   NGOs, USAID, 
Japan 

NGOs, USAID, 
Japan 

 
 

b.  Issues and Constraints 
 
159. Impediment #1: Lack of progress toward judicial reform: The RGC has taken some 
preliminary actions to develop the legal framework for judicial reform but has made limited 
progress towards increasing the independence or competence of the judiciary. The RGC’s 
primary commitment in this area is to finalize a strategy document to describe how it would 
accomplish several reform actions, such as producing and updating a comprehensive archive of 
Cambodian laws, enacting a code of ethics for judges, requiring judges to declare their assets, 
separating the budget for the courts from the Ministry of Justice’s budget, and strengthening the 
Supreme Council of the Magistracy — the judiciary’s independent oversight body. 
 
160. Impediment #2: Few actions to curb corruption: The National Audit Authority has 
been established to increase risks associated with engaging in corrupt activities and enhance 
accountability of public officials. However, the RGC has not completed other critical reforms in 
this area. For example, the government has not adopted codes of ethics to guide the behavior 
of public officials and judges or required public officials to declare their assets. It has also not 
enforced regulations meant to decrease corruption in public procurement. Although the RGC 
submitted a draft anti-corruption law to the National Assembly in June 2003, much work will be 
needed to assure its passage and implementation.   
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161. Impediment #3: Fundamental actions not taken to reform public administration: 
The RGC has taken actions to achieve public administration reform. However, one of the most 
critical ones, the defining of the roles of each ministry, remains incomplete. In its National 
Program for Administrative Reform, the government committed to take actions to achieve four 
goals. These goals are to: (i) make public institutions more efficient; (ii) transfer responsibilities 
to local governments; (iii) improve management of the civil service, and (iv) select civil servants 
to carry out reforms quickly. The RGC has taken some positive initial steps in its reform program 
including completing a census of civil service employees in 2000. Through this census, the RGC 
eliminated more than 8,000 “ghost workers” from the civil service payroll.58 It also used data 
from the census to automate the civil service payroll throughout the country. Additionally, the 
government increased the salary of civil servants by 44% in 2002 as an incentive to improve 
performance. However, the RGC has shown limited success in improving the efficiency and 
management of public institutions. 
 
162. To improve the management of the civil service and to enhance staff motivation, the 
government has committed to implementing a merit-based pay scale and a Priority Mission 
Group program, which will select teams of the most qualified civil servants to lead reforms in 
each ministry. These two programs, however, have not been fully implemented.  
 
163. Impediment #4: Need to strengthen decentralization of decision making: The RGC 
has begun a decentralization effort to foster rural development and empower local communities 
to plan and manage their development. The Law on Commune Administration in 2001 and the 
commune elections held in February 2002 were important steps in decentralizing rural 
management. To support and strengthen decentralization the RGC has implemented a 
deconcentration process to devolve power to local communities in order to enhance democracy 
and improve the efficiency of public services at the grassroots level. Decentralization has three 
objectives in Cambodia: 1) to devolve decision making to autonomous local governments 
(Commune/Sangkat); 2) to establish Commune Councils to participate in planning, management, 
and resource mobilization; and 3) improve service delivery.  
 
164. The RGC’s SEILA program was initiated in 1996 with assistance of the UNDP and the 
Swedish International Development Agency to formulate and test decentralization of planning, 
financing and implementation of local development. With the expansion of support to the 7 
remaining provinces, SEILA has achieved national coverage in 2003. The SEILA program 
highlights key issues and constraints for decentralization and reform in Cambodia. The absence 
of legal clarity regarding the status and scope of authority of provinces, municipalities, and 
districts enables a “top down” mentality of planning and instructions to persist. This limits the 
ability of local communities to direct their own development. While there is recognition among 
provincial leaders that public participation in decision-making is critical to good governance, 
officials have not developed mechanisms to ensure direct access by citizens to the decision-
making process. Much work needs to be done to build open decision-making systems within 
government. Weaknesses in human resources for financial monitoring, accounting, contracting, 
regulatory roles, reporting, project appraisal and technical expertise also raise questions about 
the ability to implement decentralization measures in the short to medium term. SEILA has also 
demonstrated problems that arise when planning is not sufficiently linked with financing. The 

                                                 
58  “Ghost” workers are those workers that were once employed in the civil service but have since left their 
government positions and yet remain on the payroll. The RGC claims that more than 8,000 of these workers have 
been removed from the payroll, representing a savings of more than $1.2 million per year. 
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usefulness of decentralized planning and local support for projects tends to diminish when 
financing later proves unavailable. 
 

c.  View of the Government  

165. The RGC has repeatedly stated its commitment to improving governance so as to attract 
investment and to enhance private sector development. Cambodia faces three crosscutting 
challenges: a weak legal and judicial system, endemic corruption, and ineffective public 
administration. The RGC recognizes that unless it improves progress in reforming governance, 
efforts to reform other areas of the economy will be limited. Implementation of the GAP to deal 
with deficiencies in the governance framework is a major priority of the RGC.  
 
10. Conclusion  

166. There are many areas in which the RGC must focus its reforms to improve the business 
environment. Administrative costs to doing business are a major obstacle since they are non-
transparent and unpredictable. Reforms in licensing, inspections and import and export 
facilitation would be a major improvement to the business environment by reducing government 
intervention and reducing significant costs and uncertainties. The development of export 
processing zones could have a positive impact for some businesses, but should not replace 
efforts to limit government intervention throughout the economy. Market access is also hindered 
by the lack of information about quality and design requirements and about market demand both 
internally and externally. To meet the quality demands of consumers, more market information 
is needed. The Chamber of Commerce, business associations and the Government can play a 
large role in improving access to information about markets. Capacity building can also be an 
important function of business associations as illustrated by the technical training carried out by 
the Garment Manufacturers Association of Cambodia (GMAC). Such cooperation within 
industries could be an important step in the process of improving market access and would help 
industries to improve advocacy for reforms.  
 
B. Social Infrastructure  

1. General Education System 

a.  Background 
 
167. Cambodia’s current human resource base has been devastated by almost two decades 
of war and isolation, including the destruction of the education system in the 1970s, and by the 
subsequent low levels of public expenditure on education. The education budget has stagnated 
well below international norms, with public expenditure on education at 1.85% of GDP in 2002.59 
The under-resourcing of the education sector has increased reliance on households and donor 
contributions to the point where 46% of education expenditures are provided by donors and 
NGOs and 27% by private households compared to 27% by the Government. The result has 
been low labor productivity and skill levels. Poor education is therefore perpetuating the cycle of 
poverty and contributing to weak governance.  
 
168. In spite of severe constraints, Cambodia has made significant progress in expanding 
access to primary and secondary schooling during the past 10 years. Nine-year basic education 
has been introduced. Primary school enrollments increased from 1.9 million in 1996 to 2.7 

                                                 
59 Cambodia Statistical Yearbook 2003, National Institute of Statistics, 2003. 
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million in 2002. Gross enrollments for primary and lower secondary education are 90% and 
23%; while net enrollments for primary and secondary education are 86% and 14%.60 Lower 
and upper secondary enrollments have increased during the last two years by 6% and 28%. 
The youth literacy rate (age 15-24) has shown an increase from 69.9% in 1985 to 78.9% in 
2000.61 Other achievements include nationwide provision of instructional materials; construction 
and rehabilitation of several thousand classrooms; nationwide teacher development programs; 
reorganization of the Ministry of Education, Youth and Sport (MOEYS) organizational and 
management structures; initial capacity building for central and provincial planners, managers, 
and district and school supervisors; and strengthened education management information 
systems. 
 

Table 18: General Education, 1995/96 – 2001/02 

 1996-97 1997-98 1998-99 1999-00 2000-01 2000-02 

Number of students 2,246,051 2,314,823 2,402,167 2,553,229 2,796,773  3,170,492 
Primary education (1-6) 1,918,485 2,011,772 2,094,000 2,211,738 2,408,109  2,705,453 
Secondary education  327,566  303,051  308,167  341,491  388,664  465,039 
   Junior high school (7-9)  265,895  229,102  226,057  233,278  283,578  351,635 
   Senior high school (10-12)  61,671  73,949  82,110  108,213  105,086  113,404 

Number of schools  5,356  5,501  5,643  5,777  6,130  6,438 
Primary education (1-6)  4,899  5,026  5,156  5,274  5,468  5,741 
Secondary education  457  475  487  503  662  697 
   Junior high school (7-9)  351  350  355  363  511  534 
   Senior high school (10-12)  106  125  132  140  151  163 

Educational personnel  67,852  69,684  71,543  73,304  76,120  79,403 
Primary education (1-6)  47,147  48,460  49,400  50,188  52,168  54,519 
Secondary education  20,705  21,224  22,143  23,116  23,952  24,884 
   Junior high school (7-9)  17,459  17,388  17,570  18,020  18,952  19,650 
   Senior high school (10-12)  3,246  3,836  4,573  5,096  5,000  5,234 

Memorandum items       

Students per educational 
personnel  33  33  34  35  37  40 
Primary education (1-6)  41  42  42  44  46  50 
Secondary education  16  14  14  15  16  19 
   Junior high school (7-9)  15  13  13  13  15  18 
   Senior high school (10-12)  19  19  18  21  21  22 
Source: Cambodia Statistical Year Book 2003 (from the Ministry of Education, Youth and Sport) 

 

                                                 
60 Gross enrollment rate is the rate of total enrollment, regardless of age, to the population of the age group that 

officially corresponds to the level of education shown. Net enrollment rate is the rate of the number of children of 
official school age (as defined by the national education system) who are enrolled in school to the population of the 
corresponding official school age. 

61 World Development Indicators Database, April 2003. 
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169. Despite these significant gains, several issues pertaining to development of the 
education sector remain unresolved, especially for equitable access, quality improvement, 
financial management and efficiency. These issues were the main elements in the government 
education reform process that began in mid 1999. The reform is a concerted effort by MOEYS, 
ADB and other aid agencies. These education reforms are broadly consistent with the National 
Program for Administrative Reform, public finance reforms, and decentralization and 
deconcentration policies. The key policy elements and implementation plans are refined through 
the Government-led Education Strategic Plan (ESP) and the Education Sector Support Program 
(ESSP) 2001-2006. The overall goal of the ESP and ESSP is to contribute to the achievement 
of the government’s poverty reduction strategy through pro-poor systemic and targeted 
interventions. 62  
 
170. The first phase of ESSP focuses on basic education while the second phase from 2004 
will accord greater emphasis on post-basic education. ADB is supporting ESSP through a loan 
of $38 million through the education sector development program. Several other donors, 
including the European Commission, Swedish International Development Agency, Japan and 
other bilateral donors are also pitching in to support ESSP. The first six-year phase of the ESSP 
is projected to cost around $725 million, of which the government is expected to provide two-
thirds and funding agencies one-third. In the Initial Medium-Term Financing Policy Framework 
for Education 2001-2005, the RGC is committed to raising the education sector share of the 
national budget from the 1999 level of 13.7% to 21.5% by 2005, and from 1.3% of GDP to 2.4%. 
Net enrolment rates for primary and lower secondary education are planned to reach 95% and 
50% respectively by 2005 with gender parity.  
 

Table 19: Donor Assistance on Human Resource Development 
  

Pre-School Primary Lower 
Secondary 

Upper 
Secondary 

Higher 
Education 

Vocational/ 
Technical 
Education 

Non-formal 
Education 

Education Policy UNESCO, UNDP, ADB, EU, JICA, USAID, DFID, WB 

E
du

ca
tio

n 
ad

m
in

is
tra

tio
n 

Financial Capacity 
Building AusAID 

Improvement in 
quality of education 
information 

EU, UNICEF, ADB 

S
ys

te
m

 
Im

pr
ov

em
en

t 

Reform of exam 
system AusAID 

Teachers training NGOs 

USAID, 
UNIC, 

EF, EU, 
NGOs 

DFID, 
NGOs, 
France 

JICA, 
NGOs 

NGOs, 
AusAID, 
France 

ADB, 
France, 

GTZ, ILO, 
UNDP, 
NGOs 

NGOs, 
UNESCO, 

ADB, 
GTZ 

Improvement in 
curricula  ADB, 

NGOs 

ADB, 
France, 

EU, DFID 

ADB, 
DFID, 
France 

NGOs 
GTZ, ILO, 

UNDP, 
NGOs 

ILO, 
UNDP, 

UNICEF 

Im
pr

ov
em

en
t i

n 
Ed

uc
at

io
n 

S
er

vi
ce

s 

Development of 
textbook and 
teaching materials 

NGOs ADB, 
NGOs 

ADB, 
France, 

EU, DFID 

ADB, 
DFID, 
France 

NGOs 
GTZ, ILO, 

UNDP, 
NGOs 

 

E
du

ca
tio

na
l 

In
fra

st
ru

ct
ur

e 

School Facilities 
Building NGOs 

WB, 
Japan, 

EU, 
NGOs 

WB, 
ADB, EU, 

NGOs 
ADB ADB, 

France 

ADB, 
France, 

GTZ, ILO, 
UNDP, 
NGOs 

 

Source: Nippon Koei Report to JICA, November 2002 

                                                 
62 “Education Sector Development Partnership,” Ministry of Education, Youth and Sport. 
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171. The RGC has adopted a sector wide approach (SWAP) for the education sector in 
recognition of the disappointing sector performance and the limited development impact of 
external assistance of $30-40 million per year in 1994-1999. Through a SWAP approach, the 
government hopes to increase its effectiveness in using resources for education. SWAP focuses 
initially on basic education, but with growing attention to public-private partnership in post-basic 
education. There is strong government and MOEYS leadership and ownership of the program 
with local stakeholders responsible for priority setting and program development. All major 
donors are committed to supporting the program through a set of Partnership Principles 
approved by the MOEYS, the Education Sector Working Group of donors and the NGO 
Education Partnership in early 2001. The SWAP approach is enabled by ministry-led monthly 
consultative meetings, an annual joint sector performance review and high level Education 
Round Tables. Annual negotiation on strategy and program adjustment is managed by a joint 
ESSP review appraisal group of high level MOEYS, donor and NGO policy makers.  
 
172. The higher education system comprises five public universities, three semi-independent 
specialized institutes or faculties and six private higher education institutions. All institutions 
have immediate concerns about inadequate financial planning and management, low quality 
facilities and staffing, student admissions and support as well as the relevance of the courses. 
From the government side, the issues such as the legislation and regulatory framework for a 
higher degree of autonomy and institutional accreditation are addressed in the SEDP II.  
 

Table 20: Education Sector Performance Indicators 1999-2005 

Education  1999
(Actual)

2000 
(Actual) 

2005
(Target)

Basic Education  
Primary G1-6 enrolment 2,211,000 2,350,000 2,400,000 
Lower Secondary (LS) G7-9 enrolment 223,000 282,000 850,000 
LS rural participation G7-9 68%  80% 
LS gender proportion G7-9 35% 37% 45% 
Primary G1-6 survival rate 36% 32% 90% 
LS G7-9 survival rate 30%  90% 
Primary G1-6 progression rate 51-82% 62-80% 90% 
Primary to LS G6-7 transition rate 77%  90% 
Average dropout rates G1-9 (2-year cohort 
method) 

11-15% P 
22-30% LS 10-13% 5% 

Net admission rate (G1 new entry age 6)   95% 
Primary G1-6 net enrolment rate  86%  95% 
LS G7-9 net enrolment rate 14%  50% 

Post Basic Education    

Upper Secondary (US) G10-12 enrolment 108,000 105,000 300,000 
US Rural participation G10-12 40%  60% 
US Gender proportion G10-12 34% 32% 40% 
Higher Education enrolment 23,000  Increase 
Higher Education private enrolment share 85%  85% 
Average dropout rate G10-12 (2-year cohort 
method) 10-16%  5% 

Source: Ministry of Education, Youth and Sport 
 
173. Participation in higher education is low at 204 per 100,000 people, and there are 
significant urban/rural and gender disparities in current enrollment patterns. In 1999 total higher 
education enrollment was around 23,000 with approximately two-thirds fee-paying students in 
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public and private institutions. The growth in private provision is a recent trend, stimulated by 
the establishment of a private university in 1997. Forty-five percent of students in public 
institutions and almost all students in private institutions come from Phnom Penh, and a further 
40% of students come from the more urban provinces. There are virtually no students from the 
poorer, more rural and remote provinces. Overall dropout rates for public funded students are 
8% per annum, which is mainly due to social and financial factors. MOEYS is preparing an 
action plan to address these constraints. 
 

b.  Issues and Constraints 
 
174. Impediment #1: Cost recovery and household expenditure on education: The 
overall financing of the education system is still heavily reliant on households’ private 
contributions to education costs. While officially schooling from grades 1-9 is free unofficial 
yearly school fees at the primary level are KR 3,500 per pupil, KR 8,000 at lower secondary and 
KR 10,200 at upper secondary level. At the post-secondary level, the private contributions are 
significantly higher, especially in urban areas. The unofficial school fees do not include other 
educational expenses such as books, uniforms and school improvement fees. The financial 
constraint of students is one of the main reasons for the low completion rate at the primary level. 
Statistics show lower completion rates at higher levels of education. As seen in table 20, it is 
estimated that only 32% of the students completed primary school in 2000 and only 30% of 
students completed lower secondary school. At lower levels children from the poorest quintile 
represent only 5% of enrolment and those from upper secondary levels only 2%. At the 
postsecondary level, the richest quintile constitutes almost 60% of enrolment. 
 

Table 21: Distribution of Labor Force Participants  
by Highest Educational Attainment, Area and Sex (in %) 

Total Phnom Penh Other Urban Other Rural Educational 
Attainment Both Male  Female Both Male  Female Both Male  Female Both Male  Female 

Total  100 100 100 100 100 100 100 100 100 100 100 100 

Not attended school/  
no class completed 18.6 13.4 23.4 9.5 5.7 13.4 17.6 11.4 23.8 19.3 14.1 24.0 

Primary (1-6) 56.4 54.3 58.4 30.5 26.2 35.1 49.6 47.9 51.2 59.0 57.2 60.7 

Secondary (7-9) 18.4 23.0 14.3 28.3 29.1 27.6 23.4 27.6 19.2 17.3 22.1 12.9 

High school (10-12 
secondary diploma) 4.6 6.5 2.8 19.9 23.7 15.9 6.7 9.2 4.3 3.3 5.1 1.9 

Vocational/ Basic Skill 
Training/ OS graduate 
& undergraduate 

1.0 1.5 0.7 6.1 7.9 4.7 2.4 3.3 1.6 0.6 0.9 0.3 

Graduate or higher 0.4 0.7 0.2 5.1 7.2 3.0 0.3 0.5 0.0 0.1 0.4 0.0 

Not reported 0.3 0.4 0.3 0.3 0.3 0.3 0.1 0.0 0.0 0.4 0.1 0.3 

Source: Labor Force Survey of Cambodia, National Institute of Statistics, November 2001. 
 
175. Impediment #2: Gender and urban/rural disparities: Other constraints in access to 
education include a combination of inequitable distribution of facilities, distance and 
transportation barriers, especially in rural areas, as well as social factors linked to direct and 
opportunity costs of schooling. Another factor in the education/poverty trap is the need for 
school age children, often girls, to contribute to household chores and household income 
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generation. In 1999, approximately 25% of the 1.6 million school age children not attending 
school full-time stated household income/work responsibilities as the primary reason.  
 
176. At all levels of education, girls and students from the poorest families and rural areas 
remain underrepresented and underserved. At the primary level, the poorest children and girls 
are more likely to enroll later and drop out earlier for social and financial reasons. As shown in 
table 21, Phnom Penh labor force participants had higher ratios of vocational training (11.2%) 
compared to the Other Urban and Other Rural labor force of which only 2.7% and 0.7% have 
obtained vocational education. Labor force participants with no schooling or who had not 
completed any class were 23.4% for females and 13.4% for males. 
 
177. Impediment #3: Quality of education service providers: While access to education 
has improved, quality improvements are lagging. There are particularly big urban-rural quality 
gaps. About one-half of primary school teachers have had little professional training, and only 
two-thirds have completed lower primary education. It is difficult to place and retain better 
qualified teachers in rural areas. Instructional hours are well under international norms. While 
textbook provision is improving, this will take time to have an impact on quality. The quality and 
relevance of programs at all levels needs urgent review. Student and teacher performance is 
undermined by irregular attendance and inadequate performance incentives for teachers. 
 
178. There has been significant staff training at all levels, including teachers, administrators, 
and planners. The impact of this training effort is, however, undermined by other factors, 
including the absence of performance-based remuneration schemes, inefficient organizational 
and communication systems and inefficient staff deployment and appraisal mechanisms. The 
absence of fundamental legislation and regulations setting out the powers and responsibilities of 
MOEYS and its accountability is a severe constraint. 
 
179. Impediment #4: Government commitment and monitoring system: The 
Government’s resource allocations are comparatively pro-poor, with the highest allocations for 
primary education. Nevertheless, compared with countries in the region, the primary, secondary, 
and higher education sub-sectors are under-resourced. The quality and equity of spending, with 
very low operational budgets and lack of poverty-indexed resource allocation mechanisms, 
needs urgent improvement. Uncertainty over available resources for the education sector is 
reinforced by the absence of clear regulations, accounting and mechanisms for disbursement 
and auditing the funds. Furthermore, the education system remains highly centralized with 
limited delegated authority and few incentives for change and reform. 
 
2. Vocational Training 

a.  Background 
 
180. The priority concern of SEDP II is to develop basic education and technical/vocational 
skills to address the acute problem of low human capability and the under utilization of available 
human resources. ADB together with other aid agencies have assisted the government in 
implementing a National Vocational Training Strategy aimed at developing institutional, 
organizational and technical capability through program development for vocational skills of the 
labor force. Special efforts are being made by the RGC and NGOs to reach women in the rural 
and peri-urban areas to enable them to be productively engaged in agriculture, trade and 
service activities. 
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181. Private sector and NGO-run programs constitute more than 80% of current technical 
vocational education and training (TVET) and continue to be an important source of market-
sensitive supply. ADB has been involved in development of TVET in Cambodia since the 1995 
Basic Skills Project in collaboration with other aid agencies. The objectives of this project were 
to (i) develop training in basic skills needed for construction, tourism, and health care, (ii) 
provide income-generating skills to vulnerable groups, and (iii) improve training capacity. 
Initiatives were followed by a grant to the RGC to assist with the medium to long-term TVET 
policy and organizational development to improve the planning, management and delivery of 
ongoing and planned TVET programs. In the SEDP II, MOEYS prepared a TVET strategic plan 
that identified priorities focusing on more participation from the private sector, especially 
enterprises to provide financial support and expand work-based training.  
 
182. The TVET programs are characterized by diversity and broad field coverage. Programs 
vary from two-week part-time courses (mainly by NGOs to 2-3 year institution-based programs. 
The NGO-sponsored activities are a combination of training for selected government workers 
alongside skills training linked to small enterprise development for unemployed youth, female 
heads of household and soldiers. The Department of Technical and Vocational Education and 
Training of MOEYS is responsible for the three vocational institutions in Phnom Penh that offer 
longer courses, as well as seven Provincial Training Centers, each offering two to four month 
courses in non-farm skills such as motor, radio and TV repair, hairdressing, tailoring or 
carpentry. They also offer shorter week-long courses on specialized farming topics such as fish 
raising, pig fattening or vaccination, onion growing and duck or poultry raising.  
 
183. In 1999 total enrollment in TVET was estimated at 93,000. Enrollment in public 
institutions is around 5,700 with 68,000 in private institutions and 10,000 in NGO supported 
operations.63 In addition, 9,300 students are enrolled in National Training Fund programs, which 
are provided by both the public and private sectors.64  
 

b.  Issues and Constraints  
 
184. Impediment #1: Training standards: There is no standardization in length of program, 
accreditation processes and staff quality. The overlap and duplication of programs between the 
government and NGOs, especially in the agricultural and industrial sectors, is also apparent. 
Another characteristic of the current program profile is the limited attention paid to business, 
management and information technology, which are key ingredients for private sector 
development and better government service delivery. Facilities, equipment and books in many 
government run TVET institutions and training institutes need upgrading. Urban bias, gender 
disparities are also a concern in TVET provision.   
 
185. Impediment #2: Access to training: There are a number of constraints for equitable 
access to TVET programs. The first is accessibility. The uneven coverage in both fields and 
geographical spread limits access. A second constraint is finance. As government subsidies to 
students have declined, fewer students have been able to meet the growing private costs. It is 
estimated that the household share of TVET costs is roughly 80%. This acts as a barrier for 
students from poor families. 
 
                                                 
63 SEDP II: 2001-2005. 
64 National Training Fund (NTF) was established under the TVET component of the Basic Skill Project. The aim of 

NTF is to give financial assistance to eligible training institutions that are unable to fully finance their training 
programs. The eligible training institutions would be those targeting rural poor families, impoverished Cambodian 
youth, orphans, widows, the disabled, demobilized soldiers, victims of war and returnees. 
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186. A serious constraint is the focus on lengthy full-time day programs that restrict access for 
the current work force. This applies particularly for workers at SMEs because their employers 
are often unwilling to release key staff for long periods during working hours. A second barrier is 
lack of knowledge of vocational training opportunities. Roughly three-quarters of small 
businesses are unaware of training centers’ existence.65 
 
187. In determining an appropriate vocational training policy, it is important that the 
assumption not be made that vocational training, simply by its "blue collar" nature, is more likely 
to lead to employment than general education. Policy should be determined with reference to 
the needs of the economy and its structure. This is particularly true in Cambodia's case. Apart 
from the labor-intensive export manufacturing sector, the economy is exceptional for its narrow 
large-scale sector and the overwhelming predominance of SMEs. 
 
188. There is very little training offered to the micro and small enterprise sector, especially in 
business management. The experience to date of the Micro-Enterprise Center at Prey Veng 
illustrates the difficulties. Established in 1995, the core of the Center's activities has been the 
provision of short-course skills training in technical (rather than management) skills, with a 
particular view to establishing graduates in self-employment, whilst also providing for the 
alternative of paid employment. After 3 years in operation, however, the percentage of 
graduates engaged in employment related to their training was 48%, and the percentage 
unemployed was 38%. Underlying problems appear to be the relative poverty of the province 
and the low level of rural economic activity along with the lack of a systematic approach towards 
identification of enterprise development opportunities. 
 
189. There is very little information about firm level training in Cambodia. Companies provide 
necessary on-the-job training, but are less concerned with skills improvement or capacity 
building of the employees needed for their career advancement. The MOEYS addressed this 
issue in SEDP II and has committed to expanding workplace-based training. Not only would 
firm-level training facilitate government and private sector partnership, but it would also reduce 
the financial burden on the government in vocational training provision by having employers 
share the costs of training, facilities and training supervision. The Cambodia Chamber of 
Commerce is planning to be more active in providing on and off-the-job training and technical 
expertise development for company employees and the business community.  
 
3. Health Sector  

a. Background 
 

190. From extremely low levels only 10 years ago, the Cambodian health system, both in 
terms of private and public sectors, has developed rapidly. The Ministry of Health (MOH) has 
developed a national health policy that includes major financial reforms and a national system of 
primary health care coverage. The MOH has recently developed its first strategic plan for the 
period 2003-2007, which articulates goals, desired health outcomes, priority areas for 
intervention. Priority areas for intervention include:  
 

- health service delivery: improving coverage and utilization through improvements in the 
public health system and collaboration/coordination with the private sector; 

- improvement of interpersonal skills of health care providers; 
- improvement of the quality of public and private sector services; 

                                                 
65 Asian Development Bank, Education Sector Strategy Study, January 1996. 
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- human resource development in health skills; 
- improved health financing; and 
- institutional development of the MOH. 

 
191. The private medical sector is very diverse including registered clinics, practitioners 
providing services from their own homes, drugs stores and other outlets selling drugs and 
traditional practitioners.66 The private sector is the predominant source of medical care for the 
majority of the population with a ratio of 4 private sector contacts to 1 public sector contact.67  
Utilization of public health services is very low and the public health system is poorly funded. 
The RGC makes little use of the private sector capacity, but attempts to regulate its structure by 
licensing private medical hospitals and clinics. Doctors must meet necessary qualifications to 
practice privately and must have a minimum level of practice experience. Doctors working in 
public facilities are permitted to have their own practice provided they work a minimum number 
of hours required by their government contract.  
 

Table 22: Licensed and Unlicensed Private Facilities 
  Maternity Medical Dental Laboratories 

Phnom Penh Licensed 20 188 22 3 

 Unlicensed 8 343 196 17 

Provinces Licensed 3 99 15 3 

 Unlicensed 83 653 159 30 

Total Licensed 23 287 37 6 

 Unlicensed 91 996 355 47 

Source: National Institute of Statistics, 2001 
 
192. Table 23 provides an estimate of the distribution of funding between public, private and 
NGO sectors and reinforces the point that a high proportion of funding comes from out of pocket 
spending in both the public and private sector and that public financing for the private and NGO 
sector is lacking. While the private sector is dominant, it is little harnessed by the public sector.  
 

Table 23: Public-Private Mix in Health Care 
Non-government 

 Public 
NGO Private 

Total 

Public - RGC 8.1% 0.0% 0.0% 8.1% 

Public - External 11.8% 6.7% 0.0% 18.4% 

Private – Official charges 1.6% 0.0% 0.0% 1.6% 

Private – Other charges 21.1% 0.0% 50.7% 71.8% 

Total  42.6% 6.7% 50.7% 100.0% 

Source: Public Expenditure Review of the Health Sector in Cambodia, MEF, 2002.  

                                                 
66 The discussion on the private sector provision of services draws heavily from the Public Expenditure Review of the 

Health Sector in Cambodia, Ministry of Economy and Finance, August 2002.  
67 Ibid.  
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b.  Issues and Constraints  

 
193. Impediment #1: Need to improve access and utilization of health services: 
Improving access and utilization of available health services is a major challenge for the sector. 
In 1996 the RGC approved a Health Coverage Plan, which is organized around a nationwide 
network of operational health districts defined on the basis of population, rather than according 
to government administrative lines. According to the Health Coverage Plan, public sector 
primary health services are available only at health centers. There are few health centers in the 
rural areas. Data from the 1997 Cambodia Socio-economic Survey indicate that only about 16% 
of villages in the country, including urban villages, have a public primary health care clinic. In 
order to use public health centers, much of the population must travel long distances. This limits 
access to public services since transportation is expensive and time consuming. In contrast, 
private providers are often located in nearby villages. Many public health workers have private 
practices, which are more accessible to their clients. Much of the rural population prefers to 
access services directly where they live rather than traveling to distant public health centers 
where public health providers work during the day.68 
 
194. Impediment #2: Need to improve health financing: Private households are by far the 
largest financier of health services accounting for between 60%-88% of total expenditures or an 
average of $18-$30 per capita.69 These out-of-pocket payments for health care account for 6%-
10% of total household consumption. Even poor households spend a relatively high percentage 
of their total household consumption on health care. This percentage would be much higher if 
the poor used health services to the same extent as the wealthy.70 There is evidence that poor 
Cambodians have not proportionally benefited from health service improvements made so far. 
Health care expenses are a major cause of indebtedness, landlessness and poverty. The lack 
of physical infrastructure in poor areas, lack of resources to pay for health services and poor 
knowledge about the need and availability of public health services limit poor people’s utilization 
of health services.   
 
195. There is no public health insurance in Cambodia and almost no private health insurance, 
although some employers assist employees with medical expenses. Fees and other expenses 
at both public and private hospitals are very high. The Cambodia Demographic and Health 
Survey of 2000 observed that almost one-half of all respondents who sought treatment for 
illnesses costing $20 or more had to borrow money or sell assets to pay for it. Although, the 
poor are theoretically exempted from paying fees at public hospitals, this is often not the case 
since fee exemptions for the poor are rarely granted by health staff at public hospitals and 
informal fees are often charged. To assist the poor to access health care at an affordable price, 
some NGOs have piloted “equity funds” that pay for public health facilities used by the poor. To 
improve the financing of health care services, which already accounts for 8%-12% of GDP, the 
RGC should devise ways to more effectively finance services through the private sector. Pilot 
programs under the ADB’s Basic Health Services Project to contract NGOs to provide health 
services as an alternative to conventional direct government provision of services should be 
further expanded by the RGC. These contracting programs have resulted in increased health 
service utilization, while at the same time improving accessibility of services and reducing the 
amount of productive time lost due to illness and traveling to health care facilities. The cost 
effectiveness of contracting out services has showed significant improvements.  

                                                 
68 Asian Development Bank, RSC No. C20737: CAM, Draft Cambodia Poverty Review, January 2003. 
69 Ibid. 
70 Ibid. 



  

 88

 
C. Physical Infrastructure  

196. The cost of doing business in Cambodia is high. The high cost of electricity affects 
production costs, while expensive fuel and inadequate road infrastructure increase the cost of 
transportation, as do both official and unofficial highway charges. Since many enterprises are 
dependant on the import of necessary equipment and raw materials, the high cost of port 
facilities and import administration combined with duty, excise and VAT taxes, make it 
impossible for firms to access inputs at global prices. The high cost of inputs severely affects 
the competitiveness of Cambodian products in both domestic and foreign markets. As seen in 
the table below, the RGC has worked with many donors to improve the physical infrastructure 
by improving road conditions and increasing the supply of electricity.  
 

Table 24: Donor Assistance for Infrastructure Development 

 Building Physical 
Infrastructure 

Institutional / Policy 
Framework Capacity Building 

Electricity ADB, World Bank, 
KfW, Japan, NGOs 

NGOs, ADB, World 
Bank  

Roads/ transportation ADB, World Bank, 
Japan  ADB ADB 

Industrial zone  JICA, UNDP   

Irrigation/ water supply ADB, World Bank, 
GTZ, Japan NGOs, ADB ADB 

Forestry and Fishery  
ADB, World Bank, 

GTZ, NGOs, 
CEDAC, CEPA, CAA 

UNDP 

De mining UK, JICA 
Germany, UNDP, 
EC, Canada, UK, 

JICA, USAID 

UNDP, USAID, 
Japan, Australia, 

Germany and 
UNESCO 

 
1. Electricity  

a.   Background 
 
197. As table 25 below shows, Cambodia’s electricity prices are amongst the highest in the 
world. Existing power generation in the country is very limited and small-scale. Total installed 
capacity in Cambodia is only 128 megawatts (MW) with the largest single station providing 35 
MW and half of all generators producing less than 5 MW.71 In contrast, the Lao PDR has 
installed capacity of 642 MW with the largest station producing 210 MW and 5 plants producing 
more than 40 MW, mostly for export.72  Unlike the Lao PDR, which relies mainly on hydropower, 
most electricity in Cambodia is produced by diesel generating units, which are inherently 
expensive to operate. 73  With no economies of scale and a tariff structure that charges 
significantly higher rates to commercial and industrial enterprises than to residential customers, 

                                                 
71 Greater Mekong Sub-region Country Presentation for 8th Meeting of the Expert Group on Power Interconnection 

and Trade. Latest Developments in the Power Sector of Cambodia, October 2002. This does not include small 
units in hotels and some private generating capacity.  

72 Ibid. 
73 Report of the ADB President and Board of Directors on a Proposed Loan to the Kingdom of Cambodia for the 

Provincial Power Supply Project, November 2000.   
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Electricité du Cambodge’s (EDC) average electricity charge is higher than the cost of self-
generation by large and medium size enterprises.74  
 
198. In 2000, the RGC adopted the Law on Electricity supported by World Bank assistance. 
The law creates the Electricity Authority of Cambodia (EAC) as an independent regulatory 
authority and also establishes the principles by which all operators are licensed. The law 
provides the basis for the regulation of supply of electric power services to the extent such 
services are monopolistic, and the basis for the protection of the rights of consumers. The EAC 
is responsible for approving all tariffs and charges for the supply of electricity. The EAC 
regularly reviews these tariffs and charges to ensure an electricity supply at reasonable prices 
consistent with providing an adequate return to investors. The EAC is responsible for regulation 
of both private and public suppliers of electricity, including EDC. 
 

Table 25: Average Electricity Rates (in US$ Cents/KWH) 

  Residential Commercial Industrial Average

Japan 13.05 13.05 13.05 13.05 

Singapore 11.7 7.82 7.42 8.98 

Cambodia 10.86 16.24 16.24 14.44 
Hong Kong 10.48 12.48 14.07 12.34 

Brunei 10.3 7.66 7.66 8.54 

Philippines 9.12 9.33 8.09 8.84 

Korea 8.29 8.29 8.29 8.29 

Myanmar 7.73 7.73 7.73 7.73 

Malaysia 6.42 5.9 4.41 5.57 

Vietnam 4.57 6.19 2.44 4.4 

China 4.5 7.4 6.3 6.07 

Thailand 3.55 2.4 2.38 2.78 

Indonesia 3.92 4.07 2.36 3.45 

Laos 0.71 1.17 0.79 0.89 
Source: Ministry of Industry, Mines and Energy 

 
199. To implement the Government’s policy to provide energy at more affordable prices, the 
RGC published in 1999 its Power Sector Strategy for the period up to 2016.75 The goal of the 
policy is to improve infrastructure by constructing a high-voltage grid in the area west of Phnom 
Penh and Tonle Sap, connecting to Viet Nam in the south and Thailand in the northwest. In the 
early years of the plan, the supply of power will be achieved by a move away from dependence 
on imported fuel to importation of cheaper power from Viet Nam and Thailand, and as demand 
grows, by construction of a combined-cycle thermal plant located at Sihanoukville fueled by 
indigenous or imported natural gas. Included in the RGC’s energy sector strategy is the 
development of the country’s hydropower potential in the mini (less than 5 MW), small (less than 
50 MW) and medium (50-200 MW) power ranges.  
 
 
 
                                                 
74 Ibid.   
75 Ibid. 



  

 90

b.  Issues and Constraints 
 
200. Impediment #1: High cost of energy infrastructure: The RGC in its SEDP II 
presented an investment program for the period of 2001-2003 estimating the total cost of 
necessary power programs at $56 million. The ADB, through its Provincial Power Supply loan, 
has provided $18.6 million to the RGC to rehabilitate and expand the electricity generating and 
distribution systems in selected provincial capitals and train staff in their operation, maintenance 
and management. Cambodia will need significant additional investment to complete the 
necessary infrastructure development needed to eventually reduce the cost of electricity.  
 
201. Impediment #2: Need to increase participation of private sector: Approximately 
three-quarters of the country’s installed electricity generating capacity is in Phnom Penh. Only 
7% of the total population has access to reliable electricity supply. The RGC needs to work with 
donors to improve access to electricity in rural areas.  It is also necessary to involve the private 
sector in financing of power projects through public-private partnerships. While there are a 
number of private electricity suppliers in the country, they are of an extremely low caliber, very 
small scale and use second-hand equipment. As there are no administrative restrictions for the 
private sector to participate in the supply of provincial power, entrepreneurs who could provide a 
good quality of service are obviously not attracted to participate under the present 
circumstances. Reasons for this include: (i) the present distribution systems are overloaded so 
considerable investment is required to serve new customers; (ii) no transparent tariff setting 
mechanism exists; and (iii) skilled operating staff are not available.76 There is also a need to 
improve the competitive bidding mechanisms for power investments and establish clear 
decision-making structures between government ministries as well as between the central and 
provincial governments.  
 

c.  View of Government 
 
202. The RGC intends to strengthen the capacity of the EAC in setting tariffs, licensing of 
electricity suppliers and monitoring of the national electricity standards and regulations. The 
ADB recently approved technical assistance for the EAC to help the regulator to determine 
proper tariff-setting methodology and guidelines for tariff reviews with public consultation. 
Private and independent power suppliers are encouraged to participate in the RGC’s energy 
development plan. The RGC intends to implement the Electricity Law to improve transparency 
and to ensure a balance between a reasonable return of capital invested in the sector and 
ensuring that tariffs are as low as possible.  
 
2. Transportation 

a.  Background 
 
203. After 30 years of war, political instability and neglect, most of the country’s physical 
infrastructure was left in ruin. Of the country’s roughly 34,000 km of roads, only 2,700 km is all 
weather. Most of the remaining length is only passable by motorbikes or four-wheel drive 
vehicles.77 The private sector identifies the poor condition of the road network as a major 
constraint to growth. Poor road conditions reduce farmers’ access to markets and the high cost 
of transport reduces the farm-gate price of products. Input costs are also adversely affected by 
                                                 
76 Ibid. 
77 Asian Development Bank, Report and Recommendation of the President to the Board of Directors on a Proposed 

Loan and Technical Assistance Grant to the Kingdom of Cambodia for Primary Road Restoration Project,  August 
1999.  
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the high cost of road transportation. While rehabilitation and reconstruction of many roads have 
been completed, full reconstruction of the national road network is expected to take two 
decades due to resource constraints and interruptions caused by annual flooding.78  
 

b.  Issues and Constraints  
 
204. Impediment #1: Need to improve road network: The road network is the dominant 
method of domestic passenger and freight transportation, accounting for 65% of passenger 
kilometers per year and 69% of freight tonnage.79 While the road connection from Phnom Penh 
to Sihanoukville port has been reconstructed with assistance from the United States, several 
remaining links to key trade centers are needed, including the east-west corridor connecting 
Bangkok to Ho Chi Minh City via Phnom Penh and other roads connecting Western Cambodia 
to Bangkok.  
 
205. The RGC recognizes the constraints placed on economic growth by an inadequate 
transportation network and poor links to trading partners. More efficient transportation 
infrastructure is seen as essential to realizing the development potential of agriculture, fisheries 
and trade in less developed rural areas where more than 80% of the population lives. It is also 
important to encourage the development of tourism and export-oriented industries. Although 
ADB has provided loans totaling $158 million to rehabilitate roads in Cambodia,80 and many 
other donors have provided assistance, much more funding is needed to accomplish the huge 
task of reconstructing the road network, which suffered from 30 years of neglect.  
 
206. Impediment #2: Need to improve road management: Improving operational efficiency 
in the road sector is needed to assure maintenance of reconstructed roads. This will require the 
establishment of an effective cost recovery system including taxes to support operation and 
maintenance costs of the road network as well as the introduction of users fees. This is an area 
where public-private partnerships could be of great usefulness as is the case with the toll road 
concession on National Road 4 between Sihanoukville and Phnom Penh. The RGC must be 
sure such concessions are awarded in a transparent manner and that user fees are fairly and 
evenly charged.  
 
 c.  View of Government 
 
207. Through its Road Master Plan the RGC intends to rehabilitate and reconstruct the main 
national roads, build road links to neighboring countries and develop sustainable road 
maintenance and management programs.   
 
3. Water and Sanitation 

a.  Background 
 
208. Cambodia has abundant water supply, yet access to potable water and sanitation 
facilities is very limited causing ill health and low labor productivity in both rural and urban areas. 
According to the Cambodia Demographic and Health Survey of 2000, only 40.4% of rural 
households have access to safe drinking water during the rainy season and only 31% during the 

                                                 
78 SEDP II: 2001-2005.  
79 Ministry of Public Works and Transportation. 
80 These projects include the Phnom Penh - Ho Chi Minh City Highway, Primary Roads Restoration and GMS 

Cambodia Road Improvement.  
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dry season.81 According to the survey, most rural households do not have any type of sanitary 
facility.  
 
209. Cambodia is experimenting with the introduction of the private sector in the management 
and operation of water supply organizations. Some provincial towns have initiated the use of 
private sector operators, although public utilities continue to be primarily responsible for the 
provision of water. Privatization of some water utilities has taken place in the form of three-year 
renewable licenses to supply water to residential consumers. The renewal of licenses depends 
on the provider’s compliance with water quality and tariff stipulations. These private companies 
also enter into a contract to transfer the assets of the water utility to the company for 23-40 
years, after which assets revert back to the private sector.82  There is currently no overall 
regulatory framework governing the operations of private operators and existing regulation is 
deficient. For example, it is not clear how water tariffs will be revised and contractual disputes 
settled. The licenses and contracts for the companies are ambiguous. 
 
210. Institutional arrangements in the water sector are undergoing rapid change. The Ministry 
of Water Resources and Meteorology (MWRM) has been established as the lead water sector 
agency, and a Law on Water Resources Management and a National Water Resources Policy 
are being considered by the RGC. As the RGC devolves responsibility for water resources 
management to provincial and local levels, institutional capacity will become a critical issue 
requiring adequate financial resources, an improved information base and comprehensive 
capacity building. MIME is an important central agency as far as the private sector is concerned 
since it is in charge of formulating policies and regulations affecting the private sector, issues 
licenses to suppliers and is working on the design and construction standards for water supply 
systems.  
 

b.  Issues and Constraints  
 
211. Impediment #1: Need to develop regulatory framework for private providers: 
Private provision of water in rural areas is flourishing in large part because it is unregulated and 
operates freely. Domestic water is provided through piped, metered and purified water, 
purchased untreated water delivered by informal unregulated vendors or by harvesting 
rainwater. Most rural families use all three of these water sources. The unregulated nature of 
water provision in rural areas limits expansion potential of these schemes due to lack of 
regulation, which creates insecurity of investment.  
 
212. In order to encourage greater participation of the private sector in water supply, it is 
necessary for the RGC to establish a legal framework, which will assure that the Government 
will not make arbitrary decisions in the future regarding pricing or by placing additional 
conditions on the private suppliers beyond those initially agreed upon by the operator. Various 
forms of private sector participation such as service contracts, management contracts, BOTs, 
lease contracts, concessions and outright sale of assets, differ greatly in the degree to which the 
private sector participant can be expected to take and be responsible for commercial risks, and 
the degree to which credible government assurances require an explicit regulatory structure to 
be in place.83 The draft Law on Water Resources Management, currently with the National 

                                                 
81 Asian Development Bank, RSC No. C20737: CAM, Draft Cambodia Poverty Review, January 2003. 
82 Middlebury College Economics Discussion Paper, No. 02-19, Department of Economics, Middlebury College, June 
2002.  
83 Ibid. 
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Assembly and the draft National Water and Resources Policy, currently with the Council of 
Ministers, should address these issues.  
 
213. Impediment #2: Limited capacity for operation and maintenance of infrastructure 
and services:  The RGC has insufficient resources to carry all costs of construction, operation 
and maintenance of water-related infrastructure and services. Cost recovery and beneficiary 
participation in irrigation scheme management are being introduced with the creation of Farmer 
Water User Groups for newly constructed or rehabilitated schemes. Rural water supply facilities 
are generally provided by NGOs with provision of operation and maintenance by beneficiaries. 
In urban areas, private sector management of water supply systems can assist in achieving 
financial sustainability by introducing tariff reforms, which are supported by a coordinated policy, 
legal and regulatory framework that provides security. Since water resources are a public good, 
national sources of funds for water resources management must be developed to sustain 
delivery of water services.   
 
 c.  View of Government 
 
214. Under SEDP II, the RGC has committed itself to achieving the long-term goal of 
providing access to clean drinking water and environmental sanitation for the entire population. 
This will require effective coordination and cooperation between the various government 
agencies responsible for policy formulation, management and administration of water supply 
and sanitation. As the primary agency in charge of this field, MWRM policy objectives are to 
develop drainage, water conservation and water resources programs and study surface and 
groundwater supplies to ensure water quality and quantity. Supporting strategies of the MWRM 
include improving data collection on surface water and groundwater, preparing legislation and 
policies for water resource management. In addition, the Ministry of Rural Development is in 
charge of implementing a rural water supply development plan that aims to provide clean water 
to an estimated 3.8 million people by the end of 2005. This will require an estimated 44,700 new 
wells at a cost of $30.6 million.84 
 
D. Sub-sector Constraints 

215. The sub-sectors in Cambodia face both common and unique constraints in their 
development. In most of the agriculture sector, issues such as licensing and registration are of 
little importance, since most of the sector operates informally. However, if the sector is to 
become more formalized through the implementation of concessions these issues may appear 
in the future. Since household non-agriculture enterprises operate informally they are also not 
as much concerned with licensing and registration. Their main concerns revolve around 
operational issues such as financing and access to markets. At this stage enterprises are trying 
to survive in the marketplace and need to reduce operational costs and improve quality through 
investment. These enterprises have limited access to market information as well as to 
information regarding technical and quality standards.  
 
 216. When enterprises reach the point of formalization, concerns grow regarding commercial 
registration and licensing requirements. Inspections from concerned ministries increase. 
Taxation becomes a bigger issue for these firms since they are required to enter the real regime 
system and prepare financial statements. Domestic formal enterprises face competitive 
concerns, which increase the risk of investment due to the smuggling of cheaper foreign 
finished products and the high cost of importing raw materials and equipment. Tariffs and 

                                                 
84 Royal Government of Cambodia, Second Socio-Economic Development Plan 2001 – 2005, July 2002.  
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bureaucratic import procedures are a major cause of this high cost and increase the uncertainty 
of the supply chain through unnecessary delays.  
 
217. The foreign invested sector, mainly garment manufacturers, focuses on labor-intensive 
industries and is reliant upon a cheap supply of labor. It is also very dependent on the 
government since there are many interventions ranging from import processing, factory 
inspections and the processing of exports. Foreign firms also heavily utilize energy, road and 
port infrastructure to supply inputs and transport outputs to foreign markets and are sensitive to 
their high costs. The fact that Cambodian labor is not as cheap as in neighboring companies, 
government interventions are high and infrastructure is not highly developed means that 
investors are unlikely to select Cambodia as a production base, especially when neighboring 
countries provide a cheaper and more convenient environment. This explains why other than 
the garment sector, which selected Cambodia for GSP market access, no other foreign invested 
labor intensive industries are well represented in the economy.  
 
1. Agriculture 

218. Although agriculture is still the largest sector and employs the most people, its ratio of 
GDP is steadily declining. As seen in table 4 above, about 37% of GDP comes from agriculture, 
down from over 46% in 1997.  From 1996 to 2001 growth of agricultural GDP in Cambodia has 
been slow averaging only 2.4% per year due to domestic political and regional financial crises in 
1997 and 1998, combined with severe floods in 2000. Crops and fisheries fared better with 
growth rates of 3.2% and 4.1%, respectively, than livestock (1.3%) and forestry (-8.7%).85 Since 
the rural economy is almost completely dominated by agriculture, the low growth of agriculture 
explains the slow development of the rural economy.  
 
219. Approximately 80% of the population lives in rural areas and over three-fourths of the 
workforce is employed in agriculture. Poverty in Cambodia is estimated at about 36% with about 
90% of the poor living in rural areas. Poverty reduction through an emphasis on rural 
development was the primary development goal of the First Socioeconomic Development Plan 
(SEDP I: 1996-2000), which particularly highlighted agricultural development and food security 
as core elements. Key SEDP I components included; (i) improving access to agricultural inputs; 
(ii) improving rice yields and reducing losses; (iii) promoting livestock production through better 
animal health; and (iv) promotion of commercialized agriculture. The key to the strategy was 
institutional, regulatory and policy reforms to provide a framework to develop market based 
agricultural growth.86 Major objectives of the agriculture sector in SEDP II are: (i) to maintain a 
liberal and market-oriented trade environment; (ii) deregulate the exportation of agricultural 
products by removing unnecessary internal regulatory constraints and introducing effective 
licensing and registration; (iii) develop agricultural quality standards by encouraging investment 
in appropriate infrastructure and facilities for post harvest handling, storage, and processing; 
and (iv) establish appropriate commercial laws and institutional arrangements for efficient and 
cost-effective market transactions. ADB's sector strategy is to help achieve the RGC’s 
development objectives through enhanced agricultural productivity in line with SEDP II. ADB's 
strategy also aims to promote private sector participation in agriculture. 
 
220. The ADB’s Agriculture Sector Program policy measures included: (i) revision of the 1992 
Land Law for improved security in land tenure and ownership; (ii) the use of mass media to 
                                                 
85 The discussion of the agriculture sector draws heavily from the ADB Report and Recommendation of the President 

to the Board of Directors on a Proposed Loan and Technical Assistance Grant to the Kingdom of Cambodia for the 
Agriculture Sector Development Program (CAM 34380), April 2003.  

86 Ibid.  
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improve access to agricultural technology and market information; (iii) reorganization of the 
public corporation for agricultural inputs and establishing an office to regulate such inputs; (iv) 
implementation plan for divestment of state-owned rubber plantations; (v) formulation of rural 
finance policy and strategy; and (vi) decentralization of development activities and effective use 
of budgetary resources.   
 
221. The agriculture sector faces many constraints related to land tenure, weak infrastructure, 
a lack of financing, limited access to markets, the high cost of inputs and a shortage of 
institutions to develop capacity for marketing and technical improvement. The major constraints 
for the agriculture sector are discussed below.  
 
a. Agro-Industry 
 

1) Background 
 
222.  Within agriculture agro-industry is the most important sector with 45% of agricultural 
GDP.  In the agro-industry sub-sector, most agricultural land is cultivated with rice. According to 
year 2000 statistics of MAFF, out of 2.7 million ha of cultivated land, 84% was devoted to rice, 
6% to other food crops, 4% to industrial crops and 6% to fruits and permanent crops. In the 
case of livestock, poultry has already shown high potential, whereas pigs and cattle future 
contribution might improve as the result of market development and dissemination of 
technology. 
 

2) Issues and Constraints 
 
223.  Impediment #1: Low value-added from agriculture: The dominance of subsistence or 
near-subsistence production of low-value rice and crops and the lack of linkages into agro-
industries limits the value-added potential of agriculture. Over the course of the past 10 years, 
production of rice has increased to a level that has made the country self-sufficient and able to 
export a modest surplus. Even though the exact amount of this surplus is not known due to 
inaccurate trade statistics and the largely informal nature of agricultural trade, it is thought that 
about 400,000 tons of paddy and about 50,000 tons of rice were exported in 2001.87 The lack of 
high-quality and efficient rice processing in Cambodia combined with limited integration between 
smallholders and agro-enterprises results in more paddy being exported than milled rice. Efforts 
are needed to better integrate smallholders with urban and international markets by increasing 
value added to agricultural production. There are few agro-enterprises, and they are constrained 
in their access to technology, information, capital and infrastructure. There is a multitude of 
micro-enterprises with fewer than 5 employees, but the number of small, medium, and large 
agro-enterprises is extremely limited. Growth is constrained by weak infrastructure, limited 
access to credit and limited market information. Access to agro-based export markets is 
constrained by the failure of local agro-enterprises to meet internationally required quality and 
safety standards in overseas markets.  
 
224. The commercialization and increased value-added of agriculture will not be possible 
without increasing the number and performance of small, medium and large agro-enterprises. At 
the same time farm communities are not well organized through farmer associations, which 
would help them to achieve economies of scale in purchasing of inputs, improve access to 
markets at more beneficial prices, develop storage facilities to reduce dependence on 
distributors and set up rural wholesale markets. Farmer associations could also help provide 
                                                 
87 Ibid. 
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farmers with more market information and organize them to produce higher value-added 
products. Training and capacity building on new techniques is also needed.  
 
225. Impediment #2: Infrastructure constraints: The development of the crop sub-sector is 
constrained by inadequate irrigation infrastructure. Most crop production in Cambodia is rain 
fed. Where irrigation exists it is used to supplement rainfall rather than to be used for dry season 
production. As a result, wet season rice accounts for almost 90% of all production and almost all 
rice is single cropped and highly dependant on rainfall. To deal with this issue the RGC is 
drafting a new Water Law and policy statement incorporating the commitment and mechanisms 
for sustainable small and medium-scale irrigation schemes based on the formation of farmer 
water user communities. Eleven pilot schemes are currently being pursued.  
 
226. Impediment #3: Access to inputs: In Cambodia access to improved seeds and other 
inputs is still very limited due to farmers’ lack of awareness and their aversion to the risk 
involved in investing in new types of seeds and other required inputs. While important steps 
have been taken to improve production and dissemination of improved seeds through the 
research of the Cambodian Agricultural Research and Development Institute, total production of 
improved seeds is still small. To improve the legal and institutional framework for seed 
production, the RGC drafted a seed law and intends to promote the private sector in production 
and distribution of improved seeds.  Regarding other agricultural inputs such as fertilizer, the 
RGC established the Bureau of Agricultural Materials in 1998 to ensure an effective regulatory 
framework to protect farmers and other users of agro-chemicals both from commercial 
exploitation and health dangers resulting from low quality products and inappropriate packaging.  
 
227. Farmers often report that limited access to finance is a major impediment to investing in 
new technology to raise productivity and diversify to higher-value added commodities. As 
mentioned above, the outreach of the formal financial sector is limited with an estimated 15% of 
the rural population accessing formal financing. Despite the activities of the several NGO 
programs and licensed MFIs, the deficiencies of the rural finance sector to provide credit and 
mobilize savings are major impediments to the development of commercial agriculture. In 
collaboration with other multilateral financial institutions, ADB is addressing the issue of the rural 
financial system under the financial sector program.88   
 
228. Impediment #4: Access to land:  The Land Law enacted in 2001 provides the 
framework for land ownership in the country and provides the legal mechanism for titling and 
land dispute resolution. Currently, only 10% of farmers hold legal land titles. The resulting 
insecurity in land tenure discourages investment needed to improve productivity. There are still 
many issues in the process of granting land titles to farmers and many land disputes are being 
reported. Land concessions for agriculture are also a subject of debate because of their impact 
on rural development. The MAFF has issued 25 land concessions for agricultural production 
covering about 724,000 hectares or almost 30% of cropped land. However, MAFF reports that 
only 14,000 hectares, less than 2% of total concessions, have initiated any planting. The 
remainder is left unused due to the lack of infrastructure for access and disputes with illegal land 
holders, including genuine settlers, original occupants and speculators. According to the Land 
Law, land concessions should generally not exceed 10,000 hectares, except under special 
circumstances. Application of the 10,000 hectare limit is expected to release at least 412,000 
hectares of agricultural land to provide resources for the promotion of new economic 
concessions and for allocating land to the landless. The RGC recognizes the need to reduce 
unused land concessions and accelerate the securing of land titles for farmers through 
                                                 
88 ADB Loan 1859-CAM (SF): Financial Sector Program, 2001. 
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implementation of the Land Law by issuing necessary sub-decrees and implementing 
guidelines. Much of this effort depends upon the success of the Land Management and 
Administration Project currently underway at the Ministry of Land Management, Urban Planning 
and Construction to accelerate land titling, create dispute resolution mechanisms and develop a 
strategy for agricultural land concessions. This will facilitate access to financing and provide 
greater incentives to invest in crop production, storage and post harvest technology.  
 
b. Fisheries 
 

1)  Background 
 
229. Fisheries are extremely important to the country and its people. The estimated total fish 
production of 410,500 tons in year 2000 is worth approximately $246 million in first-hand value, 
including 36,000 tons from marine fisheries and 14,500 tons from aquaculture.89 It is estimated 
that fishery provides employment to around 9% of the population and secondary employment to 
a further 27%.90  Fish is an important element of the Cambodian diet representing about 70% of 
Cambodia's animal protein intake, with consumption estimated at about 30 kilograms per person 
annually or about 300,000 tons in total.91  
 
230. The Department of Fisheries (DOF) with the assistance of the World Bank has written a 
Master Plan for Fisheries 2001-2011 in order to: (i) support and guide the development process; 
(ii) mobilize resources for fishery sector development; and (iii) support the strengthening of the 
DOF. The draft law on fisheries is being prepared for the purpose of establishing a legal basis 
for introducing community-based fisheries management. The Sub-decree on the Establishment 
of Community Fisheries has been drafted for the same purpose.  
 

2)  Issues and Constraints 
 
231. Impediment # 1: Limited access to land: Nearly every research study has concluded 
that Cambodia’s primary fishery stocks are being depleted and that upgraded resource 
management is needed. The Sub-decree on the Establishment of Community Fisheries has 
been drafted by the DOF to encourage communities to manage fishery resources through 
community based organizations.  Fishing is regulated by a system of fishing concessions or lots. 
In 2001 the Prime Minister ordered approximately 56% of the fishing areas under fishing lot 
management to be released for community fishers under community management. Since then, 
240 fishery communities were established. So far, it is unknown how the new management is 
performing relative to fishing lots, as far as income, sustainability, and income generation for 
communities is concerned. Even though the transfer of fishing lots to communities is welcome, 
there has been neither public consultation nor government review to determine which areas or 
lots should be released in order to reap the greatest benefit for the rural poor communities, 
which rely on access to natural resources as a supplemental source of their livelihoods. Fishing 
lots that were replaced by community fisheries have often been of low value suggesting that 
these fishing lots are the least productive. Many of these lots are shallow and disappear during 
the dry season. If these reports are the general case, then community fisheries may be 
questionable and unsustainable. Lack of cooperation of local authorities is still a constraint to 
achieving the implementation of community fisheries. In some cases, community fisheries are 

                                                 
89 Master Plan for Fisheries, 2001-2011, Department of Fisheries, Ministry of Agriculture, Forestry and Fisheries.  
90 ADB. Agriculture Sector Development Program (CAM 34380). April 2003 
91 Cambodia: Competitiveness and Integration Study, 2002.  
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not recognized by local authorities. Military and police elements are still reported to be involved 
in protecting illegal fishing operations in both marine and freshwater sectors.92  
 
232. Impediment #2: Limited access to markets: There is significant government 
intervention in the fishery sub-sector, which increases the cost of distribution. Until recently, the 
SOE Kampuchea Fishery Import and Export (KAMFIMEX) controlled exports of fishery products 
through a state monopoly. In September of 2002 KAMFIMEX was converted into a financially 
autonomous SOE and no longer has an official monopoly on fish exports. KAMFIMEX now acts 
as an agent for small fish traders allowing them to export under its license. The degree to which 
KAMFIMEX continues to control the distribution of fish both in the local and domestic markets is 
unclear and needs to be investigated further.  
 
233. Traders who distribute in the domestic market and transport fish through a province pay 
the provincial distributor a 4% fee. The distributors are licensed by the DOF to serve as 
middlemen but do not provide any services for this fee. Distributors obtain sole distribution rights 
for each province for a term of five years. The role of these distributors is unclear and adds cost 
to the system. Since the distance to retail markets is often quite far, the transportation costs are 
high and spoilage is a problem. Traders must also pay a series of unofficial road taxes from the 
landing site to the final destination. The export tax of 10% on all fish products also adds cost to 
exporting and provides an incentive for smuggling.  
 
234. The extent of government intervention in the fisheries sector ranging from the awarding 
of fishing concessions and distribution rights to the taxes and various fees involved in 
distribution increase the costs and risks of investing in processing, distribution and other 
technologies needed to improve the productivity of the fisheries industry.  
 
235. Impediment #3: Lack of processing capacity: The fishery industry is responsible for a 
significant level of exports amounting to $4 million in official exports in 2001. Large amounts of 
marine fish are exported directly offshore and go unreported. As much as one-half of total 
fishery exports are unofficial. It is estimated that 75% of exports are delivered to Thailand as 
fresh, iced fish and seafood and that another 15% to 20% are exported to Vietnam.93 Because 
of limited export experience, few fish processing and packaging facilities and poor marketing 
skills, Cambodia is not benefiting from value-added exports. Thailand and Vietnam appear to be 
benefiting from Cambodia’s weaknesses by providing the processing and packaging of 
Cambodia’s fresh fish and seafood and marketing them to high value markets in Asia, Europe 
and the United States.  
 
236. KAMFIMEX owns and leases the four major processing facilities in Cambodia. There are 
no processing facilities located near the production sources on the Tonle Sap or other river 
areas. For this reason, most processing is performed by SMEs located in villages, provincial 
cities and Phnom Penh. Approximately 50% of freshwater fish is processed into low value dried 
or salted fish or fish paste and fish sauce.94 Efforts are needed to encourage the private sector 
to develop higher value-added processing capacity. The development of community level 
organizations and private business associations in the fishery sector is necessary to upgrade 
managerial, marketing and technical capacities and to generate financing so that Cambodian 
entrepreneurs are able to compete in domestic and international markets.  

                                                 
92 Discussion of community fisheries based on ADB TA 3695 CAM: Agriculture Sector Development Program, Draft 

Final Report, September 16, 2002.  
93 Ibid.  
94 Cambodia: Competitiveness and Integration Study, Ministry of Commerce, 2002.  
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2. Non-farm Household Sector 

237. The non-farm household sector is less concerned with licensing and registration 
because of the informal nature of their operations. This has some positive and negative aspects. 
Because of the informal nature of their business their tax burden is relatively low and there is 
little government intervention into their business affairs. On the other hand, the informal nature 
makes them susceptible to petty corruption and unfair market competition. Another negative 
side-effect of operating informally is that enterprises have less access to markets and inputs for 
their products as well as financing for business expansion. This results in the enterprises being 
restricted to local markets.  
 

a.  Background 
 

238. Cambodia’s non-farm household sector, including industry and services, accounts for 
roughly 50% of the country’s total GDP and employs about 18% of the labor force.95 Services 
account for 38% of the total GDP and employ approximately 14% of the labor force. The 
informal industrial sector accounts for an additional 13% of GDP output and employs roughly 
4% of the labor force. The largest non-farm household sub-sectors include rice millers, small 
textile producers and weavers, metal fabricators, motorbike manufacturers and repair shops and 
manufacturers of handicrafts from wood, clay and other metals. These enterprises are typically 
unregistered, although they may obtain operating permits from the relevant ministries. Industrial 
enterprises in this sector would not be required to obtain factory operating licenses from MIME, 
although some of them would obtain a simple permit from the provincial-municipal authority. 
Enterprises in this sub-sector normally pay a business registration tax (patent tax) to the 
provincial-municipal tax department of KR 15,000 or a percentage of turnover for enterprises 
with sales over KR 100 million for trade and industrial enterprises and KR 40 million in the 
service sector.  Enterprises in this sub-sector either pay no profit taxes or pay a monthly lump-
sum estimated tax depending mainly on their size.  
 
239. While the non-farm household sector is less concerned with licensing and other 
government intervention, it is concerned with issues affecting operations such as access to 
markets and inputs access to inputs and the ability to obtain financing for working capital and 
business expansion. Below are the major constraints facing the sector.  
 

b. Issues and Constraints 
 
240. Impediment # 1: Market access: The main constraints to further development of the 
non-farm household sector come from the size of the market, typically limited to local residents 
resulting with the low per capita income of $250 per year. This low level of income has reduced 
the possibilities for backward or forward linkages between large and small enterprise in 
Cambodia and reduces the opportunity for subcontracting to small enterprises. Poor road 
conditions also reduce access to markets by increasing the cost of materials and the price 
payable by consumers. Road improvements have had a positive affect on access to markets. 
According to a 1998 survey by the International Labor Organization in Siem Reap Province, 
road rehabilitation resulted in road users doubling the number of trips made and transporters 
doubled the amount of goods transported.96 The average reduction in reported travel time was 
44% with a decrease in charges for all transport means of 38%. In addition, 60% of road users 

                                                 
95 Cambodia Annual Economic Review – 2002, Cambodia Development Resource Institute, 2003.   
96 “Micro and Small Enterprise Development for Poverty Reduction,” International Labor Organization, 2000.  



  

 100

traveled to the district center or further, compared with 40% of users on non-rehabilitated roads, 
implying both increased access for buying and selling goods. As the road network of Cambodia 
improves, road transportation should become less of a bottleneck for household businesses.  
 
241. Impediment #2: Limited market information: There is an almost total lack of 
information on available technologies and equipment, which could be used in agro-processing 
and other small-scale industries to improve product quality. The RGC has passed a sub-decree 
giving MIME the responsibility of developing industrial standards to assist in improving the 
quality of Cambodian products. A lack of trade associations in Cambodia serving small 
enterprises also inhibits the development of new technologies and designs to meet the 
demands of local and foreign consumers and to find potential markets. More mechanisms for 
sharing information and building capacity of small producers are necessary to help them to 
compete with imported products.  
 
242. Impediment #3: Access to finance: Most enterprises in the sub-sector have access to 
land or premises, which are normally part of the household or attached. However, it is 
uncommon for them to have an official land title. While the enterprise owner may obtain a 
certificate from a village or communal level authority, these are not typically recognized by 
financial institutions since their authenticity is difficult to verify and conflicting ownership rights 
may not have been identified. As a result, it is difficult for household enterprises to use land and 
property as collateral.   
 
243. The perceived high risk of the household sector resulting from limited availability of 
collateral combined with the relatively small loan sizes means that the formal banking sector 
does not lend to the household sector. For many of these enterprises, informal sources of funds 
such as family, friends or local moneylenders are the only financing option. Interest rates from 
these lenders usually range from 3%-5% per month. Such high interest rates significantly 
reduce the demand for credit and mean that financing is normally only for short-term working 
capital requirements.  
 
3. Domestic Formal Enterprises  

244. Domestic formal enterprises are concerned with increased government intervention 
resulting from registration, licensing, increased inspections and taxation. They are more 
concerned with infrastructure and trade related constraints than the informal sector since their 
target market is larger. Smuggling is a major concern for them since they have made 
investments in building capacity of production and are often in competition with imported 
products. For this reason quality improvement and cost reduction are both very important. 
Access to the formal financial sector is vital for firms in this subsector because of the larger size 
of their investments and the need for expensive equipment to improve quality and 
competitiveness.   
 

 a.  Background  
 
245. Formal enterprises account for 20% of GDP and approximately 5% of the labor force. 
Domestic formal sector enterprises are registered with the MoC. Industrial enterprises in this 
category are licensed by MIME and other concerned ministries to operate their factories. These 
enterprises face many constraints such as competition from legal and illegal imports, high cost 
of inputs for production and an increased tax burden since they are part of the real regime 
system. The weak infrastructure also increases the cost of transportation and energy. Below are 
the major constraints faced by formal domestic enterprises.  
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b.  Issues and Constraints 

 
246.  Impediment #1: Licensing and registration: The impetus to complete the registration 
process is provided by such factors as access to government contracts, theoretical protection 
from petty graft at district or commune levels, potential access to bank loans, and the right to 
import raw materials and export manufactured products. However, becoming a formal enterprise 
means that government intervention will increase. Several licenses are needed and as a result 
inspections increase. With the increased inspections comes not only the extra cost of 
compliance with the various regulations, but also the likelihood that informal payments will be 
necessary.  
 
247. Impediment #2: Competition from imports: Competition from imported consumer 
products is a major obstacle to the development of domestic formal enterprises. Much of this 
competition results from smuggled imports from neighboring countries, especially Thailand. 
Cheaper production and better quality give foreign producers a strong competitive advantage. 
Domestic enterprises find it difficult to compete both on price and quality and are unwilling to 
take the risk of investing in expensive equipment and machinery if access to the domestic 
market is threatened by pervasive smuggling. Evidence from several industries suggests that 
smuggling has severely damaged the domestic manufacturing base and resulted in local 
producers going out of business.97   
 
248. Impediment #3: Improving cost competitiveness: Wages in the non-garment formal 
sector are reported to be higher than neighboring countries, around $80 per month. In addition 
Cambodia has generous labor benefits, such as double pay for overtime and long annual leave. 
As mentioned above, electricity rates are very high compared to neighboring countries. The high 
cost of inputs of raw materials and equipment resulting from tariffs and informal import 
processing fees make it difficult for local manufacturers to compete with smuggled goods.  The 
fact that SMEs have no access to investment incentives from the CDC means they are unable 
to access inputs at world prices. Since producers in neighboring countries have access to cheap 
inputs, their products are more price competitive than local producers.   
 
4. Foreign Invested Enterprises 

249. Foreign invested enterprises are treated equally under the LOI and are able to receive 
significant tax incentives and tariff exemptions for export oriented firms. Once operating in 
Cambodia these firms face high operating costs, particularly for infrastructure and labor. The 
fact that the garment sector is the only labor intensive industry to invest in Cambodia shows that 
the country does not provide a competitive business environment when compared with other 
countries in the region. Without the GSP status of the garment sector, it is unlikely that investors 
in that industry would have chosen Cambodia as a production base. The RGC needs to focus 
on building an enabling environment to attract foreign investment in labor-intensive sectors.   
 
 
 
 
 

                                                 
97 Industrial Development Strategy and Action Plan for Cambodia, Japan International Cooperation Agency, May, 

2003. The study identifies examples in the metal fabrication industry where smuggling has damaged domestic 
production capabilities.    
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a. Garment Sector  
 

1) Background 
 
250. Cambodia’s export performance since 1997 has been remarkable. Total exports rose 
from a negligible $51.3 million in 1992 to $1.5 billion by 2001. Exports of garments explain most 
of this growth. With the GSP access to the US and European Union (EU) markets and the 
relatively low wages, foreign investors established production in Cambodia to take advantage of 
export market access and relatively low production costs. Garment exports have risen from $27 
million in 1995 to $1.1 billion in 2001, accounting for the 74% of total exports. The garment 
industry alone contributes 210,000 jobs to both skilled and unskilled workers and represents 4% 
of the total labor force. In terms of GDP, the garment sector accounts for over 10% of total 
output.   
 

Table 26:  Structure of Cambodia’s Exports (million dollars) 
 1995 1996 1997 1998 1999 2000 2001

Country’s total exports 848 723 873 912 1,048 1,393 1,502 

Garment exports 27 79 227 378 553 985 1,112 

  - To US markets - 1 107 298 486 750 793 

  - To EU markets 26 75 112 76 58 221 305 

  - To other markets 1 4 8 4 9 14 14 

US share of total garment exports (%) - 1% 47% 79% 88% 76% 71% 

Garments’ share of total exports (%) 3% 11% 26% 41% 53% 71% 74% 

Note: Garments include caps, tents and gloves.  
Source: Ministry of Commerce, the Customs Department, and CDRI estimates. 
 
251. The agreement with the US and EU providing MFN status and access under GSP plays 
the major role in attracting FDI from the garment industry.98 The US and EU are the two main 
destinations for Cambodia garment exports. Exports to the US have almost doubled since 1999. 
Cambodia’s garment exports to the EU are guided by the three-year Cambodia-EU bilateral 
textiles agreement signed in May 2000 to allow Cambodian garment exports to EU to be free of 
quantitative restrictions while subject to rule of origin requirements.99 The US Government has 
extended its garment-trading agreement to Cambodia for the period January 1, 2002 until 
December 31, 2004. This agreement allows Cambodia to export its garment products to the US 
under a restricted quota with average MFN rates of 17%.  
 
 
 
 

 
                                                 
98 Cambodia has duty free access to some 4,600 items to the U.S market under the US Generalized System of 

Preferences (GSP). Under the E.U. agreement, Cambodia also has duty-free quota-free access under the 
Everything But Arms Initiative because of its LCD status.   

99 A product is considered to have a Cambodian origin if it has no less than 40 percent of local content. In addition, 
under the EU program Cambodia is allowed to have cumulative origin with ASEAN and EU.  
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Table 27: Investment Projects and Employment in the Garment Industry 
 1995 1996 1997 1998 1999 2000 2001 

Number of projects approved 120 144 48 83 45 51 19 

Number of factories 20 35 72 143 201 220 186 

Employment (000’s)  48 58 90 120 150 200 210 

The garment industry share of total 
labor force 1.1% 1.3% 1.9% 2.5% 3.1% 4.0% 4.0% 

Government revenue from garment 
quotas (million US$) - - - - 30 17 18 

Source: CDRI, CDC and Garment Manufacturer Association of Cambodia (GMAC)  
 
252. FDI has generally been related to trade arrangements on garment exports. FDI has 
declined in recent years from over 7% to less than 1.5% of GDP owing to a slowdown in export 
markets, competition from Vietnam and China as production locations and the high cost of doing 
business in Cambodia. Factors affecting Cambodia’s competitiveness include infrastructure, 
costly labor and material inputs and widespread unofficial costs at all stages of production and 
distribution.  
 

2) Issues and Constraints 
 

253. Impediment # 1:  Government intervention: The garment industry is very dependent 
on import and export procedures because the companies import most of their inputs and export 
almost all production. Garment manufacturers require an import license to import fabrics and 
ancillaries and trimmings. To receive such a license, companies are asked to provide CDC a 
Master List of their forecasted import of fabrics and accessories for one year. The Master List 
should be based on company-individual expected exports of garments for one year. The 
importing company must indicate the required quantities as well as prices for each individual 
requirement. Any change in the approved import quantities, qualities (including styles) and price 
is difficult and time consuming. This hinders garment manufacturers’ ability to quickly react to 
market changes and customer requirements, which is imperative in a sector where, fabric, style, 
fashion, design, color and brands determine export success and change frequently. Such 
requirements are also counterproductive in assisting the sector to move their production into 
more fashion-oriented and higher value-added products.  
 
254. Figure 3 below illustrates the export processing procedures involved for each shipment 
of garments leaving the country. The export documentation process and procedures are 
cumbersome compared to other exporting countries and involve many ministries.100 MIME, MoC 
and CED participate in the export approval process and carry out numerous inspections, many 
of which are duplicative. The process is costly and time consuming for exporters.101 As export 
processing is heavily dependent upon physical inspection of shipments by three agencies, it is 
open to abuse and informal payments.   

                                                 
100  For a detailed description see Cambodia:  Integration and Competitiveness Study – Part C Garments, Ministry of 

Commerce, 2002. 
101  The private sector reported usual delays of 2-3 weeks. 
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Figure 3: Flow of Export Processing for Garment Sector 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
255. Impediment #2 Labor issues: Garment production is a labor intensive industry. There 
is a concern that despite the wide availability of labor in Cambodia, the country’s 
competitiveness is diminishing. Cambodia’s minimum wage of $45 per month is lower than 
Malaysia, Thailand, China and Philippines but is higher than Vietnam, Bangladesh, India and 
Indonesia, all of whom possess better infrastructure. In addition, bureaucratic costs, estimated 
to be as much as 7% of the total revenues in the garment sector ($70 million) and other 
regulations requiring additional payments, such as paying double wages for night shifts, point to 
the question of whether the country is a competitive base for production. In response to the 
domestic pressure on labor rights and allegations made by some foreign media regarding 
factory owners’ use of child labor, large international buyers regularly carry out a Social 
Compliance Audit to assess labor conditions. Such scrutiny has encouraged the factory 
managers to dismiss workers and reject job applications from women who are believed to be 
under 18 years of age, even though the legal working age in Cambodia is 15 years old. This 
means that a large segment of the labor force is excluded from participating in the most 
productive and relatively high paying jobs preventing them from escaping poverty.  
 
256. Another issue facing most workers is the commission fee demanded by brokers. 
According to a CDRI survey in 2000, to secure a job garment workers must pay informal 
brokers, usually the factory security guards or shop stewards. The survey showed that 50% of 
all workers paid an average fee of $38 to secure a job. However, since the regulations have 
increased minimum wages and bonuses, a person seeking a job in a garment factory in 2000 
often paid as much as $200 to a broker up front before starting the job.  
 
257. The presence of labor unions at large factories can present problems for factory owners. 
The frequent threat of strikes and other work stoppages is a continuous concern for investors 
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because they disrupt schedules and delay shipments. There is a need for better labor mediation 
to improve labor-management relations.   
 
258. Impediment #3: Need to improve competitiveness: Since quota restrictions for 
garments will be phased out under the WTO in 2005, future market share will be contingent 
upon the ability to reduce costs from the system. From 2005 textile and garment exports from all 
export producing countries will compete on an equal footing with regard to both cost and quality. 
The implication of potential loss of competitiveness by the garment industry for a small economy 
such as Cambodia, which heavily relies on garment exports, could be far reaching. Garment 
industry representatives indicate that costs would need to be reduced by 15-20% to remain 
competitive with China and other low-cost countries after quota restrictions are phased out. 
Some investors have already moved their factories out of Cambodia due to these 
competitiveness concerns.  
 

b. Tourism 
 

1) Background 
 
259. The tourism industry is heavily foreign invested with more than two-thirds of CDC 
investment approvals originating from foreign investors. Tourism is one of the major industries in 
Cambodia and contributes roughly 4% to GDP. During the 1950s and 1960s, Cambodia was a 
popular year round tourist destination and attracted a large number of visitors. However, from 
1970 to 1990 years of civil war decimated the tourism sector. Since 1993, after the slow return 
of political stability, the tourism industry has picked up remarkably with the complex of Angkor 
Wat and other resorts acting as the major attractions. Projections for tourism growth are very 
optimistic with the Ministry of Tourism forecasting the number of tourists visiting Cambodia to 
reach 1 million by 2003 and 2 million by 2006.  
 

Table 28: International Arrivals to Cambodia 

Mode of Arrival 2001 2002 Change (%) 

Pochentong, Phnom Penh (by air) 274,689 320,187 16.56% 

Siem Reap (by air) 133,688 202,791 51.69% 

Land and Boat 196,542 263,546 34.09% 

Total  604,919 786,524 30.02% 

Source: Tourism Statistical Yearbook 2002, Ministry of Tourism  
 
260. Despite a decline in tourism caused by the terrorist attacks on the United States on 
September 11, 2001, the number of international visitors to Cambodia grew by 30% in 2002 
reaching 786,524.102 As seen in the table above, two-thirds of all visitors arrive by air. The 
average length of stay of most international visitors in 2002 in Cambodia was 5.8 days. The 
short length of stay can be attributed to the fact that many tourists visit only the Angkor Wat 
area in Siem Reap. Since the open sky policy of the RGC introduced in 1997 has improved 
direct international flights to Siem Reap, only about 10% of visitors initially going to Siem Reap 

                                                 
102 Tourism Statistical Yearbook, Ministry of Tourism, 2003. 
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go on to Phnom Penh.103 This represents a great loss of potential for the rest of the country 
since over 200,000 international tourists arrived in Siem Reap in 2002.  
 
261. The continuous increase in international visitors contributes to economic growth and 
employment and opens new opportunities for business investment in the service sector. 
According to CDRI, the tourism sector alone employs around 65,000 people.104 The number of 
hotels in Cambodia has grown at a steady pace in recent years reaching 267 in 2002, an 8.10% 
increase from 2001. The number of guesthouses has grown much more dramatically in recent 
years reaching 470 in 2002, an increase of more than 200% since 1998.  
 

Table 29: Growth in Tourism Sector 

Tourism Industry 1998 1999 2000 2001 2002 

Hotel  216 221 240 247 267 

Rooms 8,247 9,115 9,673 10,804 11,415 

Change (%) - 10.53% 6.12% 11.69% 5.66% 

Guesthouse 147 186 292 370 470 

Rooms 1,510 1,897 3,233 3,899 5,534 

Change (%) - 25.63 70.43 20.60 41.93 

Travel Agencies- Head Office 103 117 139 159 178 

Branch 34 43 65 67 74 

Change (%) - 16.79% 27.50% 10.78% 11.50% 

Source: Tourism Statistical Yearbook 2002, Ministry of Tourism  
 
262. If the current trends continue, the tourism sector, which also helps to support many 
service industries, could become Cambodia’s leading contributor to GDP growth. Table 30 
provides a snapshot of the value Cambodia receives from tourism. 
 
 

Table 30: Selected Tourism Statistics 
Statistical Category Published Data 

Tourist arrivals expected in 2003 1,000,000 

Growth rate from 2000 30% 

Direct tourism related wage income US$ 115 million 

Estimated economic impact US$ 650 million 

Tourism related business US$ 2,423 million 

Direct tourism related investments US$ 900 million 

Direct tourism related taxes paid US$ 50 million 

Source: Cambodia: Integration and Competitiveness Study and Ministry of Tourism data.  
 
 
 

                                                 
103 Cambodia: Integration and Competitiveness Study, Ministry of Commerce, 2002.  
104 Cambodia Annual Economic Review-2002, Cambodia Development Resource Institute, 2003. 
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2) Constraints and Issues 
 
263. Impediment #1: Need to develop regulatory framework: The Ministry of Tourism has 
recently drafted a Tourism Law, which has been submitted to the Council of Ministers. Up to 
now there has been little regulation of the tourism sector. The draft law provides the framework 
for the licensing of hotels and guesthouses, tour operators, tourist transportation, guides and 
entertainment clubs. The draft Tourism Law largely codifies the Prakas (directives) issued by 
the Ministry of Tourism in 2001 gives the ministry greater legal authority to regulate the industry. 
Under the current framework, hotels and guesthouses with over 30 rooms require licensing at 
the ministry level. The provincial-municipal departments of tourism have authority for licensing 
hotels with fewer than 30 rooms.  
 
264. Impediment #2: Low quality of services and facilities: As the tourism industry 
continues its rapid growth, a major constraint facing the industry is the lack of quality human 
resources in the field of hospitality services. Much education and training is needed to improve 
service delivery. There is a concern that once tourists begin to experience the low service 
quality while paying premium prices, they will not return and will tell others not to visit. Although 
there are many private vocational schools providing training in the field of tourism, there is 
currently no accreditation process, and it is difficult to ensure the quality and output from such 
training. A major difficulty resulting from the lack of a tourism law is that there is no authority to 
assure that quality services and facilities are provided. For instance the lack of systematic 
process for classifying hotels (star system) means that foreign tourists are unable to judge 
whether the quality of hotel facilities and the price are comparable before they arrive, creating 
uncertainty for travelers. The Ministry of Tourism has recently set up a Hotel Classification 
Committee to prepare standards for hotel facilities. However, according to ministry officials, the 
ministry lacks the skills and experience to set up a good system.  
 
265. A concern for the industry is that Cambodia’s tourism growth rates are not sustainable 
and may begin to stabilize or decline soon. This is due to the view that Cambodia is one of the 
most expensive tour package destinations in Asia, and the price to service quality value is low 
relative to other GMS countries.105 Some observers fear that without the coordinated efforts and 
promotion by Ministry of Tourism and private sector firms, the industry will become complacent. 
Failure to encourage investment in eco, village, and adventure tourism sites also prevents 
growth in the industry.  
 
266. Impediment #3: Need to strengthen tourism supporting industries: It is estimated 
that up to 75% of each tourist dollar spent is returned to Thailand or Vietnam on the imports of 
fresh vegetables, fruits, handicraft and even furniture. It is both a problem and opportunity. This 
is due to the low level of locally produced foods and handicraft products to support the tourism 
industry causing economic leakage of tourist dollars. Local enterprises are looking for ways and 
opportunity to establish handicraft villages and packaging to present Cambodian handicrafts to 
meet consistent standards. These efforts need government involvement in zoning and related 
property rights issues.  
 
5. Conclusions 

267. There are a wide variety of individual issues facing each of the sub-sectors above. 
However, they all revolve back to the same major problems in the business environment, which 
are the significant degree of government intervention into business, obstruction of the 

                                                 
105 Cambodia: Integration and Competitiveness Study, Ministry of Commerce, 2002.  
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movement of goods, unfair competition and the impeding of the inflow of raw materials and 
equipment and the outflow of finished products. While much of the problem lies in the capacity 
of government officials to carry out their responsibilities effectively, the lack of governance and 
prevalence of corruption are major obstacles and both increase costs and add uncertainty to the 
supply chain.  
 
268. Market access is another vital concern and a difficult one to deal with. While poor 
transportation infrastructure is to blame for much of the problem, a lack of information and 
capacity are in some ways even bigger constraints to the private sector. While the constraints of 
poor transportation infrastructure are well known to businesses and can dealt with, the 
unpredictability of markets caused by a lack of knowledge and experience cannot be quantified 
and are major risks. In this sense better access to information and capacity building through 
education and vocational training are necessary. 
 
269. Access to financing remains a major problem for companies in need of capital for 
business expansion. The overall lack of public confidence in the financial sector, both banking 
and insurance, limits the mobilization of capital in the society. The need for strengthening the 
legal framework for contracts and secured transactions as well as for the judiciary to enforce 
these structures is great. Without a stronger legal framework to secure property and collateral 
access to financing will continue to be limited.    
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IV. LONG-TERM VISION FOR PRIVATE SECTOR DEVELOPMENT 

A. Overview 

270. The private sector in Cambodia has great potential for development in the next 10 years. 
Continued macroeconomic stability combined with government reforms and capacity building 
will have a positive impact on private sector growth. However, the RGC needs to make a 
concerted and organized effort to encourage private sector participants to increase investment 
to expand operations and innovate new products. The RGC can help to reduce the risks of 
investment by creating a more predictable business environment through improved governance 
and by providing support for market development and capacity building. To accomplish this task 
the RGC needs to establish a long-term vision for private sector development. This vision 
should encompass several aspects identified in this PSA and should focus on creating an 
enabling environment for business by improving governance standards and strengthening the 
judiciary to ensure that laws are impartially and accurately enforced.  
 
271. To enhance the private sector, the RGC needs to assist enterprises through the 
provision of market information and facilitating the formation of business and agriculture 
associations. Trade promotion services would assist the private sector, especially SMEs, to find 
buyers and to better understand consumer preferences. The RGC can also assist through the 
provision of firm-based training in the areas of management, finance and production. Incubation 
services would assist start-up enterprises to develop their business models, improve access to 
financing and develop markets and technology.  
 
272. One of the most important areas for private sector development is access to financing, in 
particular the provision of long-term investment financing. To expand the reach of the 
commercial banking sector, the RGC needs to fully implement legal reforms in the areas of 
secured transactions and bankruptcy in order to provide banks and borrowers with the 
necessary legal protections to confidently enter into loan agreements. Improving bank access to 
borrower information should be strengthened through both the establishment of a credit bureau 
and the improvement of enterprise accounting standards.  
 
273. Strengthening the enabling environment for business will help make Cambodia a more 
desirable destination for FDI by creating a low-cost base for production combined with a base of 
supporting industries to act as subcontractors for larger manufacturers. Increasing the base of 
production will also enlarge the domestic market by generating jobs and providing income for 
consumption. Developing local industries, particularly in agro-industry and food processing, will 
help to reduce the country’s dependence on imported consumer products. To achieve greater 
domestic production, significant reduction of smuggled products would improve the 
competitiveness of local manufacturers.     
 
B. Formalization 

1. Registration 

274. Improving the enterprise registration system is one of the key ways to reduce the 
pervasive informality of the private sector. Because the current system of registration is 
complicated and expensive, there is little incentive for enterprises to formalize. Since registered 
enterprises must also enter the real regime profit tax system, there is even less of an incentive 
to register due to the potential increase in taxes and the need to maintain accounts and file 



  

 110

financial statements. Registered enterprises are also more likely to be audited by the tax 
authorities.  
 
275. The lack of a thorough registration system means that the MoC is unable to maintain a 
detailed enterprise registry as a database of businesses in the country. The RGC is unable to 
accurately determine the number of enterprises operating in each sector and the size of each 
sector. The MoC is also unable to maintain an up-to-date roster of enterprises, which could be 
used as a directory of businesses for the purpose of matching buyers and suppliers.  
 
276. A simplified and transparent registration system would encourage more enterprises to 
formalize their operations and provide the RGC with more accurate information about 
enterprises. Simplified procedures to remove red tape and allow enterprises more flexibility in 
creating their articles of association would remove the necessity for hiring facilitators to guide 
managers through the registration process. This would significantly reduce costs and encourage 
smaller enterprises to register. More automation in the process would remove opportunities for 
human intervention, which often slows down the process and creates opportunities for rent 
seeking.  
 
277. By simplifying the registration process, a significant obstacle to business expansion 
would be removed and businesses would be encouraged to grow. Encouraging enterprises to 
formalize would give them better access to markets, financing and investment incentives and 
help enterprises protect themselves from petty graft and corruption. Policymakers would benefit 
from having more enterprises register since they would have better information on which to 
base decisions. A public enterprise registry could be used to match large manufacturers with 
SME subcontractors and suppliers.   
 
2. Licensing and Inspection 

278. The PSA identifies licensing procedures as an obstacle to private sector development. 
Appendix 3 provides a detailed list of licenses. While it is important to regulate businesses 
through licensing and inspection, the issuance of licenses and permits should be transparent 
and unnecessary red tape and unofficial fees should be avoided. By clarifying the roles and 
responsibilities of ministries and local government bodies and removing overlapping authorities 
and responsibilities, enterprises would spend less time and money to obtain licenses and would 
be better able to comply with regulations. Inter-ministerial efforts to remove duplication and 
overlapping responsibilities should simplify licensing requirements and reduce the cost of 
compliance for the private sector. Improving dissemination of licensing requirements and 
procedures would remove some of the uncertainty entrepreneurs face in starting up a new 
business. Clear guidelines for government inspections involving written requirements to improve 
the transparency of inspections and strengthen the rights of business owners would remove 
discretionary decision making on the part of government officials and would standardize 
requirements. Improvement of licensing and inspection procedures would encourage 
entrepreneurs to invest by reducing uncertainties related to government intervention.       
 
C. Enforcement of Legal Framework 

279. Strengthening the rule of law in Cambodia would have a significant impact on private 
sector development by creating a more predictable business environment. Improved 
dissemination of laws and regulations would increase transparency and allow enterprises to 
better understand their legal obligations. Wider distribution of the gazette of Cambodian laws 
and implementing regulations would facilitate the dissemination of information to the private 
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sector. Regular publication of laws and regulations on the Internet would also provide an 
inexpensive and convenient method of disseminating legal information to the public.  
 
280. The judiciary plays an important role in supporting the rule of law in any country. In 
Cambodia the limited education and training of judges, lack of a code of ethics and the low 
salary of judges weaken the ability of the judiciary to effectively and impartially enforce the legal 
framework. A well-educated and trained cadre of judges provided with the necessary financial 
incentives would increase the independence and competence of the judiciary and provide an 
objective means of dispute resolution. Enacting a code of ethics for judges would improve the 
quality of court rulings and would help to combat corruption in the courts.  
 
281. Reducing the need for long and expensive court proceedings to resolve commercial 
disputes is an effective means for improving law enforcement. Implementation of the Law on 
Commercial Arbitration would facilitate the impartial and prompt resolution of economic disputes 
while at the same time safeguarding the legal rights and interests of the parties involved. In the 
longer term, the establishment of a commercial court would create a specialized chamber 
allowing for intensive training of a small group of judges in commercial law and enabling 
capacity building within the judiciary to move more quickly and efficiently. Cambodian judges 
require intensive, comprehensive training not only to strengthen their basic skills in legal 
reasoning, drafting, and research but also to address key areas of law, for example, related to 
contracts or secured transactions.106 
 
282. The private sector rates corruption as one of the most serious problems with doing 
business in Cambodia.107 Reducing corruption by implementing civil service reforms to increase 
pay and improve service delivery, supporting the role of the National Audit Authority to enforce 
accountability and passing anti-corruption legislation would have a positive impact on private 
sector investment. More effective implementation of regulations on public procurement would 
also ensure that public agencies purchase goods and services at the lowest possible price and 
give suppliers the opportunity to compete fairly for government contracts. 
 
D. Market Access and Information  

1. Trade Promotion and Information  

283. Improving market access is one of the keys to developing the private sector. Market 
access can be widened through improved trade promotion activities by the government and 
trade associations. In March of 2003 the MoC organized its first trade fair focusing on domestic 
products, particularly in agriculture. Continuing these efforts would provide important 
opportunities for promoting local products. Through its provincial departments, the MoC can be 
of great assistance in providing market information to enterprises throughout the country. The 
MoC could also assist in providing information about export markets and help to identify 
opportunities for domestic manufacturers. Market information should be widely disseminated 
over the Internet through websites developed by MIME and MoC. In addition, a directory of 
Cambodian companies would assist in matching buyers and suppliers by disseminating 
information about company products, size and location. By increasing dissemination of market 
information and helping to match buyers and suppliers, producers would be better able to 
understand and meet market demand. 
 

                                                 
106 Enhancing Governance for Sustainable Development, Asian Development Bank, October 2000.  
107 Ibid. 
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2. Customs Reform  

284. Continued implementation of measures to combat smuggling by the anti-smuggling task 
force would improve the competitiveness of locally manufactured products. The private sector 
has identified smuggling as a major constraint to market access and significantly increases the 
risk of investing in production facilities in Cambodia. If the RGC’s anti-smuggling task force is 
able to strengthen its capacity to catch smugglers not only at the border, but also at the 
destination where the products are sold, the risks of smuggling would outweigh the benefits. 
Improved recruitment of customs staff, better pay and the development of a code of conduct for 
customs officials would also play a large role in controlling smuggling. A strong commitment 
from the RGC is needed to protect local producers from the non-competitive effects of 
smuggling and would encourage local producers to invest in manufacturing consumer and other 
higher value-added products. The reduction of smuggling would allow local producers to 
compete on a level playing field with imported products.     
 
3. Business Associations   

285. In the future business associations should become increasingly important in developing 
markets by providing market research, information on consumer preferences and assistance in 
distribution and logistics. The Federation of Cambodian Rice Millers Associations is a good 
example of the benefit associations can provide to members.  The rice miller associations have 
been able to improve quality through training of millers in seed and milling technology. The 
Federation has set up a financing arm to extend loans to rice millers. The rice miller 
associations have been able to instruct millers on market trends and have educated them on 
requirements for meeting market demand. The Federation is looking into ways to improve 
processing by creating cooperatives to purchase and share the expensive machinery needed to 
produce rice of the quality demanded by foreign markets.  
 
286. The Cambodia Chamber of Commerce and the newly established Phnom Penh Small 
and Medium Industry Association (PSMIA) will potentially play an important role in improving 
market access by providing information to members on market trends and by carrying out 
promotional and matching activities. Both organizations need significant capacity building to 
effectively assist in improving market access. 
 
287. The shortage of business associations at the rural level has significantly hindered the 
development of rural enterprises due to a lack of market information and promotional activities. 
To support private sector development in rural areas, existing institutions should be better 
utilized to support the development of markets and strengthen the distribution of local products. 
One possibility is to strengthen the role of Commune Councils in private sector development so 
they carry out functions similar to local business associations. The Commune Councils are 
elected locally with a five-year mandate and are allocated funds for administration and 
community development activities. Commune Councils should be utilized as local chambers of 
commerce to support business activities such as marketing and distribution of local products 
and improved market access where industry based associations are not present.  
 
4. Export Development  

288. Improving access to export markets should be a major goal for the RGC, particularly as 
it prepares for accession to the WTO. Export diversification is necessary to relieve the country 
from its current dependence on the garment sector, which accounts for about three-fourths of all 
exports. To make Cambodia a more competitive export base, the RGC should make serious 
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efforts to reduce the cost of export processing both in terms of port fees as well as in terms of 
the official and unofficial fees involved in export processing. The RGC has made efforts to 
streamline export processing and reduce the administrative cost by implementing improved pre-
shipment inspection procedures.108 Still the costs are high and the lead-time required to process 
container exports is as much as five to six days.  
 
289. Reducing the cost and time needed to process imports and exports could be achieved 
by establishing an export processing zone near the Sihanoukville port, which would allow the 
free movement of imports and exports in the zone. While this is a potential measure to deal with 
the problem of export processing, it should not replace efforts by the RGC to reduce the cost of 
export processing at ports and dry docks so that the economy as a whole, especially SMEs, 
have better access to export markets. Red tape and high administrative costs should not be an 
additional barrier to export diversification, especially if other tough issues such as meeting 
foreign quality requirements and finding overseas buyers can be addressed with the help of 
government promotion and market information services.   
  
290. The current declining trend of FDI in Cambodia is a major concern for developing the 
country’s export base.  By improving the enabling environment through streamlined import and 
export processing procedures, carrying out governance reforms and improving infrastructure 
such as roads and electricity, the cost of doing business in Cambodia should be reduced. To 
convince foreign investors to select Cambodia, it will be increasingly important for the RGC to 
implement the legal framework by issuing the necessary sub-decrees and Prakas, while at the 
same time assuring enforcement of legislation. Assuring political stability and personal security 
of investors is also a prerequisite to enhancing FDI. The strengthening of the labor force and 
supporting industries through vocational and firm-based training would help to develop the 
human resource base in the country making it a more attractive investment location.  
 
291. The key to increasing access to foreign markets is to enhance export diversification. The 
RGC together with donors should identify industries with export potential and work on ways to 
produce high quality products in quantities large enough to make exporting cost effective and 
feasible. It will be necessary to develop exporters/wholesalers to play a proactive role in 
generating exportable products and finding overseas distribution networks. Agro-industry, 
including rice, corn, beans, nuts and various spices such as chilies and pepper, has immediate 
potential as do fishery products. The key to developing agro-industry is to ensure adequate 
supplies of quality raw materials by strengthening links between farmers and fishermen and 
agro-processors and distributors, who are better placed to access foreign markets.     
 
E. Access to Finance  

1. Contract Enforcement  

292.  Improving access to finance is of major importance to the private sector. Although there 
is excess liquidity in the banking system, it is still difficult for banks to provide enough loans to 
meet the market demand.109 To underpin the financial sector the basic legal infrastructure needs 

                                                 
108 Industry players interviewed for this study stated that the cost of facilitating dry dock pre-shipment inspections has 

been reduced in recent months due to a negotiated agreement made between the Garment Manufacturers 
Association of Cambodia, Camcontrol and the Customs and Excise Department.   

109 Commercial bank officers interviewed for this study confirm that liquidity is not the problem in the banking system. 
Causes for the difficulty in making loans to the private sector are the lack of the legal framework regarding secured 
transactions and insolvency as well as the limited borrower information available due to weak accounting standards 
and the need for a credit information bureau. Long-term financing is difficult since most bank funding sources are 
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to be in place to support commercial activities. Legal and judicial reforms would enforce 
property rights and contracts and ensure the ability to pledge and seize collateral necessary to 
secure loans. Efforts by the Ministry of Land Management, Urban Planning and Construction 
under the Land Law to implement a nationwide land titling system will strengthen land tenure 
and provide greater opportunities for using land as collateral, especially for SMEs. A 
comprehensive civil code and commercial contract law will strengthen the lending environment 
as will the adoption of the Law on Commercial Enterprises, which is currently under review at 
the National Assembly. The promulgation of insolvency and secured transactions laws is 
particularly important to alleviate uncertainties about foreclosure on security. A public secured 
transactions registry would allow movable property to be utilized as collateral opening up 
borrowing opportunities for smaller borrowers and SMEs. Alleviating uncertainties in financial 
transactions will substantially reduce the cost of lending and facilitate intermediation by financial 
institutions.  
 
2. Credit Information 

293. Efforts to reduce uncertainties concerning creditworthiness will help to increase private 
sector access to financing and will reduce borrowing costs. With the passage of the Law on 
Enterprise Accounting and Audit in 2002, Cambodia has taken steps toward establishing 
accounting standards and developing a cadre of accountants and auditors to implement and 
enforce these standards. The RGC has established the National Accounting Council and the 
Institute of Khmer Certified Public Accountants and Auditors to prepare and implement 
accounting standards. Building the capacity of these two organizations will help to strengthen 
the transparency of the corporate sector, improve credit information and reduce the transactions 
costs of loan appraisal. With improved transparency banks will increase lending based on cash-
flow analysis and will reduce their dependency on collateral. In the long-term improved 
accounting standards will help to improve loan quality and build the confidence of the banking 
sector.  
 
294. Implementing a credit information exchange110 as a first step and later a credit bureau 
will allow financial institutions to share borrower information. To implement a credit bureau the 
RGC will need to pass necessary legislation concerning the privacy of borrower information to 
determine the rights and obligations of banks and borrowers. With an effective method of 
sharing credit information, banks will be able to extend lending services to individuals for 
consumer and mortgage lending.   
 
3. Expansion of Financial Services 

295.  The growth of the financial sector will expand the reach of financial services to a wider 
range of customers. The restructuring of the banking sector and the increase in commercial 
banks’ minimum capital to $13 million has resulted in a healthier banking sector. The asset base 
of commercial banks is growing and branch networks are expanding. As competition in the 
market increases banks will diversify their product offerings and eventually provide longer-term 
lending and reduce loan-deposit interest rate spreads.  
 
296. The universal nature of the Banking Law allows banks to enter nonbank financial 
activities such as leasing. The RGC should introduce necessary implementing regulations to 
                                                                                                                                                          

short-term and the banks are not confident enough in the borrowers to intermediate between short-term funding 
and long-term financing.  

110 The Association of Bankers in Cambodia is preparing a format for exchanging borrower information among banks 
as a first step toward implementing a full credit bureau.  
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allow banks or their subsidiaries to enter the leasing business. In the future, leasing will play an 
increasingly important role in the financial sector as companies recognize the benefits of leasing 
over purchasing vehicles and machinery. This would particularly benefit SMEs by allowing them 
to upgrade machinery more frequently with less required capital.  
 
297. Rural lending will also expand as the legal framework strengthens and MFIs mobilize 
more funds. Improved supervision of MFIs, better information systems and strengthened 
accounting and auditing standards would improve the capacity of MFIs, enabling them to better 
leverage their funds in the market. The agriculture sector, which is in great need of long-term 
financing for investment in product improvement and diversification, would greatly benefit from 
improved MFI access to rural savings, which would help meet the demand for micro-credit. With 
the promotion of financial services outreach and development of the financial infrastructure, 
savings in rural areas can be better mobilized through community-based institutions, MFIs and 
commercial banks. This would benefit rural lending and diversify channels for banking and 
payment services to the lower income classes in rural areas.  
 
298. Implementation of the Sub-decree on Insurance and the development of enforcement 
mechanisms would create policy-driven demand for insurance. Increased awareness of 
insurance in the business sector would further diversify insurance products resulting in 
increasing demand. The development of the insurance industry would help the private sector by 
mitigating investment and lending risks and by creating a pool of investment capital to be used 
in the economy. In the long-term as per capita incomes increase, life insurance and other 
products should help to reduce risk in the society at large and will have a beneficial impact on 
the economy.    
 
4. Financial Management Efficiency   

299. The development of interbank and money markets will help banks to manage liquidity 
and reduce operating costs. The availability of unsecured overnight borrowing among selected 
banks followed by the introduction of Treasury Bills, other government securities and 
repurchase agreements would expand the scope of interbank markets and allow banks to 
manage liquidity requirements more effectively. Not only would the use of government securities 
create an instrument for bank liquidity management, but it would also be an effective instrument 
for monetary policy. In the future, other financial instruments, such as commercial bills, bills of 
exchange, and promissory notes will emerge with the development of money markets and the 
adoption of a negotiable instruments law.111   
 
300. As the financial sector develops strengthening of supervision will continue and banks will 
improve loan appraisal and monitoring skills. The establishment of a bankers’ training institute 
will build the professional capabilities in the industry. The Association of Banks in Cambodia will 
be strengthened through the active participation of members and will play an important role in 
building capacity in the industry. Capacity building of regulatory institutions will be accomplished 
through the establishment of self-funded training institutions and through continuous 
organizational strengthening.112  
 

                                                 
111 Financial Sector Blueprint 2001-2010, Royal Government of Cambodia and the Asian Development Bank, 2001.  
112 Ibid. 
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F. Sub-sectors    

1. Agriculture 

301. The agriculture sector will continue to be a major engine of the Cambodian economy for 
years to come. Agro-industry would have improved potential if more land can be cultivated with 
higher quality produce. Passage and implementation of the sub-decrees on social and 
economic land concessions would make more state-owned land available for cultivation both by 
small farmers as well as by larger agro-industries. Improved irrigation infrastructure to increase 
cultivation of dry season rice and reduce dependency on rain in the wet season would increase 
output and provide more opportunities for export. Of particular importance to the rice industry is 
to improve the quality of milled rice to meet market demand and obtain a higher price for the 
finished product. Improving linkages between farmers and rice millers would help to improve the 
quality and strains produced. Strengthening farmer associations would increase rice growers’ 
access to market information and help them to improve their skills and capacity. As a result, 
consistent supplies of high quality paddy would be available. Combing this supply with improved 
rice milling technology would result in a larger quantity of export quality rice.  
 
302. Because the returns on rice are limited, crop diversification to include more value-added 
products with export potential such as nuts, spices, fruits and vegetables would help to increase 
the returns of agro-industry. Since crop diversification is limited by uncertainty, limited 
investment capital and a shortage of skills and knowledge, support mechanisms for farmers 
through donor assistance to form associations and provide skills training are needed to assist in 
mitigating the risks of diversification and to find markets for new products. Farmer associations 
could further develop their function by forming cooperatives to achieve economies of scale in 
purchasing inputs and equipment, setting up storage facilities and reducing dependency on 
middlemen in the distribution of produce. In the long-term, farmer associations should establish 
credit unions to provide savings and financing facilities.  
 
303. The development of agro-enterprises will facilitate the commercialization and increased 
value-added of agriculture. Government and donor support through training and capacity 
building would increase the number and performance of small, medium and large agro-
enterprises capable of effectively processing, packaging and marketing agriculture products. 
MIME’s newly formed Department of Industrial Standards and Camcontrol should cooperate in 
establishing standards for agro-processing. These efforts would improve the quality of local food 
products making them more competitive with imports. Improved processing capacity would 
provide markets for plantation produce such as palm, coconuts and sugar. Quality 
improvements in processing combined with a consistent supply of produce from organized 
smallholders and agro-industries would provide increased export potential in the agriculture 
sector. Incomes in rural areas would rise with diversification into higher-value added products 
and improved quality of produce. Increased availability of financing to smallholders, agro-
industry and agro-enterprises would result as capacity grows and markets, particularly abroad, 
expand.     
 
304. The fishery sub-sector will continue to represent a large portion of the economy and 
provide income and subsistence for large numbers of people. In the near term, enacting the Law 
on Fisheries and the Sub-decree on Community Fisheries would assure access to fishery 
resources to small fishers. Implementation of the law and sub-decree would also result in 
decentralizing fishery management to the community level. To ensure the long-term 
sustainability of fishery resources capacity building at the community level will be extremely 
important. Department of Fishery (DOF) programs to strengthen the capacity of local authorities 
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in fishery management should ensure the rights of small fishers and guarantee the supply of 
fishery resources for future generations. Improved infrastructure facilities to improve fish 
marketing, price formation and reduce post harvest losses should provide additional growth 
potential in the future.  
 
305. In line with the Master Plan for Fisheries of the DOF, the private sector should develop 
fish farming and aquaculture capacity in order to expand production in a sustainable fashion. In 
addition, private sector efforts to add value through improved processing capacity should be 
supported through the establishment of a Cambodian association of fish traders, processing and 
marketing enterprises to support effective interaction between government and industry. 
Improved access to institutional finance for investment and working capital would also play a 
role in enhancing processing capabilities. Privatization of the distribution of fishery products, and 
particularly of the state-owned distribution enterprise, KAMFIMEX, would increase the efficiency 
of distribution and enhance market competition. The reduction or elimination of export taxes on 
fishery products would encourage more entrepreneurs to find international markets and would 
reduce the incentive for informal trade in the industry.  Export promotion and marketing efforts 
by the MoC and DOF should assist in finding new markets for this valuable resource and would 
generate more revenues in the future.  
 
2. Households   

306. In the short-term the household sector would benefit from improvements in road and 
other infrastructure by expanding potential markets from the local level to provincial capitals and 
Phnom Penh. Increased information on design and quality demands and pricing would help 
household enterprises to produce more marketable products. Regional specialization (one 
village-one product, clustering) would facilitate quality improvement and strengthen marketing 
and distribution through better information sharing and competition.   
 
307. The high level of informality in the household sector reduces access to incentives, 
markets, information and finance. In the long-term the household sector should become more 
formalized through simplified registration procedures devised for small enterprises. While 
operating permits from relevant ministries currently allow them to carry out business activities, 
business registration would give them greater legal status and provide increased opportunities 
for accessing financing, training, export markets and forming associations. A centralized 
business registry at the MoC would create opportunities for publishing business directories and 
provide policymakers with much needed information to better assist the private sector.  
 
3. Domestic Formal Enterprises   

308. Domestic formal enterprises have the potential to create employment by increasing 
production and marketing capacity. They also play an important role in developing the 
production base of the country and reducing Cambodia’s dependence on imported finished 
goods. RGC efforts to reduce the flow of smuggled products would protect domestic producers 
by assuring competitive access to markets. Improving access to inputs of equipment and raw 
materials at global prices would also make domestic enterprises more competitive by reducing 
production cost. To reduce the costs of inputs, the RGC should continue to improve the physical 
infrastructure, in particular the roads, port and electricity supply. The RGC should also take 
measures to reduce the formal and informal costs associated with import processing and 
establish a tariff structure favorable to domestic manufacturers.  As the enterprises in this sector 
develop their quality and production capacity, they will have increased potential as supporting 
industries to act as sub-contractors to foreign invested firms and exporters.     



  

 118

 
309. As a result of the strengthening of the legal framework, in particular in the area of 
secured transactions and insolvency, domestic formal enterprises should have better access to 
working capital and long-term financing. To improve enterprise financial reporting, the RGC 
should assist enterprises with implementation of Cambodian Accounting Standards. This would 
improve financial information and transparency in the corporate sector and improve access to 
bank financing and, in the long-term, other forms of financing through capital markets.   
 
4. Foreign Invested Enterprises   

310. The importance of foreign invested enterprises to the development of the private sector 
in Cambodia cannot be underestimated. However, many risks lie ahead for FDI as the country 
prepares to gain accession to the WTO combined with the expiration of the multi-fiber 
agreement at the end of 2004. The fate of the garment industry in Cambodia is particularly 
unclear as the country will lose its preferential access to the US and EU markets while at the 
same time quota restrictions on garments from China and other competing countries will be 
lifted in those markets. Future market share of Cambodian garment manufacturers will be 
contingent upon the competitiveness of the business environment and the overall cost structure. 
Recognizing the importance of exports to the FDI sector, the RGC needs to streamline import 
and export processing procedures to reduce the cost and administrative time involved. The 
RGC should also revise labor policies that result in comparatively high minimum wages, 
overtime and nightshift pay to reduce labor costs, which are too high considering the labor 
productivity. Labor skills need to be improved as well to improve competitiveness. The RGC 
should continue efforts to improve the physical infrastructure through road improvements, lower 
port facility costs and cheaper access to electricity. Leading up to the lifting of preferential trade 
access to EU and US markets, the RGC should make a concerted effort to assist the garment 
industry to reduce operating costs by 5% - 10% in the short-term through improved governance. 
In the long-term the RGC reforms should make Cambodia a leading low-cost production 
location in the region through additional governance and labor reforms, continued infrastructure 
improvements and the development of more efficient distribution systems.   
 
311. A positive example set by the garment industry would attract other labor intensive FDI to 
Cambodia particularly in agro-industry and processing, where the country’s natural resource 
base has significant untapped potential. Securing land tenure through effective implementation 
of economic concessions would encourage FDI in fruit, rubber, palm and eucalyptus plantations 
and other crops for agro-industry. Increased plantation investment would lead to opportunities 
for adding value through agro-processing activities to produce semi-finished and finished 
products such as dried fruits and preserves, edible oils, additives and paper pulp. Other labor-
intensive manufacturing industries such as toy assembly, and plastic molding would also be 
attracted to Cambodia in the medium to long-term by implementing reforms to improve the 
business environment.  
 
312. Foreign invested enterprises will naturally continue to evaluate the potential of 
Cambodia’s human resources before deciding to invest in the country. While the RGC is making 
strides to improve basic education, and education levels, particularly in urban areas, are 
improving, strengthening the technical and managerial skills of the workforce is the next priority 
for private sector human resources development. To achieve such improvements, the RGC 
needs to rely on private sector vocational institutions to identify and provide the skills needed in 
the marketplace. The RGC should encourage business associations to form training institutions 
to provide skills and eventually job placement services. Through these institutions, practical 
curriculum will be developed to deliver the skills needed most by future employers.    
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5. SME Sector  

313. The success of private sector development in Cambodia hinges upon SMEs. Since the 
majority of enterprises in the country are SMEs, the RGC should develop a specific vision and 
action plan for SME development. To develop SMEs, the RGC will need to create a legal 
framework for SME promotion by passing an SME promotion law or sub-decree. Although a law 
would take more time to pass than a sub-decree, it would have more leverage in establishing 
the necessary institutional framework within the government to effectively coordinate SME 
policy among the relevant ministries and to establish government-wide programs and incentives 
for SME promotion. In the short-term the RGC should develop an SME sector strategy and 
action plan. The strategy should focus on strengthening the ability of the Government to 
coordinate SME policy and determine the priority programs for the short-term as well as long-
term strategies. 
 
314. The RGC should implement specific programs to support SMEs including streamlining 
registration and licensing, strengthening support for business promotion and information 
services and developing firm-level capacity building. The RGC should also enhance SME 
access to financing by pushing forward reforms in the civil and commercial codes and 
strengthening accounting standards. The potential for SME financing programs in line with 
commercial lending principles should be studied on a pilot basis to determine the feasibility of 
long-term implementation. Measures to promote leasing, in particular the completion of the 
necessary regulatory framework, should also be taken to assist SMEs improve their access to 
equipment and machinery.  
 
315. The RGC will also need to address the establishment of an institutional framework for 
SME policy. Training and capacity building of ministry staff is vital to the establishment and 
implementation of sound SME policies. At the ministry-wide level, SME policy should be 
coordinated under a specialized committee in the Supreme National Economic Council (SNEC) 
and should report directly to the Prime Minister. The SNEC committee in charge of SME policy 
would require capacity building in order to effectively coordinate inter-ministerial efforts and 
advise the Prime Minister.  
 
316. Business promotion and capacity building efforts would help SMEs access markets 
through improved quality and by providing information on foreign and local markets. The RGC 
should assist SMEs by publishing business directories and newsletters to promote Cambodian 
SMEs as well as by providing services to match SMEs with larger enterprises. By developing 
the capacity of SMEs as supporting industries, new market potential and upstream business 
linkages would be developed. For start-up enterprises, business incubation services to assist 
firms in developing management skills and technology as well as to find potential markets and 
financing should also be considered.  
 
317. The RGC should provide support for the newly established PSMIA and other private 
sector organizations promoting SME development. The associations will play an important role 
in the dissemination of technical and market information and could someday help to improve 
distribution and financing through the formation of cooperatives and credit unions.      
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V. LONG-TERM ACTION PLAN FOR PRIVATE SECTOR DEVELOPMENT 

A. Overview 

318. An effective private sector development action plan should focus on building an enabling 
environment, infrastructure, financial system and regulatory system, which allows firms of all 
sizes to compete on an even playing field. The private sector action plan for Cambodia focuses 
on creating such an enabling environment based a sound legal and regulatory framework, as 
well as by providing services to assist the private sector through trade promotion and capacity 
building.  
 
319. The private sector development action plan113 is based on key lessons drawn from the 
experiences and reforms in other countries. The action plan is divided into three phases, which 
are in general the planning stage (2004 – 2006), the implementation stage (2007-2010) and 
expansion phase (2011-2013). The first phase focuses on developing the legal framework and 
designing programs to assist the private sector. Phase 1 also addresses one of the main issues 
facing the private sector in Cambodia, which is the pervasive informality of most of the 
economy. Therefore, an important step in the first phase will be to bring more enterprises into 
the formal sector by simplifying the registration process and providing incentives to formalize. 
The second phase of the action plan focuses on enhancing the capacity of the private sector 
through the implementation of policies and programs to strengthen the business environment.  
Phase 3 emphasizes expanding and improving policies and programs to support the private 
sector in order to make Cambodia a globally competitive business environment.  
 
320. There are many challenges the action plan will try to address including: 
 

- limited governance and legal infrastructure; 
- high costs of inputs, including infrastructure, raw materials, labor and capital; 
- lack of government support for trade promotion and capacity building; and 
- limited access to markets and information.  

 
The private sector action plan addresses each of these challenges by identifying specific policy 
measures to achieve the targets set but also by sequencing these policy measures. It is 
recognized that merely establishing the laws and regulations is not enough and that emphasis 
must be placed on implementation. It is also recognized that the private sector needs assistance 
to jump start growth and that the RGC can play an active and constructive role in private sector 
development by helping to reduce input costs, supporting trade promotion and capacity building 
and facilitating access to markets, information and technology.   
 
B. Formalization  

321. Enterprise registration is a key element in establishing a formal economy in which legal 
entities operate within the commercial law framework. It is also the basis for establishing a 
directory of enterprises and obtaining information on the private sector. Licensing is also an 
important aspect of formalizing and regulating business activities. The RGC should strengthen 
the registration system to bring more enterprises into the formal sector. It should also review 
licensing and inspection procedures in order to reduce the burden on the private sector.   
 

                                                 
113 Appendix 1 provides a detailed matrix for the Private Sector Development Action Plan.  
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1. Registration  

322. The first phase for strengthening enterprise registration involves simplifying procedures 
to reduce cost and encourage more enterprises to formalize. It also focuses on creating an 
enterprise registry to assist policymakers by providing information about the private sector. The 
second phase focuses on implementing a computerized registration system, expanding 
registration requirements and creating incentives for formalizing. The third phase emphasizes 
improving automation and efficiency in the registration system through on-line registration.   
 
323. Phase 1a - Simplify and streamline the current registration system. Simplifying 
registration requirements will make it easier and less expensive for enterprises to formalize. It 
will also remove the necessity of paying facilitator fees for what should otherwise be a 
straightforward process. The RGC needs to streamline licensing requirements by eliminating the 
need to provide certificates from local authorities and for presenting land titles or lease 
agreements. Except for companies in industries requiring a minimum amount of capital, which 
should be clearly defined in the regulatory framework, documents verifying legal capital should 
be removed from the application. Enterprises should also have more flexibility in establishing 
articles of association to meet their specific requirements. To facilitate registration the RGC 
needs to establish a uniform one-door process to be implemented nationwide in order to ensure 
consistency and provide convenience to applicants. Procedural points such as requiring the 
principal owner of a newly registered company to appear in person at the MoC should also be 
eliminated by allowing an authorized representative to carry out the task on behalf of the 
company.  
 
324. In Vietnam, the example of the registration reforms resulting from passage of the 
Enterprise Law in 2000 shows that reducing paperwork requirements and eliminating the “ask 
and give” culture in the process by making registration a right and not a privilege significantly 
increased the number of registered enterprises. The new law reduced the documentation 
requirements for the establishment of new enterprises from 8 documents to only 3 main 
documents: 1) Application form; 2) company charter and list of owners, shareholders and 
founders (for limited-liability, joint-stock and partnership companies); and 3) verification of legal 
capital (only for companies in industries requiring a certain minimum level of legal capital as 
stipulated by relevant laws). The law established a consistent business registration process to 
be executed throughout the country and set registration fees at a reasonable rate. 
 
325. Phase 1b - Establish a computerized registration system.  In neighboring countries 
such as Thailand, Singapore and increasingly in Vietnam, the registration process provides the 
government with important data on the number of establishments and employees by various 
industries and geographic locations. To accomplish this task the enterprise registry must be 
computerized with an effective database to manage the information. In addition to compiled 
data, individual enterprise information such as the name, location, products, registration date, 
employee number and ownership details should also be maintained and disseminated both in 
the form of a directory and on the Internet. The RGC should create a computerized database of 
registered enterprises by determining information requirements, selecting an appropriate 
information technology system and establishing procedures for maintaining the system.  
 
326. Phase 2 - Expand registration requirement. In the second phase of enterprise 
registration reform, the government should extend the requirement for registration to a wider 
segment of the economy. Following the example of Singapore, Thailand and the majority of 
countries in the region, enterprise registration should be a prerequisite for operating a business. 
In most countries it is a basic requirement to formalize a business by establishing the business 
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as a legal entity. Requirements and procedures for registration should be clearly established by 
law. In Cambodia the Law on Commercial Rules and Registration only stipulates that 
enterprises paying profit tax are required to register. In practice that has meant that only 
enterprises under the real regime tax system must register and that enterprises under the 
estimated profit tax regime are not required to register. This creates incentives for avoiding 
registration and creates an unclear registration policy. The RGC should amend the Law on 
Commercial Rules and Registration to clearly define requirements for registration and should 
extend these requirements to a broader segment of the economy.  
 
327. In Singapore there are two laws covering registration, the Company Act and the 
Enterprise Act. The Company Act governs all companies while the Enterprise Act governs sole 
proprietors. The definitions of each are very clear and the requirements for registration for each 
category are outlined in the law. In Thailand the Commercial Registration Act of 1952 requires 
all companies and entrepreneurs to register while clearly identifying businesses exempt from 
registration. In Cambodia the law is unclear regarding who must register and how the process 
should be carried out. The RGC should strengthen the legal framework for registration in order 
to broaden the base of registered enterprises and to create the procedures and mechanisms in 
the law. One way would be to create separate company registration and enterprise registration 
laws as in Singapore so that the specific requirements of each group could be clearly 
delineated. Under this framework, a simplified framework for SME registration could be 
established.  
 
328. Accompanying the requirement for all businesses and entrepreneurs to register should 
be a package of incentives to provide a benefit for registration. The following incentives should 
be provided to make registration worthwhile for enterprises:  
 

- Free listing on government published business registries, databases and websites; 
- Access to financing programs;  
- Low cost land title transfer to company or enterprise;  
- Differentiated tax filing requirements based on enterprise size;  
- Access to RGC business promotion services;  
- Access to training and capacity building programs; and 
- Low cost and convenient registration.  

 
329. Phase 3 - Expand computerized registration system. In the third phase of registration 
reform, the RGC should introduce on-line registration to improve the convenience for 
businesses and reduce RGC administrative costs. A legal framework for on-line registration is 
required along with detailed operating procedures and determination of technology 
requirements. On-line registration should speed up the process of registration, reduce the 
administrative costs for both the government and businesses and ensure transparency in the 
process by significantly reducing the human intervention. In this phase it may be possible for 
third parties such as business associations to maintain the computerized registration system 
through an outsourcing mechanism.  
 
2. Licensing and Inspection 

330. Government officials at all levels of administration from the municipal-provincial level to 
the ministry are involved in the operations of private enterprises through the issuance of 
licensing certificates as well as through regular inspections of facilities. The official, unofficial 
administrative costs involved are a burden to businesses and reduce the competitiveness of 
Cambodia as an investment location. 
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331. Phase 1 – Establish an inter-ministerial body to review all business licenses.  
Enterprises in Cambodia face a plethora of licensing requirements. For example, manufacturers 
require a host of licenses from MIME, MoC, MEF, MOE, MOSALVY, MOH and the MOI. While 
each individual ministry may have a legitimate reason for requiring such licenses based on their 
legal mandates, from the enterprise point of view there are many overlaps and redundancies. 
For example, manufacturers are often required to obtain operating permits from both the MoC 
and MIME, receive safety inspections from MIME, MOI, and the MOSALVY, receive quality 
inspections from MIME and Camcontrol and receive environmental inspections from MIME and 
MOE. There is clearly duplication in the roles of the ministries, which should be streamlined.  
 
332. To examine this issue in greater detail, the RGC should establish an inter-ministerial 
task force to review the licensing and inspection requirements at all concerned ministries, 
determine redundancies and overlaps and make recommendations for streamlining licenses. 
Through this process the task force should compile a comprehensive list of licenses and the 
requirements for obtaining the licenses. This information should be disseminated to enterprises 
at the time of registration as well as to business associations. The task force should look for 
ways to streamline paperwork and other requirements as a means for simplifying procedures, 
improving transparency and reducing costs. For example, the licensing procedure for hotel 
operators involves many steps, including obtaining as many as eight separate certificates, 
permits and licenses before applying for the hotel license. Clearly this process needs to be 
streamlined to reduce the cost of licensing to the operator.  
 
333. After reviewing the licensing procedures, the task force should develop an action plan 
with the relevant ministries for simplifying the procedures and improving transparency. The 
action plan should assign responsibility for implementation to units in the ministries and should 
map out a schedule and process for revising licensing procedures. The task force should 
prepare a report outlining all the measures to be taken by each ministry and request progress 
reports from each ministry on a semi-annual basis. The task force should compile the progress 
reports and compare them to the action plan schedule. 
 
334. Phase 2 – Streamline licensing procedures. In phase 2 the RGC should issue a 
decree on simplifying licensing procedures and reduce unnecessary licenses based on the 
recommendations of the task force. Each ministry should be responsible for implementing the 
recommendations of the task force according to the action plans.   
 
335. Phase 3a – Enforce new procedures. Phase 3 should focus on assuring that new 
licensing and inspection procedures are implemented in a transparent and efficient manner. 
Clear guidelines should be well established in the regulatory framework. Regular audits of 
licensing and inspection procedures should be carried out by Ministries’ General Departments of 
Inspection as well as by the National Audit Authority. Clear lines of accountability should be 
established to assure rules and regulations are implemented appropriately. The Chamber of 
Commerce should establish a hotline where business owners can register complaints about 
licensing and inspection practices and should report these grievances to the relevant 
counterparts. Efforts should be made at the highest levels of government to ensure that the 
penalties and risks of not following the rules are greater than the rewards.  
 
336. Phase 3b – Strengthen rights of businesses in licensing and inspection. 
Enterprises are often unaware of the inspection requirements they face. The laws governing 
inspection rarely provide guidance regarding the rights of the businesses being inspected. Clear 
guidelines of what inspectors may and may not do should be made available to enterprises. In 
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addition, any citations by inspectors should be made in writing providing full substantiation of the 
problem and should reference the specific article of the relevant regulation being violated. 
Businesses should be provided with ample information and time necessary to remedy the 
situation and fines should be commensurate with the infractions and clearly specified in the 
regulation.  
 
C. Enforcement of Legal Framework 

337. All the best intentions of policymakers are meaningless if laws and regulations are not 
enforced properly. The success of governance reforms relies heavily on the ability of the judicial 
system to enforce the rules of the game and to establish an incentive system, which ensures 
compliance. Improving transparency so that everyone knows what the rules are is an important 
first step in strengthening enforcement. Strengthening the capacity of the judicial system and 
public administrators is another important step.  The RGC needs to improve the public’s access 
to legal and regulatory information and strengthen the ability of the judicial system in enforcing 
the legal framework as intended. The RGC also needs to address corruption, which significantly 
weakens the enforcement of laws.   
 
338. Phase 1a – Improve dissemination of legal and regulatory information. The first 
step toward improving enforcement of the legal framework is to make sure that the laws and 
regulations are well known by the public. The RGC needs to publish a regular legal gazette, 
which includes all laws, sub-decrees and regulations affecting the private sector. The Ministry of 
Justice should be provided with the support necessary to obtain the needed documents from the 
ministries and organize them into a publishable document. The legal gazette should be the 
official method of publicly announcing new laws and regulations. The legal gazette should be 
widely distributed to public libraries, business associations and local government offices, as well 
as to paying private sector subscribers. All laws and regulations currently in force, which have 
yet to be published, should be compiled and published in volumes by year. In order to make the 
legal gazette a useful tool for the public, an effective indexing system is needed to make 
referencing as convenient as possible.  
 
339. Phase 1b – Implement commercial arbitration.  As a means for avoiding lengthy court 
cases related to commercial disputes, it is necessary to create a commercial arbitration panel by 
enacting the Law on Commercial Arbitration. The law will determine the forms of arbitration 
agreements, composition and jurisdiction of arbitration panels, the conduct of the arbitration 
proceedings and how awards are made and enforced. Commercial arbitration will help to reduce 
the time needed to resolve disputes and by creating a specialized panel to resolve commercial 
disputes.   
  
340. Phase 1c - Establish anti-corruption legal framework. A system of good governance 
relies on fair, honest and transparent government administration. Anti-corruption legislation 
should be enacted in order to hold public officials legally accountable for mismanagement of 
funds and other abuses of public office. The anti-corruption law should include provisions 
requiring public officials to declare assets and the creation of a national anti-corruption 
commission. The anti-corruption law should establish clear rules of accountability and a code of 
conduct for public officials. The RGC should also establish clear rules for public procurement to 
increased transparency and ensure that government contracts are issued fairly. The RGC 
needs to reevaluate the legal framework governing public procurement and introduce legislation 
to promote efficiency, transparency and accountability.  
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341. Phase 2a – Disseminate legal information on the Internet.  To further improve the 
dissemination of legal information, the RGC should establish a website dedicated to providing 
laws, sub-decrees and regulations. Although the MoC website contains many laws, sub-decrees 
and prakas, the RGC legal website should be established centrally, rather than by ministry, so 
that all information is located in one place and that one agency is responsible for the content. 
The gazettes published in the first phase of the action plan should be utilized to create the 
website.  
 
342. Phase 2b – Establish a commercial court. The Governance Action Plan states that 
the RGC will examine the relevance of establishing a commercial court. While little action has 
been taken in this regard so far, it is important that a specialized court be established to resolve 
commercial disputes. It will be necessary to establish the legal framework for the court by 
determining its jurisdiction, the conduct of proceedings and the requirements for the judges. By 
creating greater specialization in the judicial system, commercial and economic disputes can be 
resolved more effectively, while enforcement of decisions will be more certain. To enhance the 
effectiveness of the commercial court, judges will be required to undergo specialized training in 
business and commercial law. A code of ethics and a requirement for judges to declare their 
assets would further enhance the effectiveness of the commercial court by better ensuring 
transparency and fairness in the system. Upon establishment of the commercial court, the 
Ministry of Justice should establish a committee to ensure that rules are being upheld and to 
investigate any allegations of corruption or wrongdoing.    
   
343. Phase 2c – Strengthen implementation of anti-corruption measures. The RGC 
should strengthen the capacity of Ministry General Departments of Inspection in the fields of 
internal audit and the National Audit Authority in external audit. Significant capacity building 
efforts should be made to enhance their efforts to ensure government contracts are issued 
through fair competition. In addition, the media should play a role in assuring transparency by 
exposing corruption in public procurement.  
 
344. Phase 3 – Reform public administration. As recommended in the Governance Action 
Plan, the RGC should implement civil service pay reforms so that salary levels are high enough 
to ensure a satisfactory standard of living and a classification system more conducive to career 
professionals. Career development should be emphasized in order to create incentives to 
increase productivity. The RGC should introduce a merit based career advancement system by 
strengthening human resource planning and establishing measurements and targets for 
performance evaluation. Curriculum in universities should be developed in the field of public 
administration to produce highly qualified public officials.   
 
D. Improve Market Access and Information 

345. Assisting to improve market access is one of the most important tasks the RGC can 
carry out. The fundamental problem facing most businesses is to find markets for their 
production. Assistance to match buyers with suppliers is necessary as are promotional efforts 
and increased market information to help producers meet customer quality and design 
demands. Assuring competitive market access for local producers through reduced smuggling is 
also necessary. Strengthening the role of business associations will assist in improving quality 
through information exchange on technology and market trends. Improving access to export 
markets through simplified export processing and improved export promotion will make 
Cambodian products more competitive in foreign markets.   
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1. Trade Promotion and Information 

346. The RGC needs to play a stronger role in promoting business by helping to disseminate 
information about companies and increasing trade promotion efforts as a short-term measure. In 
the medium and long-term the RGC should enhance its trade promotion efforts by developing 
an effective website and by providing matching services.  
     
347. Phase 1 - Strengthen trade promotion and market information activities. The RGC 
together with business associations should strengthen trade promotion activities to increase 
awareness of Cambodian products. The MoC should establish a trade promotion center and 
showroom to exhibit products made in Cambodia. This center should be well promoted and 
located centrally in Phnom Penh to attract both foreign and local buyers. The center should 
organize trade fairs featuring products from various regions in the country. The trade promotion 
center should provide information about local companies and provide assistance in matching 
buyers with suppliers.  
 
348. To improve the provision of market information, the capacity of the MoC needs to be 
strengthened. In particular, stronger capacity to provide market research support to the private 
sector is needed. Under ideal circumstances, market research is carried out at the firm level or 
by business associations.  However, in Cambodia this function is not yet fully developed. In 
order improve the provision of market information, the MoC should assist by sponsoring, most 
likely with donor assistance, market studies in strategic sectors to be carried out by the private 
sector to expand the knowledge base and disseminate market information.  
 
349. The RGC should initiate a “buy Cambodia” campaign to promote local products. The 
campaign should promote the benefits of buying domestic products and work on increasing the 
image of Cambodian products. The “buy Cambodia” campaign should be coordinated with 
tourism promotion efforts.  
 
350. The RGC needs to provide more assistance in bringing together buyers and sellers. The 
first step should be to publish a business directory for wide distribution. Additionally, MIME and 
MoC should cooperate in publishing a regular newsletter featuring high potential local products 
and businesses for both foreign and domestic markets. Through these activities the RGC can 
assist in disseminating more information to the domestic and foreign marketplace, resulting in 
greater business opportunities for local producers.  
 
351. Phase 2a – Develop website to promote local products. The RGC should develop a 
trade promotion website to promote local products and companies. The website should be 
combined with the enterprise registry and should include information on trade promotion 
activities of the RGC. The website should include information about producers sorted by sector 
and industry and should provide company profiles, product descriptions and contact information. 
The website should be linked with foreign chambers of commerce and trade promotion 
agencies. The RGC should also promote e-commerce by creating the necessary legal 
framework. 
 
352. Phase 3 – Enhance trade promotion services. In Phase 3 the RGC should enhance 
its trade promotion services by working with the Chamber of Commerce to provide matching 
services with both local and foreign companies. The RGC should also encourage the Chamber 
of Commerce to become more involved in efforts to bring potential suppliers together with larger 
manufacturers and assist in identifying subcontracting potential for local producers. In particular, 
the RGC and Chamber of Commerce need to work with foreign governments and businesses to 
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help identify business opportunities for local producers and to organize meetings between local 
and foreign business leaders. The RGC should also provide assistance to local businesses to 
participate in overseas trade fairs and to meet international businessmen. 
 
2. Customs Reform     

353. To combat smuggling the RGC must take serious measures to reduce the incentive for 
smuggling and strengthen border controls. Strengthening the capacity of the anti-smuggling task 
force headed by the CED is a key factor in reducing illegal imports, including the increased 
automation of customs processing. Strengthening Khmer labeling requirements would also have 
a positive affect on reducing smuggling.    
 
354. Phase 1 – Strengthen anti-smuggling efforts. The RGC should reduce incentives for 
smuggling by lowering the cost of official imports and increasing the cost of smuggling. 
Reducing the cost of official imports means lowering customs duties on consumer products and 
streamlining import processing procedures to make the inflow of goods smoother. It is also vital 
that the valuation system be fair and transparent. Increasing the cost of smuggling means 
increasing the possibility of being caught and assuring that the penalties are high enough. The 
anti-smuggling task force needs to redouble its efforts to control illegal trade by strengthening 
border controls as well as controls at product destination in stores and markets. While progress 
has been made since the establishment of the CED’s new Phnom Penh branch, more training 
and better incentives are needed to strengthen anti-smuggling efforts at the product destination. 
Regulations requiring Khmer labeling should also be strictly enforced. The RGC should set 
specific targets for the anti-smuggling task force based on the number of cases filed and the 
amount of contraband confiscated and provide pay incentives to task force officials based on 
their performance. The results of the task force activities should also be announced publicly.  
 
355. The RGC should also enact the Law on Customs, which has been submitted to the 
National Assembly, and develop the implementing regulations needed to support the new 
legislation. These should be incorporated into a Policy and Procedures Manual.  The draft law 
provides a sound legal basis for customs administration and fully complies with WTO 
requirements and international standards set by the World Customs Organization (WCO). 
 
356. Phase 2a – Strengthen capacity of Customs and Excise Department. Under the 
Technical Cooperation and Assistance Program (TCAP) efforts to strengthen CED organization 
and human resources are underway. Under TCAP the CED should develop a human resources 
plan as well as a training program to strengthen management skills and technical expertise. The 
CED should also implement the customs integrity program envisioned by TCAP, which will 
encompass an internal audit unit, an updated code of ethics, a policy of strict disciplinary action 
for employee malfeasance, an improved system of internal controls and monitoring and a 
publicity plan.114 Assistance in developing the program should be sought from the WCO. The 
CED should develop a plan to maximized benefits from WCO membership through active 
participation in regional WCO programs including technical assistance and training. The CED 
also needs to prepare steps to implement the information technology program to improve 
automation and improve statistics gathering. The CED should implement a code of conduct for 
customs officials and enhance the accountability of officials. It is also necessary to rationalize 
the number of agencies involved in checkpoints in order to establish accountability.  
 

                                                 
114  Annual Progress Report 2002, Strengthening Economic and Financial Management Project/Technical 

Cooperation and Assistance Program, Ministry of Economy and Finance.  
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357. Phase 2b – Implement computer system. CED has a manual system of cargo 
reporting, declaration processing and revenue accounting. A small computer system has been 
upgraded to compile statistics from manually completed forms. A fully computerized system is 
required to improve efficiency of customs clearance, revenue counting, data collection and 
analysis. By implementing a computerized system all transactions would be processed in a 
consistent manner reducing opportunities for under assessing import quantities and value.  
 
3. Business Associations 

358. Business associations will play an increasingly important role in supporting trade 
promotion, capacity building and technology development. In particular, industry based 
associations will grow in importance. The formation of business associations will require 
assistance from donors and the RGC to provide facilities, capacity building and organizational 
support.   
 
359. Phase 1 – Support formation of business associations. The RGC should support the 
development of business associations through assistance with facilities and organizational 
capacity building. The RGC should encourage donors to support the formation and 
organizational development of industry and rural based associations. The role of Commune 
Councils should be enhanced at the local level by encouraging them to carry out duties similar 
to a chamber of commerce to promote local businesses and build linkages outside the 
community.  
 
360. Business associations should be encouraged to set up cooperatives to carry out 
commercial activities such as establishing markets and storage facilities and improving 
processing capacity by jointly investing in necessary machinery. The associations should 
arrange technical training and other capacity building activities to help improve quality and 
management of members. RGC and donor training programs should be organized together with 
business associations to better facilitate activities and to provide long-term relationships 
between the service providers and enterprises. Associations should also be included in the 
policy dialogue with the RGC through the private sector forum and discussion groups at the 
ministry level. The associations will require able secretariats to gather ideas from members and 
prepare policy papers and recommendations during the dialogue process.  
 
361. Phase 2 – Strengthen function of business associations. In phase 2 the role of 
associations in marketing and quality improvement will need to be enhanced through capacity 
building efforts led by donors. The role of associations should also be enhanced in developing 
marketing and distribution channels. Funding should be provided to assist associations to create 
distribution networks to allow them to sell members’ products directly to the market rather than 
relying on middlemen and other ineffective distribution channels.  
 
362. Phase 3 - Strengthen role of associations in financing. In phase 3 the role of 
associations should be further strengthened by assisting them to establish credit cooperatives, 
which would mobilize savings and provide lending to members. Funding support to start the 
credit unions should be provided through RGC rural finance and SME lending programs as well 
as through donor support.  
 
4. Export Development 

363. Since the size of the domestic market is limited, an effective export strategy is necessary 
to promote economic growth. This strategy depends on the RGC’s ability to provide export 
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promotion services, reduce the cost of trade facilitation and diversify its production base to meet 
demand in foreign markets. Establishing industrial zones for exporters would also promote 
exports by providing infrastructure for manufacturers.  
 
364. Phase 1a – Develop export promotion potential. As mentioned above, the RGC 
should establish a website to promote local products and build linkages with overseas buyers. 
The website would provide an opportunity for companies without their own English-language 
websites to promote their products to foreign buyers.   
 
365. The RGC should establish an export marketing fund, which would provide grants to 
registered enterprises, particularly SMEs, for participating in overseas trade fairs, exhibitions 
and study missions as well as for local trade fairs and exhibitions, which are export oriented. 
The fund would assist enterprises to gain experience and obtain information regarding export 
markets. The management of the fund should be coordinated with the activities of business 
associations so that fund recipients are able to share information obtained from the trade fairs. 
The RGC should also organize international trade fairs and exhibitions and allow local 
producers to participate free of charge. The RGC should coordinate its tourism promotion 
activities with trade promotion to reach a larger audience of potential buyers, particularly for 
handicrafts and processed foods. 
 
366. Phase 1b – Reduce trade facilitation costs. The RGC should put special emphasis on 
reducing trade facilitation costs to encourage exports. Duplication of agency functions in 
processing exports and imports adds to the processing time and cost. While CED is in charge of 
customs valuation, clearance and collection of duties other agencies are also involved. MAFF is 
responsible for agricultural controls, the Frontier Defense Department is responsible for 
checkpoint security for the prevention of smuggling, the Ministry of Interior Economic Police 
control for fraud and illegal contraband and the MoC’s Camcontrol is responsible for monitoring 
the quality of imports and exports. At border checkpoints provincial offices are also involved. 
Although, measures to rationalize the presence of government agencies at border checkpoints 
were introduced through Sub-decree 84 in 2001, much uncertainty remains about the roles and 
responsibilities of government agencies.115 The RGC needs to address this issue by assuring 
implementation of the sub-decree and delegating more authority to CED for import and export 
processing. Fee structures at the Sihanoukville port, which are as much as four times higher 
than in Thailand, need to be reduced as well.116  
 
367. Phase 2a – Establish industrial zones for exporters. The creation of industrial zones 
is aimed at facilitating export development by creating high quality infrastructure and utilities 
needed to attract investment. To improve infrastructure for exporters the RGC should support 
the development of industrial zones. The RGC first needs to enact the Law on Industrial Zones 
to establish the legal framework for their establishment. Development of industrial zones should 
be carried out by the private sector. The institutional arrangement, including the fiscal incentives 
for companies moving to the zone and the structure of the industrial zone authority in charge of 
customs clearance, tax collection, labor relations and SME promotion should be determined in 
the legal framework. The RGC needs to study carefully the best location for industrial zones, 
which will facilitate exporters. The Japanese Government has carried out a significant feasibility 
study for establishing an export processing zone in Sihanoukville. Other locations with strong 
potential due to their proximity to export markets are Koh Kong, Poipet and Battambang. 

                                                 
115  Cambodia: Integration and Competitiveness Study, Ministry of Commerce, January 2002. 
116 Ibid.  
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Suburban Phnom Penh is also a strong candidate due to the availability of human resources. 
The location of the industrial zones should be based on the demand of the private sector.  
 
368. Phase 2b - Provide export incentives. The RGC should provide incentives to 
exporters, including export finance in the form of pre-shipment financing, term loans for export 
related projects, letters of credit, export credit insurance and export advisory services. The RGC 
should provide incentives for FDI such as improved infrastructure through industrial zones and 
streamlined licensing. To facilitate manufacturers of export-oriented products, the RGC should 
provide more incentives for the duty free import of equipment and raw materials. The LOI allows 
such duty free access only for large investment projects. Small-scale exporters should be given 
similar incentives to promote their export potential and assure a level playing field for all 
businesses. One option for streamlining import processing for export oriented enterprises would 
be to declare a zero tariff on goods most frequently used by exporters. This would create more 
transparency in the system and simplify administration.  
 
369. Phase 3 – Strengthen overseas trade promotion. The RGC should establish a 
national agency for export promotion within the Ministry of Commerce to formulate policy and 
establish guidelines for encouraging and supporting the expansion of exports, provide 
information services and market co-ordination, implement and co-ordinate export promotion and 
expand the range of export products and markets. The agency should establish a website 
providing up-to-date information about trade enquiries, market briefs, product offers and trade 
fairs. The website should have e-commerce potential. The agency should also provide 
information services such as newsletters for overseas buyers, a buyer’s guide to Cambodian 
products and a directory of exporters. These publications should be distributed to overseas 
business people, business organizations, government agencies and international institutions. 
The agency should also prepare studies of overseas markets and carry out workshops and 
training. The export promotion agency should assign representatives to work overseas to carry 
out trade promotion and gather information on markets.  
 
E. Access to Finance 

370. The key elements for improving access to finance involve establishing a sound legal 
framework to protect property rights and enforce contracts. To strengthen the banking system 
the legal infrastructure for commercial activities needs to be in place along with mechanisms for 
enforcement. Improved credit information is needed to allow financial institutions to make well-
informed credit decisions. An expansion of financial services into the areas of insurance, 
leasing, consumer finance, and equity and bond finance would increase financing options and 
promote new investment. Improving the ability of financial institutions to manage liquidity 
through money markets would provide more flexibility for banks to make term loans, while 
developing the capacity of professionals would improve credit appraisal and risk management.  
 
1. Contract Enforcement 

371. Effective enforcement of contracts depends upon a strong commercial law framework 
and effective enforcement by the courts. The RGC needs to implement key commercial 
infrastructure and strengthen law enforcement to reduce the risks of lending.  
 
372. Phase 1 – Create key commercial legal infrastructure. Many commercial laws are 
being drafted, which will underpin financial sector development. The RGC needs to adopt the 
civil code and procedures and the draft laws on commercial contracts, commercial enterprises, 
insolvency, and secured transactions to provide the legal framework for financial institutions to 
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more confidently provide financing. An improved legal framework combined with judicial reform 
will establish clearer rules and give banks necessary legal rights in handling defaults. With an 
improved legal framework in place financial institutions will be better able to expand their 
services to a wider client base than to just to well known and related borrowers. The RGC 
should also establish a regulatory framework for a secured transactions registry to allow 
registration of real estate and moveable property as collateral. Land titling efforts being carried 
out at the Ministry of Land Management should also be strengthened by improving dispute 
resolution mechanisms and reducing the fees involved. The cost of land title transfers should 
also be significantly reduced to encourage more widespread and up to date land titling.  
 
373. Phase 2 – Strengthen law enforcement.  In phase 2 the RGC should establish a public 
secured transactions registry for real estate. Procedures for registering property should be in 
place and financial institutions should have direct access to the registry. By the end of phase 
two, titling of commercial land should be completed to facilitate business lending and eliminate 
the possibility of land disputes. The establishment of a commercial court should also be 
completed to speed up legal proceedings and create specialization in the judiciary. Commercial 
court jurists should receive adequate compensation and training.  
 
374. Phase 3 – Enhance legal infrastructure.  In the third phase the RGC should allocate 
more resources to improve and enlarge the legal infrastructure to underpin commercial 
activities, including strengthening of the commercial court, establishment of public registry for 
movables and completion of land titling of residential and agriculture land. 
   
2. Credit Information  

375. A strong system of credit information is the backbone to creating a sound lending 
environment. The development of accounting and auditing systems is vital for banks to 
understand the financial condition of borrowers. Effective auditing will help to ensure the 
accuracy of the financial information. Credit information also includes knowing the borrowing 
history of loan applicants. Information sharing between financial institutions through informal 
and formal arrangements is a key to gauging the creditworthiness of potential borrowers.  
 

a. Accounting/Auditing Standards 
 
376. Phase 1 – Establish accounting/auditing standards and enforcement system.  The 
RGC needs to strengthen the National Accounting Council established under the Law on 
Enterprise Accounting and Audit. The Khmer Institute of Certified Public Accountants and 
Auditors established under the law should also be strengthened in order to develop professional 
standards, training programs and eventually to certify auditors. It will also be responsible for 
establishing a code of ethics for auditors and accountants.  
 
377. Phase 2 – Strengthen accounting/auditing standards enforcement. In phase 2 the 
RGC needs to strengthen enforcement of accounting and auditing standards. By promoting 
competition in the local accounting industry new entrants will be encouraged to participate 
resulting in reduced cost to the private sector for accounting and auditing compliance and 
improved quality. The RGC should also promote the accounting industry through the 
strengthening of university curriculum and the build up of vocational training in order to develop 
a pool of professional accountants and auditors.  
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378. Phase 3 – Enhance accounting/auditing standards enforcement. In phase 3 the 
RGC should expand the application of IAS to the private sector by requiring companies to 
implement IAS. Independent auditing of IAS should also be mandatory.  
 
 b. Credit Information  
 
379. Phase 1 – Establish credit information exchange. The Association of Banks in 
Cambodia (ABC) is currently developing a credit information exchange, which will formalize to 
some degree arrangements between banks for sharing borrower credit information. 
Establishment of such arrangements also requires the collaboration of the NBC to create the 
regulatory framework governing the sharing of information between commercial banks. 
Procedures for establishing the credit information exchange need to be established as well as 
for the expanded credit information bureau.   
 
380. Phase 2 – Expand scope of arrangements for credit information sharing. In phase 
2 the ABC should establish a full credit bureau by determining membership and information 
sharing arrangements and mobilizing the resources needed to set up the required hardware and 
software system. The regulatory framework will need to be further developed to encompass 
issues regarding the right to privacy of borrowers.  
 
381. Phase 3 – Diversify and upgrade credit information system. In phase 3 the RGC will 
need to further develop financial information systems by encouraging the development of a 
credit rating industry to support debt markets. The ABC will also need to further develop the 
capacity of the credit bureau through increased investment in information technology.  
 
3. Expansion of Financial Services 

382. The expansion of non-bank financial services and insurance is critical for the 
development of the private sector. The development of non-bank financial services is dependent 
upon improvements in the legal and regulatory framework, which will create demand for new 
services. To expand the use of insurance, the legal and regulatory framework needs to be 
strengthened and supervision of the industry needs to be enhanced. In this way awareness of 
the benefits of insurance will be developed as will public confidence in the industry.  
 
 a. Non-bank financial services 
 
383. Phase 1 – Establish foundation for non-bank financial services and capital 
markets. Leasing offers many advantages for banks in an environment where term financing is 
ineffective by providing the equivalent of term loans for capital equipment. Under the current 
Banking Law, banks are allowed to carrying out leasing. However, implementing regulations are 
needed before banks are willing to initiate lease financing. The NBC should establish the basic 
procedures for banks to carry out leasing by issuing appropriate regulatory guidance.  
 
384. To encourage the development of capital markets the RGC must prepare the legal, 
regulatory and institutional groundwork for capital markets. Regulations are needed on 
securities brokers and dealers to allow banks to undertake securities businesses. The RGC also 
needs to develop the legal framework for a securities exchange as well as for the formation of 
securities companies and subsidiaries. The legal framework for the development of a capital 
market supervisor should also be put in place. 
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385. Phase 2 – Promote non-bank financial services. To promote leasing the RGC should 
develop appropriate fiscal and financial incentives to attract investment in leasing from both 
domestic banks as well as to encourage FDI. The RGC should implement effective measures 
for supervising the leasing industry and assist in building the capacity of professionals in the 
field of lease finance.  
 
386. To assure sound development of capital markets, diverse institutional investors need to 
be developed such as trust businesses, investment/management companies, mutual funds and 
venture capital companies. In phase 2 the RGC needs to build the legal and regulatory 
framework for these institutional investors as well as to establish a securities market regulator.  
 
387. Phase 3 – Develop capital markets.  In phase 3 the RGC should establish a securities 
exchange. It should also encourage the development and diversification of institutional investors 
to provide investment services and stimulate market growth. Arrangements for bond financing 
should be in place including rules for underwriting and issuance. Secondary markets for bonds 
should also be developed. The RGC should strengthen the capacity of capital market 
participants by developing a securities brokers and dealers association, which could build 
capacity in the industry and act as a market self-regulatory organization.  
 
 b. Insurance  
 
388. Phase 1 – Promote market based development of insurance industry. The RGC 
needs to implement the Sub-decree on Insurance by establishing an enforcement and 
monitoring framework for compulsory insurance. To date enforcement of compulsory insurance 
has been weak because of the lack of a coordinated effort among concerned ministries to 
establish an efficient enforcement and monitoring mechanism. The RGC needs to establish an 
inter-ministerial working group to improve compulsory insurance, which is vital for creating 
policy driven demand in the industry. To maintain fair competition in the insurance industry and 
maintain its market orientation the RGC should privatize the state-owned CAMINCO through a 
joint venture.  
 
389. Phase 2 – Promote public confidence in the insurance industry. To increase public 
confidence in the insurance industry the RGC should refine and adopt new regulations to 
address the increased delivery of insurance products and should allocate more resources to 
reinforce the regulatory and supervisory body. Capacity building of regulators will insure that 
prudential regulations are upheld. The RGC should institute policies to encourage private 
companies to enter the market by streamlining procedures for foreign insurance companies, 
developing reinsurance institutions and by divesting all government ownership in insurance 
companies. The RGC should strengthen prudential regulation of the insurance industry by 
creating an independent supervisory body staffed by qualified specialists with a competitive 
compensation scheme. The independent supervisor should enhance supervisory capacity and 
prudential regulations in accordance with the Core Principles of the International Association of 
Insurance Supervisors. Enhanced supervisory capacity would bolster public confidence and 
facilitate the development of the sector.  
 
390. Phase 3 – Strengthen capacity of insurance sector. The RGC needs to establish an 
insurance training institution, which will play an essential role in capacity building in the sector 
by attracting international assistance and best practices to Cambodia. As the insurance sector 
grows the RGC needs to develop an actuarial professional body and adopt a relevant legal and 
regulatory framework, including a code of ethics and professional standards.  
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4. Financial Management Efficiency  

391. The development of money markets is necessary for financial institutions to manage 
liquidity. In the first phase it is necessary to establish the foundation of a short-term unsecured 
interbank market, which will be followed by the issuance of T-bills and diversified money market 
instruments and the development of a primary dealer system. The third phase aims at 
broadening interbank / money markets by creating a framework for non-financial issuers of 
money market instruments such as commercial paper. In addition to developing money markets, 
financial management efficiency will be enhanced by building capacity in the banking sector by 
providing the necessary training to develop a strong base of banking professionals.  
 
392. Phase 1a – Establish money market. Commercial banks should initiate the 
development of short-term unsecured interbank lending. At the same time the RGC needs to put 
in place the legal and regulatory framework for the development of money markets, especially 
the adoption of a negotiable instruments law. The NBC should develop a framework for 
supervising and monitoring the liquidity position of banks and should provide detailed 
procedures for issuing interbank/money market instruments. The RGC should adopt a medium-
term plan and regulatory framework for establishing a T-bill market. 
 
393. Phase 1b – Establish capacity building. To develop the financial management 
efficiency capacity building efforts will be needed. The Center for Banking Studies needs to 
strengthen its capacity for training central bankers by appointing full-time instructors with 
competitive pay packages, establishing a central banking course for professionals at the NBC 
and developing mandatory training programs for incoming central bankers. To strengthen the 
capacity of banking professionals it is necessary for the ABC to establish a banking institute for 
training commercial bankers.   
 
394. Phase 2 – Expand money market instruments. The RGC should issue T-bills and 
other government securities. Regulations to enable the use of repurchase agreements based on 
T-bills and negotiable certificates of deposit should be established by the NBC. The NBC should 
also consider issuing central bank securities to speed up the development of money markets. 
To develop a vibrant T-bill market the RGC needs to establish a primary dealer system for 
government securities and regularize the issuance of T-bills.  
 
395. Phase 3 – Further develop money markets.  The RGC should deepen money markets 
aiming to develop integrated interbank/money markets to expand their use to less experienced 
institutions. This would be accomplished by scrutinizing the regulatory framework to enhance 
the confidence of all players in interbank/money markets. The RGC will also need to establish a 
regulatory framework for the issuance of commercial paper and trade bills by non-financial 
institutions. The introduction of money market instruments should be synchronized with the 
development of private bond markets and the establishment of money market intermediaries 
such as investment companies and finance companies.  
 
F. Sub-sectors 

1. Agriculture 

396. Growth in agriculture rests on increasing the per capita growth of the sector through 
commercialization and diversification towards higher value-added products. Diversification of 
crop production from rice to higher-value crops would raise the incomes for farmers and provide 
greater potential for exports. This diversification involves the development of agro-industry to 
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increase cultivation of high-value produce and the integration of smallholders with agro-
enterprises to increase the potential of urban and international markets. To support agro-
industry the legal framework surrounding land concessions needs to be strengthened and 
domestic and foreign investment is needed. Developing the potential of smallholders involves 
much capacity building, the strengthening of rural finance and the development of agro-
enterprises with capacity to process, package and market food products. The development of 
agriculture also hinges on improvements in irrigation and road infrastructure.  
 
397. The fisheries sub-sector has potential to add significant income to the agriculture sector. 
Legislation needs to be enacted to improve community fisheries management. Industry 
associations should be formed to encourage the sharing of market and technical information 
and assist in reducing distribution costs. In the medium-term it is necessary to enhance the 
value-added of fisheries through improvements in storage and distribution and the development 
of improved processing capabilities. In the long-term the industry needs to develop capacity in 
aquaculture in order to reduce dependence on natural fish stocks, increase production capacity 
and enhance export. Fish farming will be vital for increasing the income of the industry.  
 

a. Agro-industry and processing 
 
398. Phase 1a – Support development of agro-industry. The development of large-scale 
agro-industry will enhance the potential for diversification into high-value products. To enhance 
private sector investment in agro-industry, the RGC needs to establish land tenure through 
concessions. If large-scale land concessions are awarded, it is important that they are 
transparent and are provided only to investors who plan to cultivate the land, particularly with 
crops that have export potential such as high-grade rice, vegetables and fruits, industrial crops 
such as rubber, sugarcane, palm oil, coffee, pepper, soybeans, sesame, mung beans, and 
cashew nuts. For this reason enforcement mechanisms for concession agreements, such as 
establishing a monitoring team for inspecting concessions, must be created.  
 
399. With the major export potential of Cambodian rubber it is necessary that management of 
rubber production be improved to restore its competitiveness in international markets. The RGC 
should improve the efficiency of public rubber enterprises through reorganization and eventual 
privatization. Privatization would result in improved efficiencies in the management of the 
plantations and the restructuring of management. It would also likely result in greater investment 
in technology and quality enhancements that would improve the competitiveness of Cambodian 
rubber.  
 
400. Phase 1b – Support development of smallholders. Due to the large number of 
smallholders in the country it is vital for the RGC to find ways to improve their incomes. The 
core strategy for improving incomes of smallholders is to assist them to diversify production to 
high-value added products by integrating them with agro-enterprises to provide stable markets 
for farmers and an incentive to switch from rice to other cash crops. The RGC should strengthen 
the integration of smallholders and agro-enterprises by improving access of smallholders to 
land, seeds, inputs, and water and by supporting extension services. To this end it is necessary 
for the RGC to implement the Sub-decree on Social Land Concessions to assure land tenure to 
smallholders and provide land to the landless. It is also necessary to improve the access of 
smallholders to the knowledge and credit necessary for the production and marketing of high-
value products. At the same time the RGC should support the development of small and 
medium agro-enterprises by reducing transaction costs and risks associated with accessing 
credit and by providing capacity building and advisory services through regional resource 
centers. The RGC can promote product diversification by creating a rural financing program to 
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enhance longer-term investments of farmers and agro-enterprises, building farmers’ technical 
and marketing capacity through education and extension services and encouraging the use of 
contract farming to assure smallholders will have markets for their diversified produce. Farmers 
can help themselves by establishing associations to organize access to inputs, distribution, 
marketing and capacity building efforts. 
 
401. Phase 2a – Enhance development of agro-enterprises. Enhancing the development 
of agro-enterprises should be a major part of the RGC’s action plan to strengthen the agriculture 
sector. To improve access to markets the RGC should assist agro-enterprises to improve 
quality, packaging and distribution in order to be more competitive. The RGC should establish 
capacity building programs targeting SME agro-enterprises. The RGC should also support agro-
enterprise associations, which would also play a large role in developing the technical, 
marketing and financing efforts of agro-enterprises. The Rice Millers Association acts as an 
excellent example of the benefits of forming industry based associations and should be further 
promoted in other industries.  
 
402. Phase 2b – Improve agriculture infrastructure. The RGC needs to enact a water law 
and policy to improve access of farmers to water control and irrigation. The RGC should 
continue to concentrate on the rehabilitation of existing irrigation schemes rather than 
constructing totally new schemes with an emphasis on small-scale schemes where the farmer 
beneficiaries can be involved in contributing to management, operation and maintenance costs. 
Training of farmers in management, operations and maintenance are important components of 
new irrigation developments. The legislative and administrative framework for formation and 
operation of Water User Groups/Associations developed under the World Bank Agriculture 
Productivity Improvement Project should be implemented in order to ensure the sustainability 
and management of irrigation infrastructure by collecting fees from participating farmers and 
using the funds for system operation and maintenance.  
 
403. Phase 3 – Develop agro-enterprise export potential. The RGC should assist in 
establishing an Agricultural Trade Promotion Center, which would provide a forum for agro-
enterprises to promote exports of Cambodian agricultural products. The center should facilitate 
fairs and exhibitions to promote agricultural exports. The center should provide information 
about procedures related to export financing, shipping and standards. Assuring consistent 
quality will also be vital to gaining access to foreign markets. MAFF needs to assist in 
developing food safety standards for agro-produce, while MIME and MoC should set industrial 
standards for processed foods to assist Cambodian producers to enter foreign markets. 
 

b. Fishery  
 
404. Phase 1 – Support development of fisheries. The RGC needs to establish the legal 
framework and administrative provisions for fisheries management and operation of the industry 
by enacting the draft Fisheries Law and the Sub-decree on Community Fisheries. The legal 
framework will establish and maintain community-based fisheries management systems and 
procedures under the national supervision and control of the DOF. Along with the legal 
framework, the RGC will need to develop local capacity to operate community-based fisheries 
management and administration by: 1) defining the administrative and operational framework for 
community-based fisheries management; 2) establishing local fisheries management authorities 
(fisheries councils) to carry out fisheries management and administration under the guidance of 
the DOF; 3) carrying out training and awareness building activities to introduce the new legal 
and administrative framework for fisheries and fisheries management; 4) providing support to 
fisheries councils and the fisheries service to effectively monitor and evaluate activities in the 
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fisheries sector; and 5) supporting the fisheries councils and the fisheries service to manage 
conflict resolution and law enforcement. 
 
405. The formation of private business associations in the fishery industry is necessary to 
upgrade managerial, marketing and technical capacity and to generate financing. The RGC 
should encourage the formation an association of fish traders, processing and marketing 
enterprises to increase linkages in the industry and provide an organization to strengthen the 
capabilities of fishery enterprises.  
 
406. Phase 2 – Enhance value-added of fisheries. To enhance the value added of fisheries 
capacity needs to be built in the areas of storage, transportation, processing and packaging. 
While private business associations can play an important role in this process, the RGC needs 
to assist by providing capacity building services to distributors and processors. The RGC should 
support associations to form cooperatives to establish storage facilities at major markets, to 
increase economies of scale in distribution and improve transportation efficiency. To improve 
processing and packaging, the RGC should assist in developing facilities near landing places 
and trading points. In the first stage these facilities could be developed as a public-private 
partnership with the public sector providing infrastructure and the private sector operating the 
facilities based on concessional agreements. In the second stage the facilities should be 
privatized so that the private sector is in charge of all maintenance and management.  
 
407. It is also important that the RGC assures market competition in the industry by 
eventually privatizing the state-owned fishery import/export company KAMFIMEX. This will 
assure that fishery trade is carried out based on market mechanisms and will create efficiencies 
in distribution. The RGC should also consider removing export taxes on live fishery exports to 
improve the competitiveness of Cambodian exports.  
 
408. Phase 3 – Strengthen aquaculture industry. In the long-term term the development of 
aquaculture will be an important step to ensuring the sustainability of the fishery industry and 
developing export markets. Increased demand for fishery products will lead to an aquaculture 
based fishing industry in Cambodia. The private sector needs to play the leading role in 
developing the aquaculture industry through investment in infrastructure and management of 
facilities. The RGC should support small-scale aquaculture by arranging financial and technical 
support from the donor community and by providing extension service and training to farmers in 
developing fishponds and rice-fish culture. The RGC can also play a role in developing breeding 
programs to assure a supply of certified and disease free brood stock and fish fries to private 
sector aqua culturists. The RGC should establish and maintain “Best Practice” guidelines for the 
different types of aquaculture and for different habitats and work together with local fisheries 
councils to develop and implement localized aquaculture management plans. The RGC should 
develop and maintain a continuous flow of technical, scientific and general information on 
aquaculture to local communities. 
 
2. Households 

409. Phase 1 – Improve market access. Household businesses suffer from a lack of market 
access due to poor infrastructure and a lack of market information. The key for developing 
households is to improve access to market information. This can be achieved through the 
development of commune based associations, which improve information sharing on pricing, 
design and quality. These associations can provide an organizational framework for building the 
technical and marketing capacity of local producers. These associations can also facilitate 
regional specialization through clustering and the advancement of a one commune-one product 
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strategy. With the associations acting as private sector counterparts, the RGC should 
strengthen the capacity of local government offices to provide market information. In 
cooperation with the associations, the departmental offices of relevant ministries such as MoC 
and MIME should arrange training and information services at the commune level, which focus 
on providing market information to household businesses and assisting them to meet quality, 
design and distribution requirements. The RGC should also assist the household businesses to 
create and strengthen linkages with larger enterprises by arranging trade fairs, providing 
matching services and creating incentives for local sub-contracting.   
 
410. Phase 2 – Enhance formalization of household sector. The high level of informality in 
the household sector means that they do not benefit from being a member of the acknowledged 
business community. To assist these enterprises in entering the formal sector it is necessary for 
the RGC to enact legislation to simplify registration for household enterprises. As mentioned 
above, one method is to enact separate company and enterprise laws as Singapore has which 
provide distinct guidelines and fees structures based on the legal status of the business. The 
key to bring more enterprises into the formal sector is to create a legal framework, which makes 
registration convenient and inexpensive, and to establish incentives to convince enterprise 
owners of the benefits of formalizing. Possible incentives would be a simplified tax structure for 
SMEs, access to formal financing, access to business promotion and training activities, the 
ability to bid for government supplier contracts and access investment incentives.  
 
411. Phase 3 – Enhance competitiveness of household sector. In Phase 3 the RGC 
should focus on enhancing the competitiveness of the household sector. Since more of these 
enterprises will have been formalized in Phase 2, it will be possible to design financing, 
marketing and capacity building programs targeting the household sector. The RGC will also be 
able to utilize tax and other investment incentives to encourage household enterprises to 
expand. Tax incentives could include duty exemptions on imported equipment and raw 
materials or special VAT treatment, which would reduce investment and operating costs. The 
RGC should also open procurement opportunities by establishing targets for procurement from 
household enterprises.  
 
412. Business development services to improve marketing, management and technical skills 
should be developed by the RGC. These services are explained in section 5(e) below focusing 
on SME development.  
 
3. Formal Domestic Sector  

413. As the country becomes more industrialized, the formal domestic sector has great 
potential for creating economic growth and reducing poverty through labor-intensive 
manufacturing. The key to developing this sector is to create an enabling business environment 
based on fair competition and good governance, so that the risk of making large investments in 
facilities, equipment, materials and distribution is commensurate with the reward. This sector 
also depends upon the cost structure of the economy and the ability to provide quality products 
and services to be competitive with foreign competitors. The RGC needs to facilitate the 
strengthening of the domestic formal sector by providing a competitive business environment 
with a transparent governance framework and low cost infrastructure. It should also assist local 
producers to improve quality standards to meet market demand.  
 
414. Phase 1a – Improve governance. The formal domestic sector will benefit significantly 
from improvements in governance, in particular the streamlining of registration and licensing 
mentioned above. Strengthening the anti-smuggling efforts of the RGC will also greatly benefit 
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domestic formal enterprises since they are most likely to produce import competing products, 
such as processed foods, beverages, metalwork, shoes, construction materials and other 
manufactured goods. The RGC should also streamline import processing to improve access to 
imported raw materials and equipment through measures such as selective inspection and 
verification of goods and the release of goods prior to duty payment. Compulsory inspection of 
all imports is the result of the low level of importer compliance with the self-assessment system 
in which many importers falsely understate the value of their imports and miss describe them to 
reduce their tax liability. Programs to educate importers and encourage higher levels of 
voluntary compliance are needed to support the implementation of modern streamlined customs 
procedures and trade facilitation measures. Introduction of an automated customs processing 
system is also critical for customs reform and will likely have a significant impact on trade 
facilitation and improving trader compliance. 
 
415. Companies in the domestic formal sector are affected heavily by the tax code since they 
participate in the real regime tax system, pay minimum taxes on revenues, participate in the 
VAT system and pay withholding salary taxes. It is vital for the RGC to assure that 
implementation of the tax code is uniform to assure that all companies are operating on a level 
playing field. The implementation of Cambodian Accounting Standards will play a large role in 
assuring uniform compliance to tax codes. Formal domestic enterprises would also benefit from 
policies to broaden the tax base so that their tax burden could be reduced as a portion of total 
RGC revenues.  
 
416. Phase 1b – Develop industrial standards. The development of industrial standards will 
help to increase product quality as well as increase consumer confidence in Cambodian made 
products. MIME‘s Department of Industrial Standards is responsible for certifying the quality and 
safety of local manufactured products. So far the main target for certification has been 
processed foods and beverages, especially bottled water and carbonated drinks. MIME needs 
to build its capacity in establishing industrial standards through close cooperation with donors 
and foreign governments. As it builds its capacity to certify quality and safety, the RGC should 
also promote public awareness of industrial standards to encourage consumers to look for the 
mark of industrial standard on the packaging when making purchasing decisions. If consumers 
begin to demand industrial standards, producers will have a greater incentive to obtain 
certification.  
 
417. Phase 2a - Improve cost competitiveness. The cost structure in Cambodia is high 
compared to neighboring countries. The RGC needs to adopt policies to improve cost 
competitiveness. Labor costs in Cambodia are high considering the low level of productivity. 
The RGC should consider reforming its labor policies, which provide for generous benefits such 
as high minimum wages, double overtime pay at night and on weekends and many paid 
holidays.    
 
418. Infrastructure costs associated with transportation and electricity are also a major cost 
disadvantage to domestic formal enterprises. The RGC should continue efforts to improve road 
infrastructure especially on Route 5 to Thailand and Route 1 to Vietnam. Improvements in these 
and other major thoroughfares would significantly reduce the time and cost of delivering raw 
materials for production and finished products to foreign and domestic markets. Electricity fees 
in Cambodia are also the highest in the region. In order to reduce electricity costs, the RGC 
should continue with plans to construct a high-voltage grid in the area west of Phnom Penh and 
Tonle Sap, connecting to Viet Nam in the south and Thailand in the northwest. With this grid it 
will be possible to import cheaper power from Thailand and Vietnam. The RGC should also 
continue to explore the development of the country’s hydropower potential as well as renewable 
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energy sources such as solar and biogas. The RGC should encourage the participation of 
private power producers by using competitive tendering procedures for all significant power 
projects and encouraging public-private partnerships.  
 
419. To improve the competitiveness of manufacturers, it is important that they are able to 
source equipment and raw materials at world prices. The amendments to the LOI enacted in 
early 2003 state that domestically oriented QIPs will be entitled to import production equipment 
exempt of duties. The law also states that “supporting industry” QIPs will be allowed to import 
equipment and raw materials exempt of duties as specified in the future implementing sub-
decree. The RGC should assure that the implementing sub-decrees clearly define domestically 
oriented and supporting industries and that the investment amount necessary to qualify for the 
incentives is low enough to allow broader participation from enterprises targeting domestic 
markets.    
  
420. With improved accounting standards the RGC should also revoke the minimum profit tax 
and introduce a system of quarterly self-assessment of profit taxes in order to remove 
disincentives for investment.  
 
421. Phase 2b – Implement industrial standards.  In phase 2 the RGC should fully 
implement international level industrial standards and provide incentives such as promotion, 
matching services and access to government contracts for manufacturers meeting these 
standards. The RGC should also draft product liability legislation in phase 2 in order to further 
develop safety standards and increase the confidence level of consumers. The RGC should 
encourage the development of private sector consumer advocacy and watchdog groups to 
monitor and report on product safety and quality.  
 
422. Phase 3 – Further enhance business environment. In phase 3 the RGC should enact 
anti-monopoly legislation to assure open and competitive markets for domestic producers. An 
anti-monopoly law would prohibiting private monopolization, unreasonable restraint of trade and 
unfair trade practices by preventing excessive concentration of economic power and by 
eliminating unreasonable restraint of production, sale, price, technology and all other unjust 
restriction of business activities through combinations, agreements and otherwise. The law 
should aim to promote free and fair competition.  
 
423. The RGC should also enhance the use of industrial standards by providing additional 
incentives to firms meeting the standards. These incentives could include export promotion 
services, support for trade fair participation, matching services and showroom exhibitions.  By 
encouraging more firms to implement industrial standards, the RGC will be able to assist in 
raising quality of domestic products and improve access to export markets.  
 
4. Foreign Invested 

424. Foreign invested industries provide the bulk of exports and contribute significantly to job 
creation. The RGC should make significant efforts to attract FDI in labor-intensive industries. 
The RGC should implement policies to improve access to land for foreign investors, reduce 
labor costs, streamline import/export procedures and reduce port fees. The RGC should also 
focus on improving physical infrastructure and developing the capacity of the workforce through 
improvements in basic education and vocational training.  
 
425. Phase 1 – Attract investment in labor-intensive industries. The RGC should promote 
FDI in agro-industry by enacting the Sub-decree on Economic Land Concessions and assuring 
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its implementation. By guaranteeing access to land, foreign investors will have an incentive to 
invest in agro-industry, which has great potential in Cambodia due to an abundance of land and 
labor resources.  
 
426. Assuring that labor policies concerning minimum wages, overtime, night pay and holiday 
pay do not inhibit the competitiveness of labor-intensive industries will be important for attracting 
investment to Cambodia. Poor labor-management relations have created a negative image for 
foreign investors. Strengthening dispute resolution mechanisms through arbitration and 
negotiation between unions and management will reduce the prevalence of strikes and other 
work stoppages, which create unpredictability for foreign investors. The RGC should improve 
the arbitration process involving labor-management disputes by strengthening the role of the 
arbitration council provided for in the labor law. 
 
427. Since most FDI is export-oriented, the RGC needs to assure that export processing 
procedures are efficient and that costs are kept to a minimum. Ways also need to be found to 
give exporters access to inputs at world prices in a low cost way. Evidence points to the 
importance of this access in attracting export oriented investment.    
 
428. Phase 2 – Improve infrastructure for foreign investment. As mentioned above the 
RGC should focus on improving infrastructure by improving the supply of low cost electricity and 
continuing with road improvements. The establishment of industrial zones in strategic locations 
may be an appropriate strategy for attracting FDI in manufacturing, especially for higher value-
added products such as basic consumer electronics parts and supporting industries.  
 
429. Phase 3 – Create globally competitive investment environment. In Phase 3 the RGC 
should strive to make Cambodia a globally competitive business environment. Improvements in 
infrastructure and governance and development of a highly skilled labor force are necessary. 
The RGC should also create incentives for the development of supporting industries, which 
could act as suppliers to foreign-invested manufacturers.  
 
5. SME Sector  

430. Supporting the SME sector is vital to the development of the Cambodian economy. The 
RGC should focus on creating an enabling environment for SMEs, while at the same time 
providing support in the areas of financing and business development services to strengthen the 
capacity of enterprises. The RGC currently lacks a legal framework for SME development. The 
RGC has yet to establish a government-wide SME policy and has no defined institutional 
framework for establishing policies and programs to support SMEs. The RGC strategy for the 
SME sector should focus on developing the legal, policy and institutional framework necessary 
to establish effective SME support programs.  
 

a. Legal Framework 
 
431. Phase 1 - Develop SME legal framework. An SME promotion law or sub-decree is 
needed to determine the institutional framework for SME development, including the 
development of an inter-ministerial body to coordinate SME policy. Such legislation is also 
required for establishing incentive programs and other targeted support programs.  
 
432. The law or sub-decree would also establish an officially recognized definition of SMEs in 
Cambodia. Various options for defining SMEs are available including the number of employees, 
revenues and fixed assets or a combination of these variables. The SME definition should also 
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be based on the industry or sector since the characteristics of companies vary significantly 
based on what they do. In most countries, SMEs are defined differently by sector or industry. 
For example, the maximum number of employees to be considered an SME in the service 
sector is usually much lower than for manufacturers.  
 
433. Phase 2 – Implement SME legal framework. In phase 2 the RGC should enact an 
SME law or sub-decree as well as the necessary implementing legislation for establishing and 
carrying out the Government’s SME promotion policies. The institutional framework should be 
established and the roles of relevant ministries in SME promotion should be clearly demarcated.  
 
434. Phase 3 – Enhance enforcement of law. In phase 3 the RGC should review the legal 
framework for SME promotion and make necessary enhancements if deficiencies are found. 
Gaps in implementation of laws and regulations should be identified and solutions should be 
recommended. At this stage policy reforms may be necessary to strengthen government-wide 
implementation of programs. 
 

b. SME Policy 
 
435. Phase 1 – Develop policy framework for SMEs. Cambodia currently lacks a policy 
framework for SME development. The RGC should immediately draft a strategic plan for SME 
development, which reflects the policy measures planned for the future. The strategy should 
provide an action plan for the RGC to implement incentives, financing schemes and capacity 
building programs to benefit SMEs. One of the main targets of the strategy should be to 
formalize SMEs through enterprise registration. The strategy and action plan should also 
include mechanisms for coordinating SME policies among ministries and local authorities. Some 
ideas for policies to promote SME finance and business development services are outlined 
below.  
 
436. Phase 2 – Implement SME policy framework. The SME strategy and action plan 
should be approved by the SME Committee, defined below, which will act as the lead SME 
policymaking body. The SME strategy and action plan should also be incorporated into the next 
poverty reduction strategy of the RGC. 
 
437. Phase 3 – Enhance SME policy framework. Based on annual progress reports on the 
SME sector, the RGC should review the SME policy framework and evaluate the 
implementation of SME support programs. The results of the evaluation should be incorporated 
into the RGC’s SME strategy and action planning for the next period.  
 

c. Government Institutional Framework 
 
438. Phase 1 – Determine government institutional framework for SME development. 
The lack of an inter-ministerial body in charge of SME development hinders efforts to coordinate 
policies and programs. As a first step to developing the institutional capacity for SME 
development the RGC needs to establish an inter-ministerial committee in charge of SME policy 
reporting to the Prime Minister comprised of representatives of the relevant ministries and the 
private sector. This SME Committee would be in charge of developing and approving policies 
for SME promotion. The committee would be supported by an SME policy office, which could be 
located in SNEC or created as an independent agency. The duties of the SME policy office 
would be to act as a secretariat for the SME Committee, coordinate the efforts of the various 
line ministries in charge of SME development and publish annual reports on the status of the 
SME sector. These annual “White Papers” would serve to update progress on SME policies and 
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identify major issues and obstacles facing SMEs. Another role of the SME Committee should be 
to clearly define the roles of each line ministry in SME development. Each relevant ministry 
should have a department in charge of SME development policy to coordinate activities within 
the ministries.  
 
439. Phase 2 – Strengthen activities of institutions. To ensure that policies are well 
formulated and implemented, capacity building of SME development institutions is needed. SME 
policymakers should be trained in areas of policy, finance and the provision of business 
development services. An option would be to train a core group of individuals from relevant 
ministries and the SME policy office to act as trainers within their respective organizations. Field 
surveys of SME related organizations in neighboring countries would be a good training tool. 
Technical assistance would also be needed to raise the capacity of SME policymaking. The 
SME policy office, in particular, would need capacity building to develop the expertise needed to 
formulate a policy framework.  
 
 440. To ensure effective coordination of ministerial activities, an SME working group, 
organized by the SME policy office, should be established consisting of the Directors of the 
departments in charge of SME policy at each ministry. These regular SME working group 
meetings should assist the SME Committee in policy making and act as a mechanism for 
tracking policy implementation at each ministry.   
 
441. Phase 3 – Consolidate SME support functions. In phase 3 all SME related functions 
should be combined to a specialized SME Administration or agency, which will coordinate SME 
promotion activities and policies. This specialized organization will combine all the existing SME 
promotion activities related to financing, business development services, capacity building, 
incubation, product development and trade promotion under one roof in the RGC. It will also be 
in charge of recommending policies regarding incentives, access to government contracts and 
other matters related to SME promotion.      
 

d. SME Financing 
 
442. Phase 1 - Improve regulatory framework. As mentioned above, the legal framework 
for financial services needs to be strengthened by enacting laws to strengthen the enforcement 
of loan contracts. Enacting the laws on commercial contracts, commercial enterprises, secured 
transactions and insolvency will help to establish the necessary legal framework to improve 
SME access to financing. Establishing a secured transactions registry and improving land titling 
is needed to strengthen SMEs’ ability to pledge collateral. Strengthening the capacity of the 
judicial system by establishing a commercial court and strengthening training of judges is also 
necessary.   
 
443. The RGC should examine the feasibility of establishing a fund to finance SMEs through 
lending or credit guarantees. The study should examine SME borrowing demand and capacity, 
mechanisms for financing, potential obstacles to disbursing funds and options for managing the 
funds. The study should also examine the feasibility of establishing a lease financing scheme for 
SMEs.  
 
444. Phase 2a – Develop lending environment.  It is necessary to strengthen the capacity 
of commercial banks and micro-finance institutions to efficiently lend to SMEs. In addition to 
strengthening enterprise accounting standards and improving credit information through the 
establishment of a credit bureau, the financial institutions need to develop their capacity to 
appraise and process loans to improve the efficiency of SME lending. Bank staff should receive 
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training on cash-flow oriented lending, analysis of business risks and mitigation of risks related 
to lending to SMEs. Streamlining of appraisal processes through credit scoring methodologies 
and IT improvements would also strengthen the lending environment for SMEs by improving 
efficiencies and reducing operating costs. However, for credit scoring methodologies to work an 
efficient credit information system should be established through the bankers association. 
 
445. Phase 2b – Create SME targeted programs.  Based on the implementation of the 
regulatory framework, the RGC should consider establishing an appropriate SME financing 
scheme. The scheme should utilize private sector lending infrastructure through commercial 
banks, MFIs and credit unions organized by business associations. It should not distort market 
mechanisms by providing financing at below market rates. The scheme should be used to 
promote investment and innovation through term financing, by providing credit lines to banks, 
MFIs and credit unions. To promote SME exports, an export financing scheme should be 
developed to provide pre-shipment financing, term loans for export related projects, export 
credit insurance and export advisory services. As capital markets develop, support for equity 
financing should also be considered.        
 
446. Phase 3 – Implement SME lending programs.  The RGC should implement SME 
lending programs and strengthen the institutions involved. The RGC should emphasize capacity 
building of SMEs in business planning, management and accounting in order to improve their 
creditworthiness. Lending programs conditions should be clearly established as well as risk 
management procedures. Capacity building of lenders should be an important part of any 
lending program. Performance measures should be established in order to evaluate the 
effectiveness of the program.  
 
447. To increase the reach of SME financing in rural areas, the RGC should encourage the 
development of credit unions and cooperatives. Such institutions would increase the outreach of 
the formal banking sector and create competition needed to improve the quality of banking 
services in rural areas. To achieve this target the RGC needs to establish legal and regulatory 
frameworks for credit unions and cooperatives and assure adequate supervision of their 
operations.  
 

e. Business Development Services 
 
448. Phase 1 – Establish mechanisms for delivering business development services. 
The RGC needs to establish mechanisms for providing business development services to 
SMEs. These services should focus on firm-level training in the fields of business management, 
technology and marketing. The RGC should establish an institute in charge of providing 
business development services to SMEs. The institute should be established as an autonomous 
body with a board of directors representing the public and private sector as well as educational 
institutions and outside experts. The institute should provide management training, business 
counseling, information services and networking opportunities for SMEs. Business associations 
such as the PSMIA should also be supported to provide similar services to its members.  
 
449. The RGC should establish a trade promotion center as a one-stop shop for information 
on business opportunities and assistance programs. The trade promotion center would provide 
information to SMEs on laws and regulations, markets, buyers and suppliers. The trade 
promotion center would also organize trade fairs and exhibitions to promote SME products and 
would assist enterprises in foreign marketing efforts. The trade promotion center should act as 
an information repository as well as provide advisory services to SMEs on marketing. The RGC 
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should operate the center at the early stages with the intention of establishing a public-private 
partnership to manage its operations at a later date.  
 
450. The RGC should establish a design and innovation center affiliated with the University of 
Fine Arts to build capacity for SMEs in product labeling and packaging design. The design and 
innovation center should provide vocational training and consultancy to SMEs to assist in 
improving the design and safety of products. The center should emphasize industrial design so 
as not to duplicate efforts by donors and NGOs in the field of handicrafts. The programs of the 
design center should encompass mainly human resources development, consulting, research 
and development and quality management.  
 
451. The newly established PSMIA can play an important role in providing training and 
building networks. However, much capacity building is needed for the PSMIA to be able to fulfill 
this role. The RGC should support efforts to build the capacity of the PSMIA so that it can 
provide business development services to its members.  
 
452. Phase 2 – Strengthen delivery of services. In phase 2 the RGC should strengthen its 
capacity to provide business development services. The RGC should develop the capacity of 
business associations and other private sector training providers to support SMEs. The RGC 
should also establish a pilot incubation program to assist start-up companies. Incubation 
services should include providing assistance for facilities, management consulting and start-up 
financing for SMEs in selected industries such as information technology. 
 
453. The RGC should establish a website to assist SMEs in trade promotion. The website 
should provide company profiles, production information, contact information and links to 
company websites. Since most SMEs do not have the capacity to establish their own websites, 
the trade promotion website should provide space and design assistance to SMEs to establish 
their own small websites. In the future, the website should be developed as a marketplace 
allowing for e-commerce transactions.  
 
454. The RGC should combine the trade promotion website with an SME portal offering 
SMEs a wide range of services, including information on exporting, SME promotion institutions, 
legal problems and regulations, financing, online-training, consulting services, news and forums 
for discussion. The portal site would provide SMEs a platform for information access, inter-
company communication and a channel for delivery of services, such as e-consulting and e-
learning.   
 
455. Phase 3 – Expand delivery of services. In phase 3 the RGC should expand its delivery 
of training and business development services by creating a national network of SME training 
centers affiliated with educational institutions. The formation of SME associations should also be 
promoted nationwide. A federation of SME associations should be established to strengthen 
business linkages among SMEs and improve delivery of business development services.   
 
G. Government Implementation of PSD Action Plan 

456. Since the private sector development action plan will be a key element in promoting 
economic growth and poverty reduction in the future, it is necessary to develop an institutional 
framework for implementation. As a first step, it will be necessary to prepare a final version of 
these private sector development recommendations to be delivered to a higher authority. Since 
the recommendations are cross-cutting and cover the activities of all ministries, the RGC should 
establish a task-force in charge of developing a time bound action plan for private sector 
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development. This inter-ministerial task force should be given the authority to determine the 
overall priorities for the Government and further develop the recommendations to meet these 
priorities.  
 
457. The Council of Ministers should establish an inter-ministerial coordinating body to 
formalize the action plan for private sector development and monitor its implementation. This 
coordinating body should report directly to the Prime Minister and be comprised of high-level 
officials from the ministries responsible for implementing the private sector action plan. The 
coordinating body should issue regular updates on the progress of implementation and make 
adjustments according to the changing market conditions. While implementing the private sector 
development action plan may need further refined policy actions, its primary aim should always 
be to create an enabling environment for business and assure an even playing field for all 
market participants.  
 

VI. PRIORITIES FOR PSD IN CAMBODIA 

458. From the many recommendations provided in this PSA it is necessary to determine 
priority areas for private sector development in Cambodia. To support the business enabling 
environment and social and physical infrastructure the RGC should concentrate on the following 
key areas of private sector development and remain engaged in these areas until results are 
fully achieved. These key areas are: 
 

A. Support SME development; 
B. Governance reform through improved enforcement of laws; 
C. Continue support for financial sector reforms;  
D. Develop RGC’s capacity to provide assistance to the private sector; 
E. Strengthen capacity building; and 
F. Continue infrastructure development.    

 
A. Support SME development 

1. Strengthen formalization of business through registration and licensing reform 

459. The RGC needs to reform the business registration process by reviewing the legal 
framework for registration and making necessary changes to encourage more enterprises to 
formalize. Business registration procedures should be simplified to reduce the cost and time 
necessary to register. The RGC should also carry out licensing reform by reviewing private 
sector licensing requirements. The RGC should also carry out reforms to streamline processes 
and procedures and eliminate unnecessary requirements. The goal of the licensing reform 
should be to reduce the burden of licensing and inspections on the private sector, while at the 
same time assuring that necessary regulation and oversight is maintained.  
 
2. Establish legal, policy and institutional framework for SME development 

460. The RGC has identified the importance of SME development in Cambodia by requesting 
ADB to begin preparations for an SME Program Loan, which will commence in 2004. Since no 
legal, policy or institutional framework has been established for SME development, it is 
important for the ADB to assist the RGC in these areas. Since the SME sector accounts for 
such a large share of employment and GDP, support of the sector will have a positive impact on 
private sector development and poverty reduction by creating sources of employment and 
wealth creation.  



 

 147

 
B. Governance reform to improve enforcement of laws 

461. The RGC should strengthen its efforts to achieve governance reforms. To improve 
enforcement of laws, judicial reform and capacity building is necessary, particularly in the area 
of commercial law. Support should be provided to assist the RGC to establish a commercial 
court and train judges to assure effective implementation of the commercial code. A specialized 
court would reduce the time needed to try court cases and improve the effectiveness of 
decisions. Since many new commercial laws are likely to be enacted in the near term (laws on 
commercial enterprises, secured transactions, and insolvency) it is necessary to develop the 
capacity of the judiciary for implementation. ADB’s support of judicial reform and capacity 
building would contribute greatly to the development of the business enabling environment. The 
donor community should also assist the RGC to implement the Anti-corruption Law, which was 
approved by the Council of Ministers in June of 2003.  
 
C. Continue support for financial sector reforms 

462. Financial sector reform has been a major part of the RGC’s efforts to support private 
sector development and has been at the heart of ADB’s assistance to Cambodia in recent 
years. Continued efforts to reform the financial sector should be a major priority of the RGC and 
the ADB through the development of a secured transactions system by establishing the legal 
framework and the secured transactions registry. Efforts should be continued to develop a credit 
bureau and to support the efforts of the ABC to train bankers in bank management. Continued 
support to strengthen bank supervision and the supervision of the insurance industry are also 
keys to the development of the financial sector. Another priority in the financial sector is to assist 
in the development of interbank markets and develop the legal framework for the issuance of 
Treasury Bills. In the medium-term capital markets development should be supported to provide 
an alternative to bank financing.   
 
D. Develop RGC’s capacity to provide assistance to the private sector 

463. The RGC provides very little assistance to the private sector in the form of market 
information, trade promotion, matching services or training. The ADB and other donors should 
assist the RGC to develop appropriate mechanisms for supporting the private sector. These 
private sector support mechanisms should be determined based on best practices and should 
take into account the capacity level of the RGC and the financial constraints of providing such 
services. Where possible, these private sector support mechanisms should utilize public-private 
partnerships to ensure effective delivery of services at a reasonable cost. The priority of these 
private sector support mechanisms should focus on strengthening trade promotion and market 
information activities, such as the establishment of a trade promotion center and the 
development of a business registry, which could be disseminated on the Internet. By assisting 
the RGC to provide support services, the donor community would help to stimulate the private 
sector by expanding market opportunities and trade potential.  
 
E. Continue infrastructure development 

464. The low level of development of physical infrastructure, including road transportation, 
electricity, irrigation and water systems and port facilities is a major barrier to private sector 
development in Cambodia. The RGC and donor community should continue to support road 
infrastructure improvement, especially in rural areas. Technical assistance to improve road 
management in rural areas will improve the sustainability of road rehabilitation. Donors should 
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continue to support the RGC’s Power Sector Strategy by assisting the country to access lower 
cost sources of electricity, including imports from Thailand and Vietnam, and develop renewable 
power sources such as hydropower and thermal energy. The RGC should support the 
participation of the private sector in electricity generation. At the same time EDC needs to 
improve its management efficiency to reduce power costs to the private sector. Technical 
assistance for the EAC to strengthen its role as the independent power regulator is also 
required to assure an electricity supply at reasonable prices. Continued rehabilitation of 
irrigation systems is needed to promote agriculture sector development. The effectiveness of 
Water User Groups to manage irrigation systems is vital for assuring the sustainability of 
irrigation rehabilitation. Finally, port facility improvements are needed to reduce the costs and 
lead times of importing raw materials and exporting finished products. Infrastructure 
improvements will require a significant amount of investment from the RGC and donors and will 
have to be carried out over the next decade or two.   
 
F. Strengthen capacity building  

465. The strengthening of the capacity of the Cambodian population cannot be 
overemphasized in its importance to private sector development. A well educated and trained 
workforce is the key to private sector competitiveness. As a major priority for private sector 
development, education and vocational training programs should be supported by the donor 
community in order to increase the access of the population to quality services. The RGC 
should be supported in its efforts to raise the education share of the national budget to 21.5% by 
2005, according to the target of the Medium-term Financing Policy Framework for Education 
2001-2005. Since only 56% of the workforce has completed primary education and 18% has 
completed secondary school through grade 9, support for primary and secondary education is 
necessary to increase participation. Efforts to reduce the constraints in education such as the 
burden on household income, distance and transportation barriers and the opportunity costs of 
schooling need to be addressed by the RGC and donors. The urban-rural gap in quality of 
education also needs to be addressed through increased training of rural teachers and 
administrators and by creating incentives for qualified teachers to work in rural areas.   
 
466. With the diversification of the Cambodian economy from agriculture to industry and 
services, it is increasingly important that access to vocational training be increased. Although, 
the private sector and NGOs should continue to be the main providers of vocational training, 
programs to support students to finance training courses are in great need. In addition, more 
flexibility in the scheduling of training is needed to allow workers to join courses without leaving 
their jobs. Programs are also needed to improve the access of training to workers in the SME 
sector through short courses and specialized training centers. Firm-level training should be 
encouraged through business associations and chambers of commerce. A good example of 
firm-level training is the program carried out by the GMAC, which carries out centralized training 
of garment workers for its members.   
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APPENDIX 1: PRIVATE SECTOR DEVELOPMENT ACTION PLAN (2004 – 2013) 

 
 
I. Formalization 
 
 

 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

  
 1. Registration 
 
Formalize the sector so the 
Government can more effectively 
promote the private sector through 
support programs, matching 
services and improved access to 
financing.    

 
Simplify and streamline the current 
registration system 
  
1-1. Give enterprises ability to adjust 

articles of association based on 
their business requirements. 

1-2. Streamline paperwork 
requirements such as need for 
presenting land title or land lease 
agreement, verification of 
investment capital and local 
government certificates. 

1-3. Allow enterprises to authorize 
representatives to carry out tasks 
such as provide signatures and 
making representations at MoC. 

1-4. Establish one-stop service for 
enterprise registration at MoC. 

 
Establish a computerized 
registration system 
 
1-5. Define information requirements 

for registry.  
1-6. Determine procedures and 

technology requirements.  
1-7. Establish computerized database 

of registered enterprises. 
1-8. Widely disseminate directory of 

registered enterprises, including 
on the Internet.                   

 

 
Expand registration requirement  
 
2-1. Expand registration to broader 

segment of economy by 
establishing legal requirement to 
register.  

2-2. Establish simplified registration 
procedures for SMEs through 
reduced paperwork requirements 
and by providing them assistance 
in process.  

2-3. Provide incentives to register; the 
possibilities include:   

 
(i) listing on government 

business registries;  
(ii) databases and websites;     
(iii) access to financing 

programs;  
(iv) low cost land title transfer;    
(v) simplified tax filing 

requirements for SMEs; 
(vi) access to business promotion 

and training services; and  
(vii) import and export licensing.   

 
 

 
Expand computerized registration 
system 
 
3-1. Establish regulatory framework 

for on-line registration. 
3-2. Determine procedures and 

technical requirements. 
3-3. Expand matching services as 

mentioned below.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

   
2. License/Inspection 
 
Streamline licensing process to 
make it more transparent and 
reduce the overall costs of doing 
business in Cambodia.  

 
Establish an inter-ministerial body 
to review all business licenses    
 
1-9. Establish inter-ministerial task 

force to review all licensing and 
inspection requirements at 
ministries and local government. 

1-10. Identify overlapping licensing 
requirements. 

1-11. Make recommendations for 
streamlining licensing and 
inspection.   

1-12. Publish list of required licenses 
and make available to business 
associations and entrepreneurs. 

1-13. Inter-ministerial task force to 
provide recommendations and 
action plan to the Government.   

 

 
Streamline licensing procedures 
 
2-4. Government to issue decree on 

simplifying licensing procedures, 
reducing unnecessary licenses 
and reducing the cost of 
licensing.  

2-5. Ministries develop and implement 
action plan for streamlining 
procedures.      

 

 
Enforce new procedures 
 
3-4. Enforce new licensing and 

inspection procedures. 
3-5. Ministry Inspectors General and 

National Audit Authority oversee 
implementation of licensing and 
inspection procedures.  

 
Strengthen rights of businesses in 
licensing and inspection 
 
3-6. Establish hotline for business 

owners to register complaints 
about licensing and inspection 
practices. 

3-7. Record all complaints and report 
to relevant counterparts. 

 

II. Enforcement of Legal Framework / Governance 
  

 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
Make the legal environment more 
transparent to enhance governance 
combined with comprehensive 
administrative reform. 

 
Improve dissemination of legal and 
regulatory information 
 
1-14. Regularly publish and 

disseminate legal gazette.  
1-15. Strengthen quality of published 

information to include all laws, 
sub-decrees and prakas.  

 
 

 
Disseminate legal information on 
the internet 
 
2-6. Establish RGC website for legal 

information. 
 
 
 
 
 
 

 
Reform of public administration 
 
3-8. Implement civil service pay 

reforms.   
3-9. Implement merit based career 

advancement system in 
Government by strengthening 
human resource planning and 
establishing measurements 
and targets for performance 
evaluation.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
Implement commercial arbitration 
 
1-16. Enact draft Law on Commercial 

Arbitration. 
1-17. Establish arbitration panel and 

train panelists.  
1-18. Establish operating procedures.  
 
 
 
 
Establish anti-corruption legal 
framework 
 
1-19. Enact Anti-Corruption Law. 
1-20. Establish code of conduct for 

public officials. 
1-21. Establish rules for public 

procurement. 
 

 
Establish commercial court 
 
2-7. Determine jurisdiction of 

commercial court. 
2-8. Assign judges to specialized 

court. 
2-9. Strengthen training of judges in 

business law. 
2-10. Establish code of ethics and 

asset reporting for judges. 
 
Strengthen implementation of anti-
corruption measures  
 
2-11. Strengthen capacity of National 

Audit Authority in external audit. 
2-12. Strengthen capacity of ministry 

level Inspectors General in 
internal audit procedures. 

    

3-10. Strengthen education for public 
administration at 
undergraduate and graduate 
levels.  

 

 
III. Market Access/Information 
 

 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

    
1. Trade Promotion/ Information 
 
Promote trade by providing more 
information, enhancing domestic 
and foreign partnerships and 
integrating into the world markets. 

 
Strengthen trade promotion and 
market information activities  
 
1-22. Establish trade promotion 

center and show room to 
promote local products. 

1-23. Organize trade fairs to promote 
regional products in Phnom 
Penh. 

 
Develop website to promote local 
products 
 
2-13. Relevant ministries and local 

governments to create 
websites for product 
promotion.  The websites 
should be combined with the 
company directory, trade 

 
Enhance trade promotion services 
 
3-11. Based on the company 

information and computerized 
registry, the Government 
agencies and the Chamber of 
Commerce to provide matching 
services with both local and 
foreign companies.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

1-24. Strengthen market research. 
1-25. Begin “buy Cambodia” 

campaign. 
1-26. MIME and MoC to develop a 

directory of enterprises, to be 
combined with the computerized 
registration system. 

 

promotion centers, trade fairs, 
and other related activities.  

2-14. Link website with foreign 
chambers of commerce and 
trade promotion agencies.  

2-15. The Government to issue the 
E-Commerce Law and related 
sub-decrees.  

 

3-12. Organize meetings between 
local and foreign business 
leaders. 

   
 2. Customs Reform 
 
Strengthen anti-smuggling efforts to 
improve competitiveness of local 
producers. Improve trade facilitation 
to reduce costs for exporters.  

 
Strengthen anti-smuggling efforts  
 
1-27. Rationalize tariffs on consumer 

goods by setting rates at levels 
to reduce incentive for 
smuggling.     

1-28. Strengthen control of smuggling 
at destination or selling point 
through increased patrolling of 
stores and markets.  

1-29. Enforce laws requiring Khmer 
labeling. 

1-30. Increase efforts of anti-
smuggling task force through 
performance incentives and 
capacity building.  

1-31. Draft code of conduct for 
customs officials.  

 

 
Strength capacity of Customs and 
Excise Department to prevent 
smuggling 
 
2-16. Design computerized customs 

clearance system.  
2-17. Implement code of conduct for 

customs officials. 
2-18. Re-evaluate and streamline 

number of agencies involved 
at border checkpoints. 

2-19. Develop plan to maximized 
benefits from WCO 
membership through active 
participation in regional WCO 
programs including technical 
assistance and training. 

 
Implement computer system 
 
2-20. Operate the system aiming to 

increase the efficiency of 
customs clearance, as well as 
improving data collection and 
analysis. 
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

    
3. Business Associations 
 
Development of business 
associations should be enhanced to 
promote information sharing, market 
linkages and voice of members 
policy making.  

 
Support formation of business 
associations 
 
1-32. Encourage formation of 

business associations through 
support of facilities and 
organizational capacity building. 

1-33. Encourage associations to 
engage in commercial activities 
such as establishing distribution 
channels and marketplaces, 
storage facilities and shared 
processing.   

1-34. Strength role of Commune 
Councils to act as local 
Chambers of Commerce.  

1-35. Include associations in policy 
formulation forums. (e.g., 
private sector forums)  

 

 
Strengthen function of business 
associations 
 
2-21. Enhance role of associations 

in marketing and quality 
improvement. 

2-22. Develop role of associations in 
distribution.  

 
Strengthen role of associations in 
financing 
 
3-13. Support establishment of 

association based credit 
cooperatives. 

   
 4. Export Development 
 
Increase information and 
infrastructure on exports and reduce 
trade facilitate costs.  

 
Develop export promotion potential  
  
1-36. Develop website to promote 

Cambodian made products as 
stated above. 

1-37. Strengthen the export promotion 
activities of the Government and 
foster linkages with foreign 
governments and related 
associations. 

1-38. Set up export promotion fund to 
support export marketing 
activities.  

 
 
 
 

 
Establish industrial zones for 
exporters  
 
2-23. Enact law on industrial zones  
2-24. Based on feasibility studies 

and master plan determine 
appropriate location for 
industrial zones.  

2-25. Determine incentives for 
attracting investors to move to 
zone. 

2-26. Establish management 
authority.  

 
 
 
 

 
Strengthen overseas trade 
promotion 
 
3-14. Set up national agency for 

export promotion.  
3-15. Strengthen website and 

develop e-commerce 
capabilities, including payment 
systems (this is in addition to 
the e-commerce law).  

3-16. Strengthen provision of market 
information through market 
research, newsletters and 
linkages with foreign buyers.  

3-17. Assign trade representatives 
abroad.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
Reduce trade facilitation costs  
 
1-39. Reduce port fees for scanning, 

loading and storage.   
1-40. Streamline customs, camcontrol 

and other ministries’ roles in 
export/import processing.  

1-41. Simplify export documentation 
requirements. 

 
Provide export incentives 
 
2-27. Provide pre-shipment 

financing, term loans for 
export related projects, letters 
of credit, export credit 
insurance and export advisory 
services 

2-28. Provide duty exemptions for 
small exporters.  

2-29. Provide incentives for FDI 
such as improved 
infrastructure through 
industrial zones and 
streamlined licensing.  

 

 
 
 

 
IV. Access to Finance  
 
 
1. Contract Enforcement  
 
Create and implement legal 
infrastructure. 

 
Create key commercial legal 
infrastructure 
 
1-42. Adopt a company law, an 

insolvency law, a secured 
transactions law, etc. 

1-43. Adopt a civil code and 
procedure. 

1-44. Establish regulatory framework 
for a secured transactions 
registry. 

1-45. Strengthen land titling by 
reducing costs and 
implementing dispute resolution 
mechanisms.  

 
 

 
Strengthen law enforcement 
 
2-30. Establish a public secured 

transactions registry for real 
estate. 

2-31. Complete land titling of 
commercial property. 

2-32. Establish commercial chamber 
in the court system. 

 

 
Enhance legal infrastructure 
 
3-18. Strengthen commercial court. 
3-19. Establish public registry for 

movable property.  
3-20. Complete land titling of 

residential and agriculture 
property.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
2. Credit Information  
 
Improve borrower information 
through improved accounting 
standards and establishment of 
information sharing systems.  

 
Establish accounting/auditing 
standards and enforcement system 
 
1-46. Strengthen National Accounting 

Council. 
1-47. Adopt Cambodian accounting 

standards consistent with IAS. 
1-48. Strengthen Institute of Khmer 

Auditors and Accountants.  
1-49. Adopt code of ethics for 

accountants and auditors. 
 

 
Establish credit information 
exchange 
 
1-50. Establish arrangements for 

sharing credit information 
among members of the 
Association of banks in 
Cambodia. 

 
Strengthen accounting/auditing 
standards enforcement 
 
2-33. Promote competition in the 

local accounting industry to 
encourage new entries to 
reduce accounting and 
auditing compliance costs of 
the private sector 

2-34. Promote accounting industry 
through university and 
vocational training to build 
pool of accountants and 
auditors.  

 
Expand the scope of arrangements 
for credit information sharing 

2-35. Formalize the membership of 
the arrangements for sharing 
credit information to include 
other credit institutions. 

2-36. Allow the participation of other 
financial institutions in the 
credit information sharing 
arrangements. 

 

 
Enhance accounting/audit 
standards enforcement  
 
3-21. Apply IAS to private 

companies. 
3-22. Improve the enforcement of 

accounting and auditing 
standards. 

 

Diversify and upgrade credit 
information system 

3-23. Introduce a credit rating 
database industry. 

3-24. Improve IT arrangements for 
credit bureau. 

 

 
3. Expansion of financial services 
 
Develop new financial services and 
capital markets. Strengthen 
insurance industry to mitigate 
business risks. 

 
Establish foundation for non-bank 
financial services and capital 
markets 
 
1-51. Establish regulatory framework 

for leasing and consumer 
finance. 

1-52. Adopt laws and regulations 
necessary for capital markets 
development.  

 

 
Promote non-bank financial 
services 
 
2-37. Enhance capacity of banks 

and non-bank financial 
institutions to provide lease 
and consumer finance. 

2-38. Establish legal framework for 
fund management and venture 
capital. 

 
Develop capital markets 
 
3-25. Establish a securities 

exchange. 
3-26. Develop corporate bond 

financing. 
3-27. Strengthen capacity of capital 

market participants. 
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
 
 
 
Promote market based development 
of insurance industry 
  
1-53. Implement compulsory 

insurance. 
1-54. Establish insurance monitoring 

and enforcement system. 
1-55. Begin privatization process of 

state-owned insurance 
company. 

 

2-39. Establish regulatory body for 
capital markets.  

 
 
Promote public confidence in 
insurance industry 
 
2-40. Strengthen the regulatory 

framework for insurance by 
refining prudential regulations 
to cover diverse insurance 
products. 

2-41. Facilitate private insurance 
companies’ entry into 
underwriting business. 

2-42. Create independent 
supervisory body.  

 
 
 
 
Strengthen capacity of insurance 
sector  
 
3-28. Establish an insurance training 

center. 
3-29. Develop an actuarial 

profession.    

 
4. Financial management 
efficiency  
 
Develop money markets to assist in 
liquidity management. Strengthen 
capacity of regulators and bankers.  

 
Establish money market 
 
1-56. Enact law on negotiable 

instruments and payment 
transactions.  

1-57. Establish interbank market 
arrangements/procedures for 
commercial banks. 

1-58. Adopt a regulatory framework 
for the issuance of T-bills. 

 
Strengthen capacity building 
 
1-59. Center for Banking Studies to 

establish a central banking 
training program for NBC 
professional staff. 

1-60. Bankers Association to 
establish bank-training center 
for commercial banks. 

 

 
Expand money market instruments 
 
2-43. Adopt procedures and 

regulations for negotiable 
certificates of deposit, 
repurchase agreements, 
banker’s acceptance, etc. 

2-44. Issue central bank securities 
(e.g., central bank CDs) 

2-45. Introduce T-bills.  
2-46. Regularize issuance of T-bills 

on primary market.  

 
Further develop money market 
 
3-30. Allow all financial institutions to 

participate in interbank/money 
markets. 

3-31. Adopt regulations for trade 
bills, and commercial paper. 
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
V. Sub-sectors 
 
 
1. Agriculture 
 
a. agro-industry and processing 
 
Support efforts to produce higher 
value products and strengthen 
processing capacity.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
b. fisheries  
 
Improve fisheries management and 
improve processing capacity. 
Enhance income generation. 

 
Support development of agro-
industry 
 
1-61. Establish land tenure for agro-

industry through concessions. 
1-62. Restructure and privatize state-

owned rubber plantations.  
 
Support development of 
smallholders 
 
1-63. Strengthen integration of 

smallholders and agro-
enterprises through contract 
farming. 

1-64. Promote product diversification, 
through rural finance programs, 
capacity building and contract 
farming.  

1-65. Encourage the development of 
farmer associations to improve 
access to inputs, markets and 
capacity building. 

 
 
 
Support development of fisheries 
 
1-66. Enact fisheries law and sub-

decree on community fisheries.  
1-67. Strengthen management of 

community fisheries through 
training and capacity building. 

1-68. Encourage formation of industry 
association by assisting with 

 
Enhance development of agro-
enterprises 
 
2-47. Provide capacity building to 

agro-enterprises to improve 
quality, packaging and 
distribution.  

2-48. Promote development of agro-
industry associations.  

 
Improve agriculture infrastructure 
 
2-49. Enact the water law and 

policy.  
2-50. Rehabilitate existing irrigation 

infrastructure through donor 
support. 

2-51. Support Farmer Water User 
Communities for operation and 
maintenance of irrigation 
systems through capacity 
building. 

2-52. Strengthen support and 
extension services.  

 
 
Enhance value-added of fisheries  
 
2-53. Improve storage and 

transportation capacity by 
forming cooperatives.  

2-54. Strengthen processing and 
packaging capacity in industry 
through training programs.  

 
Develop agro-enterprise export 
potential  
 
3-32. Support agro-enterprises by 

providing assistance in trade 
promotion through market 
information and trade 
promotion.  

3-33. Build capacity of agro-
enterprises to meet export 
quality demands through 
implementation of industrial 
standards.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Strengthen aquaculture industry 
 
3-34. Develop fish farming 

infrastructure through capacity 
building and access to finance.  

3-35. Enhance skill level and 
technology of aquaculture 
through local training.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

organizational support. 
 

 
2. Households 
 
Improve market access and bring 
into the formal sector. Strengthen 
competitiveness through incentives 
and capacity building. 

 
Improve market access 
 
1-69. Promote formation of local 

business associations to 
improve market information and 
build capacity. 

1-70. Strengthen capacity of local 
Governments in providing 
market information by improving 
linkages with ministry level.  

1-71. Strengthen linkages with large 
enterprises through trade fairs, 
matching services and 
incentives for sub-contracting to 
local industries. 

 

 
Enhance formalization of 
household sector 
 
2-55. Enact legislation to simplify 

registration for household 
enterprises. 

2-56. Provide incentives to 
formalize, including simplified 
tax structure, and improved 
access to financing, 
government contracts and 
market promotion and capacity 
building programs.   

 
 

 
Enhance competitiveness of 
household sector  
 
3-36. Provide tax incentives. 
3-37. The Government to provide a 

program to strengthen 
production and managerial 
capacity. 

 

 
3. Formal Domestic Sector 
 
Improve business environment by 
lowering costs, improving quality 
and ensuring market competition.  

 
Improve governance  
 
1-72. Streamline registration by 

reducing need for land title or 
land lease agreement, 
verification of investment capital 
and local government 
certificates.  

1-73. Strengthen anti-smuggling 
through customs reform. 

1-74. Streamline import processing 
through increased automation 
and stricter importer self-
assessment standards.  

1-75. Ensure uniform implementation 
of tax code through 
implementation of accounting 
and auditing standards.  

 
Improve cost competitiveness 
 
2-57. Reform labor policies, 

regarding minimum wages, 
overtime and annual leave.  

2-58. Improve transportation 
infrastructure. 

2-59. Reduce electricity costs. 
2-60. Strengthen implementation of 

investment incentives by 
ensuring access to supporting 
industries.  

2-61. With improved accounting 
standards introduce self 
assessed quarterly profit taxes 
in lieu of the minimum tax on 
revenue.  

 

 
Further enhance business 
environment 
 
3-38. Implement anti-monopoly law. 
3-39. Provide additional incentives to 

firms meeting industrial 
standards, such as export 
promotion services, support for 
trade fair participation, 
matching services and 
showroom exhibitions. 
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
Develop industrial standards 
 
1-76. Strengthen capacity of MIME in 

developing industrial standards. 
1-77. Promote awareness of industrial 

standards through promotional 
campaign. 

1-78. Develop industrial standards to 
promote quality improvements 
and build reputation of 
Cambodian products.  

 

 
Implement industrial standards 
 
2-62. Implement international level 

industrial standards.  
2-63. Provide incentive to producers 

meeting industrial standards 
such as promotion and 
matching services and access 
to government contracts.  

2-64. Enact product liability laws. 
2-65. Develop consumer advocacy 

and watchdog groups to 
oversee safety and quality 
concerns. 

 
 
4. Foreign Invested 
 
Attract FDI in labor-intensive 
industries through governance 
reform, infrastructure development 
and workforce capacity building.  

 
Attract investment in labor-intensive 
industries 
 
1-79. Promote FDI in agro-industry 

through land tenure reforms. 
1-80. Revise labor policies to reduce 

costs and improve labor-
management relations. 

1-81. Streamline import and export 
processing procedures.  

1-82. Reduce port facility fees. 
1-83. Improve investment licensing 

process through implementation 
of new Law on Investment.  

1-84. Ensure good governance 
regarding inspections, contract 
enforcement and access to 
land.  

 
 
 

 
Improve infrastructure for foreign 
investment 
 
2-66. Establish industrial zones to 

reduce infrastructure costs. 
2-67. Continue improvements in 

energy supply. 
2-68. Continue reductions of  

transportation costs through 
infrastructure improvements. 

 
Create globally competitive 
investment environment 
 
3-40. Develop capacity of workforce 

through basic education and 
vocational training.  

3-41. Develop supporting industries 
to supply semi-finished inputs: 

- matchmaking; 
- incentives to suppliers 

such as provision of 
infrastructure, training and 
finance;  

- financial incentives to 
buyers to provide training 
and technical assistance.  
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

 
5. SME Sector 
 
a. Legal Framework 
 
 

 
Develop SME legal framework 
 
1-85. Draft law on SME promotion. 
1-86. Establish legal definition of 

SMEs. 
1-87. Determine institutional 

responsibilities. 
1-88. Determine legal framework for 

SME incentives and programs.  
 

 
Implement SME legal framework 
 
2-69. Enact SME promotion law, 

which should also identify 
broad framework for its 
promotion and preferential 
treatment.  

2-70. Enact necessary implementing 
regulations.  

 
Enhance enforcement of law 
 
3-42. Review and enhance SME 

legal framework. 
3-43. Determine gaps in 

implementation and identify 
solutions. 

 
b. SME Policy  

 
Develop policy framework for SMEs 
 
1-89. Draft government strategy and 

action plan for SME 
development. 

1-90. Recommend incentive, training 
and financing programs 
targeting SMEs.  

 

 
Implement SME policy framework 
 
2-71. Obtain formal approval of 

strategy and action plan from 
the SME Committee.  

2-72. Incorporate SME policy in next 
socio-economic development 
plan.  

 
 

 
Enhance SME policy framework 
 
3-44. Review policy framework and 

prepare strategy and action 
plan for next period.  

 
c. Government Institutional 
Framework 

 
Determine government institutional 
framework for SME development  
 
1-91. Establish inter-ministerial body 

reporting to the Prime Minister 
to formulate SME development 
policies.  

1-92. Identify roles and 
responsibilities of line ministries. 

  

 
Strengthen activities of institutions  
 
2-73. Provide capacity building to 

institutions in charge of SME 
development. 

2-74. Strengthen coordination of 
ministerial activities to support 
SMEs.  

 
Consolidate SME support functions 
 
3-45. Establish SME administration 

or other specialized agency in 
charge of all SME development 
activities.  

 
d. SME Financing 

 
Improve regulatory framework 
 
1-93. Enact commercial enterprise, 

secured transactions and 

 
Develop lending environment  
 
2-75. Strengthen capacity of micro-

finance institutions and 
commercial banks in providing 

 
Implement SME lending programs  
 
3-46. Implement SME lending 

programs. 
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 1st Stage (2004-2006): 
Planning Stage 

2nd Phase (2007-2010): 
Implementation Stage 

3rd Phase (2011-2013): 
Expansion Stage 

insolvency laws. 
1-94. Establish secured transactions 

registry 
1-95. Improve implementation of land 

titling for SMEs by reducing 
costs.  

1-96. Strengthen capacity of judicial 
system to enforce commercial 
legal framework through 
arbitration and qualified 
commercial court. 

1-97. Feasibility study of SME 
financing. 

SME financing through IT 
improvements, credit scoring 
and other SME specific loan 
appraisal processes.  

 
Create SME targeted programs 
 
2-76. Develop SME lending scheme. 
2-77. Develop export financing 

scheme for SMEs.  
2-78. Develop capacity of credit 

unions and cooperatives in 
providing SME financing. 

 

3-47. Strengthen capacity of 
institutions involved.  

3-48. Strengthen capacity of SMEs in 
business planning and 
management.  

3-49. Establish performance 
indicators to evaluate 
effectiveness of program. 

 

 
e. Business Development Services 

 
Establish mechanisms for delivering 
business development services 
 
1-98. Establish an institute to provide 

business management, 
technology information and 
training to SMEs. 

1-99. Establish trade promotion 
center as one-stop-shop for 
information on business 
opportunities and available 
assistance. 

1-100. Establish design and innovation 
center to provide capacity 
building in product, labeling and 
packaging design.  

1-101. Provide capacity building to 
Phnom Penh Small and Medium 
Industry Association.  

 

 
Strengthen delivery of services 
 
 

2-79. Develop capacity to deliver 
business development 
services, particularly through 
associations and other private 
sector training providers.  

2-80. Establish pilot incubation 
program to provide assistance 
to SMEs in facilities, 
management and start-up 
financing.  

2-81. Establish trade promotion 
website for SMEs.   

2-82. Develop portal site as Internet 
information source on 
programs, policies and issues 
facing SMEs. 

 
Expand delivery of services 
 
 
3-50. Develop national network of 

SME training centers.  
3-51. Establish and develop national 

network of SME associations.  
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APPENDIX 2: DONOR PRIVATE SECTOR PROMOTION ACTIVITIES IN CAMBODIA  

Donor Project Title Project Objectives/Activities 

 
ADB 

 
Private Sector 
Assessment 
 

 
Research on situation of the private sector in Cambodia and the drafting of a private sector 
development strategy to be used as an input into ADB’s Country Strategy and Program and for 
RGC’s policy formulation.  

 
ADB 

 
SME Development 
(planned loan preparation 
technical assistance) 

 
The purpose of the TA will be to support the preparation of the SME Sector Development 
Program Loan by formulating a focused and sustainable framework that will establish the 
foundation for SME promotion. The framework will have the following four components: (i) 
Promotion Strategy and Institutional Arrangement for SME Development; (ii) Legal and 
Governance Reform for SME Development; (iii) SME Development Infrastructure, which include 
capacity building measures and provision of market information; and (iv) Financial/Investment 
Component for SME Development, which will be determined during the TA. 
 

 
ADB 

 
Insurance Industry 
Capacity Building 
 

 
ADB is assisting the MEF with a technical assistance grant of US$400,000 to help improve the 
supervisory framework of Cambodia's developing insurance industry. 

 
ADB 

 
Agriculture Sector 
Program Loan 

 
Project includes: (1) Development of policy and guidelines for recovery of operation and 
maintenance costs for irrigation systems, (2) Rehabilitation of key infrastructure such as 
irrigation. 
 

 
ADB 

 
Education Sector 
Strategy Study 

 
Assisting the government to devise effective and realistic education and training policies, 
strategies, and financing mechanisms and to contribute to constructive dialogue within 
government and the aid community. 
 

 
ADB 

 
Provincial Power Supply  

 
The Project will restore and expand the electrical networks in important provincial towns, 
increase energy efficiency as well as building capacity in MIME and EDC. The project includes 
rehabilitation and extension of the distribution systems, installation of new supplies in provincial 
towns consisting of small diesel generating sets, capacity building to establish the organization 
that operate and manage provincial power supplies. 
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Donor Project Title Project Objectives/Activities 

 
ADB 

 
Improving the Regulatory 
and Management 
Framework for Inland 
Fisheries. 

 
The goal of the technical assistance is sustainable management and conservation of natural 
resources and biodiversity in the Tonle Sap Basin. Its immediate objective is to improve the 
regulatory and management framework for inland fisheries, giving early attention to the sub- 
decree on community fisheries. The technical assistance will also emphasize hands-on training 
of counterpart staff. 
 

 
ADB 

 
Capacity Building for 
Technical and Vocational 
Education and Training 

 
ADB provided support to Cambodia to improve technical and vocational education and training. 
The grant assisted the medium to long-term TVET policy and organizational development to 
improve the planning, management and delivery of ongoing and planned TVET programs.  
 

 
ADB 

 
Financial Sector Program 
Loan 

 
The principal objective of the Program is to promote the development of a sound, market-based 
financial system to support enhanced resource mobilization and sustainable economic growth by 
establishing a foundation for banking and insurance sectors as well as financial markets.  
 
The scope includes the following components: (i) enhancing banking intermediation and public 
confidence; (ii) establishing a legal and regulatory framework for insurance sector development; 
(iii) laying the foundation for the development of interbank/money markets including establishing 
a basic legal framework; and (iv) developing financial markets infrastructure by establishing 
common accounting standards and enforcement mechanisms and promulgating laws to underpin 
commercial activities and financial markets. 
 
Loan Amount: $10 million; Executing Agency: National Bank of Cambodia.  
 

 
ADB 

 
Access to Legal 
Resources 

 
Launched the DIAL "Development of the Internet for Asian Law" Research Station Project at the 
MoC. The DIAL project aims to make it easier to find and use legislation-related material from the 
Internet.  
 

 
ADB 

 
Improving Legal 
Infrastructure in the 
Financial Sector 

 
After the adoption of the Financial Sector Blueprint for 2001-2010 in August 2001 with ADB 
technical assistance, ADB is assisting MoC to improve the legal infrastructure in the financial 
sector. Activities aim at developing the key legal infrastructure that underpins financial and 
commercial activities such as a secured transactions system, legal basis for money markets, 
government bond law, and e-commerce transactions law.  
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Donor Project Title Project Objectives/Activities 

 
AFD 

 
MFI Assistance 

 
Support three microfinance institutions – Seilanithih, Hatha Kaksekar, EMT. Budget: Euro 3.8 
million. 
 

 
AFD 

 
Artisan d’Angkor 

 
Financial support through grant to the government, who in turn, lends to Artisan d’Angkor.  
 

 
AFD 

 
IPR Protection 
(Geographical Indications 
and Border Measures) 

 
Technical assistance in the development of a system of geographical indications, a specialized 
field of intellectual property, including the drafting of legislation and implementing regulations.  
Technical assistance was also extended by the French Customs in the strengthening of border 
measures for the control of cross border counterfeited goods. 
 

 
Asia 
Foundation 
 

 
Economic Reform and 
Development 

 
Providing technical assistance to enhance the capacity of the Rice Millers’ Associations and the 
Brick and Tile Manufacturers’ Associations with the . 

 
Asia 
Foundation 

 
SME Development 
Program 
 

 
Institutional development of SMEs Cambodia. 

 
Asia 
Foundation 

 
Labor Newsletter 

 
As a joint effort with Cambodian Labor Organization, Asia Foundation publishes newsletters for 
garment workers and carries out training for provincial labor inspectors on Labor Law.  
 

 
Asia 
Foundation 
 

 
WTO Newsletter  
 

 
Publication of newsletter on issues related to WTO (planned) 

 
Asia 
Foundation 

 
Survey on barriers to 
provincial PSD  
 

 
Survey of the private sector in three economically dynamic provinces (planned) 

 
Asia 
Foundation 
 

 
Expansion of SME  
 

 
Provides credit funds to SMEs in Cambodia. 
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Donor Project Title Project Objectives/Activities 

 
AusAID 

 
Business enabling 
environment to improve 
SME’s productivity 
 

 
Providing funding to different programs (MPDF, PSF, and AQIP) that are directly or indirectly 
promoting the development of private sector in Cambodia. 

 
AusAID 

 
Market diversification 

 
AusAID is assisting in supply chain management starting with animal feed, soybeans and maize. 
 

 
AusAID 

 
Agricultural Quality 
Improvement Project  
 

 
Promoting the transfer of technology to farmers through training and broadcasting on growing 
techniques, crop protection, marketing knowledge and agriculture economics. 

 
AUSTRIA  
 

 
International Standards 
and Technical 
Regulations 

 
Austria has confirmed a contribution to UNIDO of up to EUR 600.000 to build trade-related 
supply capacities in Cambodia. This fund will enable Cambodia to establish essential quality and 
conformity assessment infrastructure (standards, metrology, certification, and accreditation) as 
well as to assist high export-potential sectors to upgrade product quality and comply with 
standards and regulations for exports. 
 

 
CIDA 

 
Cambodia Governance 
Technical Assistance 
Project 

 
The purpose of the project is to strengthen the capacity of the CAR (Council for Administrative 
Reform) and its Secretariat to implement the RGC program of governance reform, while also 
facilitating coordination among the RGC`s significant governance reform programs and initiatives. 
 

 
European 
Commission 

 
PRASAC (Rehabilitation 
and Support Programme 
to the Agriculture Sector 
in Cambodia) 

 
The main objective of the project is to rehabilitate the Cambodian rural sector in order to increase 
the chances of autonomous and self-sustaining development in the target population, including 
improving water supply, agricultural production, access to rural credit and training local 
government staff. Project budget: 78,800,000 euros. 
 

 
European 
Commission 

 
REPLIC (Rural 
programme of 
professional training and 
of professional integration 
in rural Cambodia) 
 

 
To assist MOEYS to optimize the use of resources from the formal education system (teachers, 
facilities, life skills and TVET training courses) for skill training or non-formal education. The 
purpose of the project is also to strengthen the training center – CEFP (Chantiers Ecoles de 
Formation Professionnelle) in both training methodology and in the professional integration of 
successful trainees. Project budget: € 2,284,000 (EC contribution: €1.5 million). Joint effort with 
the IFAD, GTZ. 
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Donor Project Title Project Objectives/Activities 

 
European 
Commission 

 
Trade Sector 
Development  

 
EC supports Cambodia’s WTO accession by providing technical assistance in the following 
areas: 
- Strengthen expertise on WTO provisions, rules and disciplines. 
- Improve legal and regulatory framework to ensure compliance with WTO requirements. 
- Disseminate information to enhance awareness of consequences and benefits of WTO 

membership for Cambodia. 
- Trade and investment related research. 
 

 
European 
Commission 

 
Intellectual Property 
Administration 

 
Strengthen intellectual property administration in Cambodia, and enhance ASEAN cooperation 
on intellectual property administration, enforcement and protection. EC contribution: € 500,000 
 

 
European 
Commission 

 
Quality Assurance 

 
Strengthen quality assurance infrastructure and increase exchange of good quality practices 
between economic sectors of the EU and ASEAN in general. 
 

 
GTZ  

 
Employment-oriented 
Non-formal Vocational 
Training and Upgrading 
Programme 

 
To support the owners and employees of small-scale and micro-enterprises to apply for 
qualifications acquired in further education courses and ‘improvement circles’, to achieve 
improved operating results. Subsequently these businesses train more young people looking for 
apprenticeships. The Ministry of Education's Vocational Training Department uses the advisory 
services provided by the project to implement and develop the national vocational training policy. 
The project is expected to run from August 1996 to December 2005.  

 
GTZ 

 
Kampong Thom 
Provincial Development 
Programme 

 
The project is helping to secure living and economic conditions in rural areas that guarantee the 
poorest population groups a fair income and to make these areas a driving force and a location 
for national economic development. Of central importance in this context are two strategic 
elements:  

 Transferring expertise for the joint planning and implementation of appropriate development 
measures to the partners in development - government sectoral authorities, NGOs, private-
sector structures and the villagers. 

 Identification of sustainable innovations to boost production and generate income.  

 
GTZ 

 
Cambodian-German 

 
The project helps to ensure that Cambodia's forest resources are increasingly utilized in harmony 
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Donor Project Title Project Objectives/Activities 

Forestry Project with the principles of sustainability. The planned results are the support of a restructuring and 
organization process in the forestry institutions; the upgrading of the personnel's qualifications, 
and the establishment of a forestry extension service in rural areas. The total promotion period is 
estimated at approximately 10 years (beginning in November 1996). 
 

 
GTZ 

 
Cambodian-German 
Land Management 
Project 

 
The project aims to contribute towards increased security of land rights, improved and fair access 
to land for the majority of the population (including disadvantaged groups) and better regional 
planning and administration. The main project objectives are to: 
 assist in drafting a new land policy 

 develop a cadastral and land registration system 

 draft laws and implementing regulations to safeguard and administer property rights, rights of 
use and enjoyment and rights of disposal  

 assist the establishment of formal and informal structures to settle land disputes 

 develop strategies for the sustainable management of land resources  

 promote institutional reforms on the basis of the new mandates and areas of responsibilities 
for the executing ministry 

 upgrade the sectoral capabilities of the partner institutions  

 promote inter-institutional cooperation and the decentralization of the relevant decision-
making structures. 

The project is anticipated to run for a total of 12 years, with a German contribution of 
approximately DM 11 million. 
 

 
GTZ 

 
Sustainable Management 
of Resources in the 
Lower Mekong Basin 
 

 
The project executing agency is the Mekong River Commission Secretariat (MRCS). The project 
is being conducted in cooperation with the national Mekong River Committees in Viet Nam, Laos, 
Cambodia and Thailand. The following results are being targeted with a view to achieving the 
project objective: 
 
 Data and knowledge on the participatory management of natural resources (PNRM) in the 

highlands are compiled and prepared for the use of experts and decision-makers. 
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Donor Project Title Project Objectives/Activities 

 Experience gained with PNRM in the uplands is exchanged regularly between experts and 
decision-makers. 

 Promising approaches to PNRM in the uplands are tested in pilot areas and confirmed by 
sectoral organizations. 

 The requirements for the continuous maintenance and improvement of the existing database 
on forest areas and their needs-oriented utilization are met and stabilized. 

 An Internet-based system to manage information relevant to PNRM is set up and is 
supported by regional partners. 

 
 
International 
Finance 
Corporation  
 

 
Private Sector Forum 
Coordination 
 

 
Coordinates the 7 Private Sector Working Groups and the semi-annual Private Sector Forum 
with the Prime Minister. 

 
International 
Monetary Fund 

 
Poverty Reduction and 
Growth 
Facility (PRGF) 

 
The objectives of PRGF are (1) macro-economic stability, (2) rehabilitation of Cambodian 
economy and (3) poverty reduction. Provides support to government through the NBC (engages 
in fiscal and financial policies). 

 
JICA 

 
Capacity Building Project 
for the Forestry Sector 

 
The capacity of the identified target groups, with the DFW staff as the principal target group, will 
be upgraded in planning, implementation, and monitoring and evaluation for laws, legislation, 
policy, plans and projects in the priority areas of forestry sector. (2001-2004) 
 

 
JICA 

 
Strengthening Economic 
Environment 
 

 
Provideing technical assistances to two ministries by deploying JICA experts for the growth 
corridor studies, through which it recommends the establishment of Special Economic Zones. 

 
JICA 

 
Japan Center  

 
The Japan Center serves as a venue to train business managers and entrepreneurs about 
Japanese business models. It will also serve as Japanese language and cultural center. 
 

 
JICA 

 
Economic Development 
Studies for Siem Reap 

 
JICA is sponsoring a study on the paddy market in Siem Reap. The study will gauge the 
feasibility of establishing a ‘rice open market’ and will involved SME owners. 
 

 
JICA 

 
Regional Development 
Master Plan of the 

 
Technical assistance project to: (1) formulate a regional development master plan for Growth 
Corridor with the target year of 2015, (2) execute a feasibility study for a pilot project in 
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Donor Project Title Project Objectives/Activities 

Phnom Penh – 
Sihanoukville Corridor 

Sihanoukville’s Export Processing Zone focusing on export promotion, and (3) enhance capacity 
building of the counterparts and those involved in the study. 
 

 
JICA 

 
Development of Industrial 
Strategy 

 
Development of industrial strategy and action plan for the Ministry of Industry, Mines and Energy. 

 
JICA 

 
Master Plan Study for 
improvement of the 
marketing system and 
post-harvest quality 
control of rice. 

 
Provided a technical team to assist the RGC to conduct a Master Plan Study and capacity 
building for improvement of the marketing system and post-harvest quality control of rice in 10 
provinces. The objective is to strengthen national food security. Major findings from the study 
were used in the analysis of the IF diagnostic studies. 

 
KfW 
 

 
SME Credit Line 

 
Provision of term lending to SMEs through Canadia Bank, TA provided by MPDF. 

 
KfW 

 
Credit line to ACLEDA 

 
KfW provided credit line to ACLEDA (Association of Cambodian Local Economic Development 
Agencies) amounting to DM 5 million in 1997.  
 

 
MPDF 

 
Company Advisory 
Assistance 

 
Provides range of advice including financial and technical assistance, including business 
planning, marketing, quality control and MIS to SMEs. 
 

 
MPDF 

 
SME Support Services 
Development 

 
Provides capacity building to banks (setting up Training Institute), MFIs, business associations, 
management training for managers and has trade promotion program including e-commerce. 

 
 
MPDF 

 
Local Consultants and 
Business Service 
Providers 

 
Aims to promote professional business services to SMEs, and strengthening the capacity of local 
firms to provide high-quality services to SMEs in the areas of MIS, quality control, IT, technical 
advisory services, marketing strategy, management consulting and financial planning. 
 

 
MPDF 

 
Business Enabling 
Environment 

 
Conducts research on SME issues (SME financing) and offers policy advice to improve business 
environment. 
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Donor Project Title Project Objectives/Activities 

 
MPDF 

 
Hagar Project 

 
An integrated housing and job-training program for destitute women and their children. 
Developed a handicraft business providing employment for 50 low-income women. The plan is to 
transform Hagar Crafts from a donor-funded unit into a private company, enabling it to expand its 
production capacity and increase exports. 
 

 
MPDF 

 
Creation of a Cambodia 
Private Sector Database  

 
MPDF contracted the Center for Advanced Studies in Phnom Penh to develop a database of 
private sector companies with over 40 workers using available secondary sources.  
 

 
New Zealand 
 
 

 
Trade Policy and 
Agriculture Sector 
Analysis 

 
The Government of New Zealand has provided technical assistance in the area of trade policy 
analysis and in particular on key implications of the Agreement on Agriculture on Cambodia. This 
support will enable Cambodian trade negotiators to better understand the Agreement – technical 
explanations about the rules and commitments; how to determine whether Cambodia’s 
agriculture policies are in conformity - and specific commitments as they prepare themselves for 
bilateral market access negotiations and the formal multilateral meeting on Agriculture. 

 
SIDA (Swedish 
International 
Development 
Cooperation 
Agency) 

 
Rural Development 

 
The largest portion of SIDA support to Cambodia is directed towards rural development. These 
investments go towards infrastructure, such as water, drainage and roads, and also to the 
development of the local institutions that are to administer and manage infrastructure. A primary 
ambition is also to reinforce local participation in decision-making regarding allocation of the 
country’s resources. 
 

 
UNDP 

 
Private Financing of 
Infrastructure (PFI) 
 

 
Formulating PFI framework (legal and contractual) to attract private investment into 
infrastructure. 

UNDP Investment guide Developing investment guide. 

UNDP Integrated Framework Based on the IF, conducting socio-economic assessment of the impact of SEZs in Koh Kong. 

 
UNDP 

 
Capacity Building for Pro-
poor Trade Reforms 

 
The project aims at pursuing three priority objectives: (i) to promote a broader national 
constituency on trade and poverty through a strategic and information-based partnership 
development approach; (ii) to enhance opportunities for effective allocation of ODA towards 
trade, through the strengthening of supply side responses in three product sectors namely: 
diversified agriculture and agro business, fresh water fisheries, and handicraft; and (iii) to further 
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elaborating on the links between poverty reduction/ human development and trade expansion. 
 

 
UNESCAP  
 

 
WTO accession and 
trade facilitation sector 

 
As a regional development partner in the IF process, ESCAP has assisted Cambodia in the area 
of WTO accession, regional trade facilitation and sectoral needs assessment missions in 
particular for the fisheries sector. 
 

 
UNESCAP 

 
Familiarization with the 
Bangkok Agreement 

 
Cambodia is considering the opportunity to accede to the Bangkok Agreement now that China 
has joined the grouping. ESCAP has done a preliminary market analysis, which has shown that 
Cambodia’s export structure is highly complementary to major BA markets and as such there are 
great export opportunities for Cambodia in the BA region, in particular the huge markets of China, 
India, and the Republic of Korea. Such a finding was presented by ESCAP to Cambodia at a 
familiarization workshop to key Cambodian policy makers. Technical sessions will follow over the 
next several months. 
 

 
UNESCAP 

 
Technical Assistance 

 
Assistance will be provided to Cambodia for: (1) poverty alleviation and social integration, (2) 
trade facilitation and e-commerce, and (3) trade policy and trade promotion. 
 

 
UNIDO 

 
Private Financing of 
Infrastructure (PFI) 
Framework 
 

 
Developing a legal and contractual framework for PFI and building capacity of core authorities. 

 
UNIDO 

 
Market Access Support 

 
Assisting to upgrade the technical infrastructure for metrology, microbiology and chemical testing 
and calibration needs in industry, which will facilitate the export of goods from Cambodia, 
especially agro-industry products.  
 

 
United Kingdom 

 
Trade Liberalization  

 
Stake holder’s consultation on the issue of trade liberalization and poverty reduction has been 
ongoing since Cambodia first initiated its Pro-Poor Trade Sector Strategy. MoC intends to hold a 
national stakeholders’ workshop focusing on finding ways to make trade work for the poor.  
 

 
USAID 

 
Democracy and 
Governance Project 

 
Supporting SME Cambodia to form and strengthen business associations in the northwest. 
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Singapore 
 
 

 
Initiatives for ASEAN 
Integration (IAI) - Trade 
Training Program 

 
As part of the Initiatives for ASEAN Integration (IAI) - Trade Training Program, the Government of 
Singapore has been conducting and continues to conduct a series of training programs for 
Cambodian economic officials in the area of trade development, trade policy analysis, export 
promotion and trade facilitation.  
 

 
World Bank 

 
Towards a Private 
Sector-led Growth 
Strategy 

 
Provides input to the private sector growth strategy related to accession WTO, including:  
 
(1) Value chain analysis of policy based distortions in supply chain of six products. 
(2) Investment climate assessment -- survey on business environment, logistics, and 

governance – based on survey of 502 firms focusing on smaller and rural enterprises. 
(3) Support to improve the regulatory and institutional arrangement for private providers of public 

services. 
 

 
World Bank 

 
Agricultural Productivity 
Improvement Project 
(APIP) 

 
The Agricultural APIP’s overall objective is the sustainable and broad-based improvement of 
smallholder agricultural productivity as a means to improved food security and increased rural 
incomes. The project comprises the following nine components: a) agronomy, seeds and plant 
protection; b) animal health and production; c) agricultural hydraulics; d) fisheries; e) small holder 
rubber research; f) human resource management; g) support to provincial departments of 
agriculture at MAFF; h) planning and statistics strengthening; and i) establishment of a Project 
Management Unit (PMU). 
 

 
World Bank 

 
Assistance on Poverty 
Reduction Strategy  

 
In collaboration with the IMF, the World Bank assisted Cambodia to develop the Poverty 
Reduction Strategy Paper.  
 

 
World Bank 

 
Promotion of Smallholder 
Rubber Plantations 
 

 
Pilot projects for smallholder plantation development. 

 
World Bank 

 
Assistance to Dept. of 
Fisheries 
 

 
World Bank is assisting the Department of Fisheries of MAFF to prepare a new Fisheries Law. 

 
World Bank 

 
Strengthening the 

 
Policy formulation for managing PPI transactions and the development of enabling legislation:  
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Donor Project Title Project Objectives/Activities 

Regulatory, Institutional 
and Procedural 
Framework for Managing 
Private Provision of 
Infrastructure (PPI) 
Transactions 

 Prioritization / sequencing of sectors and projects  
 Design of specific PPI projects / programs  
 Preparation of licenses, concessions, leases and other contractual documents  
 Public relations / dissemination of information to potential bidders  
 Preparation of bidding documents, and management of bidding and selection processes  
 Approvals for PPI transactions  

 
 
World Bank 

 
Capacity Building for 
Trade Support and Trade 
Policymaking: 

 
Develop and strengthen the ownership and partnership mechanisms to support the formulation, 
implementation, and monitoring of the Pro-Poor Trade Sector Strategy – as part of the Integrated 
Framework. The activities include training on international trade rules and the management of 
international trade functions, strengthening the capacity of Cambodia’s trade support and trade 
policymaking institutions. 
 

 
World Bank 

 
Tools for Private Sector 
Support 

 
Databank: Assist in completion of a national and provincial resources data bank as a multimedia 
resource for entrepreneurs and investors. The data bank covers human resources, educational, 
business, tourism and cultural, environmental, mineral and geological, infrastructure, transport, 
international trade, agricultural, investment, and mapping resources. The data will be made 
available for key stakeholders in the trade and investment communities. 
 
Publications of Khmer Trade Newsletters: Assisting the MoC to mobilize researchers to 
contribute articles for its Khmer Trade Newsletter, which is published quarterly. 
 
Development of the MoC Website: Assisting to revise and expand MoC’s website, which was 
originally funded by JICA. The objective is to provide a means of promotion, marketing, and 
disbursement of information on investments, law, and trade. 
 

 
World Bank 

 
Development of the Legal 
Framework 

 
Assisted the RGC with the Law on Marks, Trade Names and Acts of Unfair Competition adopted 
by the Parliament in January, 2002, and the draft Business Enterprise Law adopted by the 
Council of Ministers in April, 2002 and the draft Commercial Arbitration Law. 
 

 
World Bank 

 
Integrated Trade 
Facilitation Initiative 
(planned) 

 
A proposal to review import and export processes with a view to consolidating procedures, 
eliminating duplication, streamlining and simplification, and reducing “bureaucratic costs” 
(Customs and Excise, Ministry of Commerce-Camcontrol, CDC, etc.) resulting in increased 
revenue collection, and more efficient trade operations). The project will seek to develop an 
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Donor Project Title Project Objectives/Activities 

integrated information technology strategy (master plan) and related systems for import and 
export processing with the participation of government agencies, service providers (brokers, 
freight forwarders port authorities etc.), and private sector “clients” (importers exporters). 
 

 
World Bank 

 
Forest Concession 
Management and Control 
Pilot Project 
 

 
Supporting to the RGC to improve the management of forest resources as one of the goals of 
World Summit for Sustainable Development. 

 
Joint efforts of 
UNCTAD, the 
International 
Trade Centre, 
UNDP, WTO, 
IMF and the 
World Bank 

 
Integrated Framework for 
Trade-Related Technical 
Assistance 

 
The aim of the Integrated Framework is to assist LDCs in expanding participation in the global 
economy, starting through the preparation of ‘trade strategies”. Integrated Framework funding 
and activities would support integrating trade dimensions into Poverty Reduction Strategy Papers 
(PRSP) in those countries where the government identifies trade as a priority. 
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APPENDIX 3: VARIOUS LICENSING REQUIREMENTS FOR THE PRIVATE SECTOR 

PURPOSE LICENSE DEPARTMENT COMMENTS 

 
1. Relevant 
operating licenses 
from the Ministry 
of Tourism  
 
 
 

 
1. Operating license 
for tour guide 
 
2. Operating license 
for travel agent 
 
3. Operating license 
for hotel   
 
4. Operating license 
for guesthouse 
 
 
5. Operating license 
for tourist    
transportation 
companies 
 
6. Operating license 
for karaoke and 
discotheques 
 
7. Operating license 
for massage clubs 
 

 
Department of 
Tourism 
Industry 
 
 
 
 
 
 
Municipal or 
Provincial 
Department of 
Tourism 
 
 

 
License for tour guide is issued at ministerial 
level, subject to requirements of relevant 
documents. Most travel agent and hotel licenses 
are issued by the ministry. For hotels with 30 
rooms and above the license shall be issued by 
the ministry.   
 
 
 
The ministry level does not oversee the operation 
of guesthouses. Authority is transferred to the 
municipal or provincial department.  
 
So far the ministry has not issued any licenses for 
tourist transportation companies. Issuance of 
licenses for karaoke and discotheques is being 
suspended by order of the Prime Minister. For 
massage parlors and clubs the ministry only 
issues on a limited scale. 

 
2. Operating 
licenses from the 
Ministry of 
Industry, Mines 
and Energy  

 
1. Operating 
licenses for large 
industrial 
enterprises 
 
2. Operating 
License for SME  
 
 
 
 
 
 
 
 
 
 
 
3. Certificate of 
Processing  
 
 
 
 
 
 
4. Certificate of 
scale and counter 

 
Department of 
Industrial Affairs 
 
 
 
Small Industry 
and Handicraft 
Department 
 
 
 
 
 
 
 
 
 
 
Department of 
Industrial 
Technique 
 
 
 
 
 
Department of 
Metrology 

 
The Department of Industrial Affairs at the 
ministry is in charge of issuing licenses for 
projects of 1,000,000 USD and above.  
 
 
The Small Industry and Handicraft Department is 
in charge of issuing licenses for projects below 
1,000,000 USD. The licenses are issued at the 
ministerial level and are subject to the 
requirements of relevant documents from other 
ministries and agencies. The municipal or 
provincial level department issues licenses for 
small enterprises, for instance a small rice miller 
with only one engine or less than 24 HP. Under 
the ministerial level, the license is good for 3 
years while only 1 year under the municipal or 
provincial level.  
 
The certificate of processing is issued to most 
manufacturers (mainly for garment export as 
required by the EU and US) to prove that the 
products are manufactured in the country. This 
certificate is issued at the ministerial level upon 
proper inspection carried out at the 
manufacturing site.  
 
Issues certificate on inspected scales and 
counters such as gas station, and scales in the 
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PURPOSE LICENSE DEPARTMENT COMMENTS 

inspection 
 
5. Certificate of 
Product 
Registration 
 
 
6. Operating 
License for: 
a. Mineral 
exploration and 
excavation 
b. Gravel 
construction site 
c. Carbon 
construction site for 
cement production.   
 
7. Operating license 
for power producer 
 
 
8. Operating license 
for water 
producer/supplier 

 
 
Department of 
Industrial 
Standards 
 
 
Department of 
Mineral 
Resources 
 
 
 
 
 
 
 
 
Department of 
Energy 
Development 
 
Department of 
Potable Water 
Supply 
 

markets upon inspection.  
 
Issue certificate for product registration, labeling 
and standardization to protect the safety and 
health of the consumers.  
 
 
These licenses are issued only by the 
Department of Mineral Resources at the 
ministerial level. Before a license is issued to any 
investor, a binding agreement between both 
parties must be established, which also includes 
the financial obligation of the company to the 
government.  
 
 
 
 
The license is issued at the ministerial level. 
However, for the smaller operation the license 
may also be issued at the provincial level.   
 
Issues license for both public and private water 
producers at the ministerial level.                         
 
 

 
3. Tax license 
issued by the 
Ministry of 
Economy and 
Finance  

 
Certificate of patent 
 

 
Department of 
Taxation and 
Excise 

 
Certificate of patent is issued to all business 
operators for tax registration. It is issued at the 
ministry level for real regime taxpayers (cost of 
1.14 million riel) or at the municipal/provincial 
level for estimated taxpayers.  
 

 
4. Permit issued 
by the Ministry of 
Environment  
 

 
Certificate for waste 
and pollution 
management 
 
 

 
Department of 
Pollution and 
Waste Control  
 

 
Certificate is issued to most investors engaging in 
manufacturing or production. It is a prerequisite 
for investors to obtain operating licenses from 
other relevant ministries. 
 

 
5. Licenses/ 
certificates under 
the Ministry of 
Health 

 
1. Certificate of 
Hygiene 
 
 
 
 
2. Operating license 
for private clinics 
and hospitals 
 
3. Operating license 
for pharmacies   
 
4. Operating 
License for 
pharmaceutical and 
medical equipment 
import & export 
companies.  

 
Hospital 
Department 
 
 
 
 
Hospital Dept. 
 
 
 
Pharmaceutical 
Department, 
Office of 
Pharmaceutical 
Registration 

 
Issued mainly to the hotel operators and 
restaurant and foods processing enterprises for 
the hygienic compliance as part of the pre-
requisite requirement in processing their licenses 
from the relevant ministries.  
 
Issued by the department overseeing the 
operation of private clinics and hospitals.  
 
 
Issued to all pharmacies that sell pharmaceutical 
drugs and items. 
 
License issued for import and export of 
pharmaceutical and medical equipment 
purposes. 



 

 181

PURPOSE LICENSE DEPARTMENT COMMENTS 

 
6. Permit under 
the Ministry of 
Public Works and 
Transportation 

 
Permit/ agreement 
for transportation 
companies 

 
Department of 
Land and Water 
Transportation 

 
Currently the ministry and its respective 
departments do not issue any physical license to 
the companies operating transportation. The 
ministry only issues permits. They are in the 
process of formulating the law on transportation 
that would enable them to issue licenses.     
    

 
7. Licenses under 
the National Bank 
of Cambodia 

 
1. Commercial 
Banking License 
 
2. Micro-finance 
Institution operating 
license 
 
3. Foreign 
exchange license 

 
Bank 
Supervision 
Department 
 
 
 
 
Department of 
Foreign 
Exchange 
 

 
Applied to commercial banks with capital 
requirement of $13million. Applied to micro 
finance institutions with no minimum capital 
requirements.  
 
 
 
Applied to companies or enterprises engaging in 
foreign exchange. No special requirement to 
obtaining license 

 
8. Relevant 
license under 
Ministry of 
Commerce 

 
1. Import License 

 
Foreign Trade 
Department 
 

 
Tax exemption for large enterprises such as 
Large equipment and raw materials of garment 
factory and medicines. 

 2. Export License Foreign Trade 
Department 
 

Tax exemption for exports such wood, cows, 
buffaloes and garment apparels, rice engaged 
with GSP.    

 
 

 
3. Business license 

 
Legal 
Department 
 

 
Establishing legal entity under the Law on 
Commercial Registration only for enterprises 
paying profit tax under the Law on Taxation. 
 

  4. Trademark 
license 

Intellectual 
Property 
Department 
 

To obtain a permit for protecting trademark. 

 5. Business 
association 

Domestic Trade 
Department 
 

To obtain a permit for operation under Prakas No. 
267. 

 6. Operating license 
 
 
 
 
 
7. Certificate of 
Inspection 
 
8. Certificate of 
Origin 

Municipal, 
Provincial 
Department 
 
 
 
Camcontrol 
 
 
GSP 
Department 
 

To obtain a permit for business operation. 
License is issued at municipal-provincial level for 
smaller enterprises. Some enterprises receive 
operating permit from relevant ministry rather 
than from the Ministry of Commerce.  
 
To verify the quality and quantify of import and 
exported items.  
 
To verify the origin of the product. 

 
9. Relevant 
Licenses and 
Certificates under 
Ministry of Interior 

 
1. Certificate of 
completion of 
training 
 
2. Ground safety 
license 

 
Police Fire 
Brigade 
Department 

 
Certificate is issued after workers finish training 
and to guarantee the factory has complied with 
the safety regulations. 
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PURPOSE LICENSE DEPARTMENT COMMENTS 

 
10. Operating 
licenses and 
permits under the 
Ministry of 
Agriculture, 
Forestry and 
Fishery 

 
1. Forestry 
concession license 
 
2. Saw mill 
operating license 
 
3. Fish purchasing 
permit 
 
4. Fish stock permit 
 
5. Fish raising 
permit 
 

 
Departments of 
Forestry and 
Fishery  
 

 
Required for the operation of forestry concession, 
fisheries and wood processing. 
 

 
11. Operating 
license under the 
Ministry of Land 
Management, 
Urban Planning 
and Construction  

 
1. Operating license 
for construction 
enterprises 
 
2. Construction 
Permit 
 
3. Land/Property 
Certificate 
 
4. Land Title 
 

 
General 
Department of 
Construction 
 
 
 
 
Land Cadastral 
Department 
 

 
The ministry is in charge of issuing operating 
licenses for consultants and construction 
companies/enterprises. The municipal and 
provincial level is in charge of issuing licenses 
only for small-scale projects. 
  
 
Issue certificate and title for property and land 
ownership.  

 
12. Investment 
project license 
from the Council 
for the 
Development of 
Cambodia 

 
1. Investment 
license and tax 
incentive 

 
Cambodia 
Investment 
Board  

 
CDC acts as a one-stop-shop service for 
approving investment project worth USD 
1,000,000 and above. It also approves projects 
worth USD 500,000 for some categories. These 
investment projects are entitled to tax holidays 
and duty exemptions.   
 

 
13. Relevant 
licenses and 
permits issued by 
the Ministry of 
Social Affairs, 
Labor and 
Vocational 
Training 

 
1. Union 
establishment 
permit 
 
2. Accredited 
factory designation 
permit 
 
3. Individual health 
certificate 

 
Labor 
Inspection 
Department 
 
 
 
 
 
General 
Department of 
Labor; 
Inspection and 
Health Dept.  
 

 
If the number of employees is more than 8, Labor 
Law requires union to be established. 
 
The investor should obtain permit or license from 
relevant ministry with clear statement of their 
principal address, number of employees and 
labor rules. 
 
To work in the factory both employees and 
employer must obtain the individual health 
certificate.  
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APPENDIX 4: BUSINESS ASSOCIATION PROFILE 

 
Association Advocacy Role Distribution Financing Training Marketing Quality 
1. Cambodian 
Craft 
Cooperation 
(CCC) founded 
in 1997 with the 
support of the 
Koblenz 
Chamber of 
Commerce. 
CCC is an 
association of 
handicraft 
companies.  
 

Plays no advocacy 
role with the 
government 

Assists the 
association of 
handicraft 
companies with 
product display at 
its design center 
in Phnom Penh 
and introduced 
potentials buyers 
to the 
association. 

Plays no role in 
financing scheme. 

Provides short 
courses on technical 
and managerial 
skills to the 
members 
(household 
manufacturers). 
Introduces modern 
technology to the 
make business more 
cost effective.  

Provides marketing 
support to the 
members of the 
association. Provides 
basic selling 
technique, 
presentation and also 
instruction on 
commissioning 
design, targeting the 
market and public 
relations.  

Checks on the 
quality of products 
from members. 
Provides new 
knowledge to the 
members of the 
association on 
quality 
improvement.  

2. Business 
Women 
Association 
established by 
the Ministry of 
Women and 
Veteran’s Affairs 
with initial 
support from 
UNICEF.  

Plays no advocacy 
role with the 
government. 
Association is 
operating very 
informally and is 
not registered or 
officially 
recognized. 

Associations are 
based in rural 
areas. Groups 
are formed to 
generate income 
by selling 
products they 
produce. The 
groups play no 
role in the 
distribution of 
products and 
must find their 
own buyers.    

Has no role in 
financing and 
receives no 
financial 
assistance from 
any organization. 
UNICEF provided 
financial support 
before, but no 
longer provides 
any.   

Plays no role in 
training to other 
business people or 
groups in the 
community. 

Not much marketing 
assistance is provided 
to the groups. They 
must rely on 
themselves to find the 
market for their 
products.  

Plays no role in 
quality control of the 
product.  

3. Garment 
Manufacturers 
Association of 
Cambodia 
established by 

Plays a vital role in 
representing the 
garment industry.  
Conducts 
discussions and to 

Does not play 
any role in 
distribution of 
products. 
Facilitates the 

Plays no role in 
financing.  

Provides some 
technical training to 
labor with support 
from other agencies. 

Provides overseas 
market information to 
manufacturers and 
serves as a liaison 
point. 

Does not perform 
any quality control 
function. 
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Association Advocacy Role Distribution Financing Training Marketing Quality 
garment 
manufacturers 
to represent the 
garment 
industry. 

lobby the 
government on 
issues related to 
the garment sector 
such as 
inspections and 
other constraints in 
the export process. 

garment 
manufacturers to 
speed up the 
export process. 

4. Cambodia 
Chamber of 
Commerce 
(CCC) 

Provides 
recommendations 
for the government 
on drafts of 
regulation and 
policies related to 
the private sector. 
Provides 
recommendations 
on amendments of 
the customs and 
other commercial 
laws.  

Does not play 
any role in 
distribution 
networks. Its 
roles and 
responsibilities 
are concentrated 
at the national 
level only. 

Does not provide 
any financial 
assistance to the 
members. Plays 
some role in 
facilitating 
financing.  

One of the 
objectives of the 
CCC is to carry out 
vocational training 
relating to business 
and to raise the 
capacity building in 
the sector.  This 
function is limited.  

The CCC also helps 
in the dissemination 
of business 
opportunities in 
Cambodia in order to 
attract investors and 
to promote 
investment.  

Plays no role in the 
quality control of 
products.  

5. Rice Millers 
Associations, 
established with 
the assistance 
of Enterprise 
Development of 
Cambodia  

Plays some 
advocacy role with 
the government 
and financial 
institutions on 
issues related to 
law and policy 
concerning the 
distribution of rice 
products.  

The association 
plays no direct 
role in the 
distribution of the 
products but acts 
as a network by 
sharing 
information 
regarding market 
and technology 
among members. 

The associations 
play no direct role 
in financing. 
However, under 
the Federation 
Rice Mill 
Associations 
comprising all rice 
miller associations, 
a credit union has 
been established 
to provide financial 
assistance to rice 
millers.  
 

The Rice Millers 
Associations 
coordinate training 
from NGOs on rice 
milling technology, 
how to work with 
farmers and how to 
improve the quality 
of milled rice.  

Share market and 
technological 
information among 
the members.  

Share information 
on the technical 
aspects in improving 
the quality of milled 
rice.  
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Association Advocacy Role Distribution Financing Training Marketing Quality 
6. Mushroom 
Growers 
Association, 
established by 
AGRISUD.  

Plays no role in 
advocacy with the 
government. 

Plays no role in 
the distribution 
network. 

Plays no role in 
direct financing to 
its members.  

The association 
receives some 
training on inputs, 
equipment and 
credit and basic 
technical training 
from AGRISUD. 

Plays a role in 
marketing by trying to 
control the production 
and price fluctuations. 
Exerts some control 
over the supply. 
  
 
 

Plays no specific 
role in the quality 
control. 

8. Chicken 
Raisers 
Association, 
formed by the 
AGRISUD to 
supply the high 
demands of 
chickens in the 
market.   

Plays no direct role 
in advocacy with 
the government 

Plays no specific 
role in the 
distribution 
network 

Has no specific 
financing scheme. 

Receives significant 
inputs and support 
such as training and 
subsidies for animal 
feed, chicks and 
vaccination from 
AGRISUD and is still 
largely dependent 
on the organization 
for access to 
production inputs.  

No specific marketing 
approach taken by 
the association. 
However, the aim of 
the association is to 
supply the increasing 
demand of chicken in 
the local market.  

AGRISUD provides 
technical assistance 
in improving the 
quality of the 
chickens.  

9. Phnom Penh 
Small and 
Medium 
Industry 
Association, 
established by a 
group of 
business 
manufacturers 
with the support 
of the municipal 
department of 
MIME. 

Serves as the 
unified 
representative 
body and voice for 
most small and 
medium 
manufacturers. 
Plays an advocacy 
role with the 
government and 
other institutions in 
areas of 
regulations and 
policy, particularly 
as it affects SMEs.   

The PSMIA has 
potential to play 
an important role 
in distribution.  

The association 
has no specific 
financing scheme 
for its members.  

The association is 
not yet aiming to 
carry out any 
specific training. 
Upon participating in 
the association, 
each member would 
co-learn from each 
other. The 
association is also 
looking for ways to 
obtain assistance 
from other 
institutions in this 
particular area.   

The association will 
play an important role 
in market research 
and information 
sharing. It plans to 
hire an individual to 
gather information 
related to the private 
sector and make it 
available to all its 
members.  

Has not come up 
with any approach 
on quality control of 
the products. 
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APPENDIX 5: ENTERPRISE REGISTRATION PROCESS   

 
 
 

 
 
 

1- Foreigner who wants to register an enterprise in Cambodia is 
required to submit photocopy of passport and two photos to the 
Ministry of Commerce (MoC); while Cambodian is required to 
submit identity card or family book with two photos to MoC. 
Additionally, certificate from local authority and photo of the 
business premises are also required as evidence that the 
enterprise has been established. 

 
2- The enterprise owner should state the legal status of the 

enterprise (for sole proprietor, public partnership or company 
limited, etc.) and the number of members in the enterprise.  

 
3- The enterprise owner submits the documents to the Legal 

Department. At the end, the certificate is also prepared for 
signature of Ministry for approval and release to Company 

 
4- After the documents submission, the applicant pays the 

registration fee of US$650. 
 
5- The owner of the company should open a bank account and 

show the document to the MoC. Sometimes a facilitator arranges 
document on behalf of the enterprise for a fee of $150. 

 
6- Permit from municipality is required for enterprise registration. 

This certificate costs $150. 
 

7- Before the registration certificate is issued, a representative of 
the company should present himself to the Deputy Secretary of 
State of the MoC. 

 
8- The company should pay patent tax to register at the Tax 

Department of the Ministry of Economy and Finance, after 
receiving the registration certificate from the MoC. Fee is KR 
1.14 million. 

 
 
 
  

 

 

Prepare required
documents

State the legal 
status of the

company

Submit documents
to the Legal 
Department

Submit documents
to the Legal 
Department

Pay registration fee
of $650

Open company
bank account

Obtain permit from
municipality and 

pay fee of $150

Meet the Deputy
Secretary of State and

receive Certificate

Pay the patent at the
Tax department
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APPENDIX 6: COMPARISON OF CAMBODIA AND SINGAPORE REGISTRATION 

(For Limited Liability Companies)  
 

Cambodia  Singapore  

From Municipal/Provincial Government From Registry of Companies and Businesses (RCB)  
- Letter of verification of company name - Obtain National PIN or RCB PIN  

- Company by-laws 
- Copy of land title or lease agreement 

- Apply for company name using name search provided    
  under Directory of Companies/Business Names 

- Permit letter for establishing company - Submit New Local Company Application 

- Photos of company location - Submission of shareholder names and shares subscribed 

- Signature of District Leader - Submission of Articles of Association (standard, modified 
  or free format) 

- Signature of Director of Municipal/Provincial Dept. 
  of Commerce - Confirmation by all directors / subscribers / secretaries 

- Signature of Municipal/Provincial Governor - Make payment for incorporation 

From Ministry of Commerce    

- Registration application form   

- Memorandum of Articles of Association   

- Statement of Conformity   

- Application form for publication in newspaper   

- Declaration of non-civil servants and non-guilty   

- Copy of identification card or passport   

- Individual photograph   

- Copy of certificate of land title or lease agreement   
- Bank certificate verifying deposit of registered 
  capital   
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APPENDIX 7: SUMMARY OF COMPANY SURVEY ON REGISTRATION PROCESS 

Company names remain anonymous 

Industry  Number 
of Staff 

Registration 
Date 

Purpose of 
Registering 

Cost of 
Registering 

Time 
Required Facilitator Opinion of 

Process 
Comments on 

Needed 
Improvements  

Agro-Processing 
(dried noodles) 

100 1999 
To formalize 

business $700  2 weeks MOC staff 

Rapid and 
costly Create one-stop shop 

to simplify process 

Agro-processing 
(fish sauce) 

60 1995 
To obtain export 

license $700  1-2 weeks MOC staff 

Rapid and 
costly 

Provide more 
information on 

registration process 
and provide legal 

requirements 

Beverages (soya 
milk, purified water, 

fruit juice 
50 

Amended the 
by-law of 
company 

Change of 
ownership $1,000 12 weeks MOC staff 

Slow and very 
costly 

No comment 

Real estate 

8 1997 

Improve access 
to make and 

formalize $2,000  1-2 weeks MOC staff 

Rapid and 
very costly Create one-stop shop 

to simplify process 

Manufacturing (nail 
production, tied 

wire) 
40 1995 

Obtain import 
license $1,000  2 weeks MOC staff 

Rapid and 
very costly 

No comment 

Agro-processing 
(rice milling, 

fertilizer)  

60 1999 

Obtain export 
license, improve 

access to 
market by 
formalizing $550  3 weeks MOC staff 

Slow and 
costly 

Provide more 
information on 

registration process 
and provide legal 

requirements 

Agro-industry 
(crocodile raising) 

20 1992 
Obtain export 

license $1,000  1 week 
Did 

themselves 

Rapid and 
somewhat 

costly No comment 

Fishery trade 
7 1993 

Obtain export 
license $3,000  4 weeks MOC staff 

Slow and very 
costly 

Simplify registration 
process to encourage 

more to register 
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Industry  Number 
of Staff 

Registration 
Date 

Purpose of 
Registering 

Cost of 
Registering 

Time 
Required Facilitator Opinion of 

Process 
Comments on 

Needed 
Improvements  

Agro-industry 
(chicken and fish 

raising) 100 1998 
Obtain export 

license $600  2 weeks MOC staff 

Rapid and 
costly 

No comment 
Beverages (fruit 

juice and ice 
cream) 5 1999 

Obtain import 
license $600  2 weeks MOC staff 

Rapid and 
costly 

Simplify registration 
process and reduce 

the cost.  
Pharmaceutical 

trade 4 1997 
Obtain import 

license $600  2 weeks MOC staff 
Rapid and 

costly No comment 

Fishery trade 
(frozen fish) 

30 1999 
Obtain export 

license $550  2-3 weeks MOC staff 

Slow and 
somewhat 

costly 
Simplify registration 

process 

Agro-processing 
(flour milling) 

300 2000 
Obtain import 

license $900  2-3 weeks MOC staff 

Slow and 
costly Simplify registration 

process 

Agro-processing 
(leather making) 

17 2000 
Obtain export 

license $1,200  4 weeks MOC staff 

Slow and 
costly 

Provide more 
information on the 

registration process 
and establish clear 
guidelines on legal 

requirements  

Beverages (fruit 
juice and purified 

water) 
10 2001 

Obtain import 
license and 

export license $2,500  24 weeks MOC staff 

Very slow and 
very costly 

Establish clear 
guidelines and 
procedures for 

registration 

Agro-processing 
(bakery goods)  

50 1996 

Obtain import 
and export 
license and 

improve market 
access by 
formalizing $700  1 week MOC staff 

Rapid and 
somewhat 

costly 
Establish clear 

guidelines and create -
one-stop-shop to 
facilitate process 

Manufacturing 
(soap and beauty 

products) 
5 2000 

Obtain import 
license $500  1 week MOC staff 

Rapid and 
very cheap 

No comment 
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Industry  Number 
of Staff 

Registration 
Date 

Purpose of 
Registering 

Cost of 
Registering 

Time 
Required Facilitator Opinion of 

Process 
Comments on 

Needed 
Improvements  

Beverages 
(alcoholic 

beverages) 
11 2001 

Obtain export 
license and 

increase market 
access by 
formalizing $1,500  8 weeks MOC staff 

Slow and very  
costly Establish guidelines 

and legal requirements 
for registration 

Transportation 
service 

25 1995 

Become 
formalized 
business $800  2-3 weeks MOC staff 

Rapid and 
costly Create one-stop shop 

to simplify process 

Advertising  
30 1994 

Improve access 
to make and 

formalize $500  1-2 weeks MOC staff 

Rapid and 
costly 

Establish guidelines 
and legal requirements 

for registration 

Transportation  
340 1995 

To formalize 
business $800  2 weeks MOC staff 

Rapid and 
costly No comment 

Tourism 

37 1996 

Gain access to 
market through 

formalizing $800  2 weeks MOC staff 

Rapid and 
very costly 

Push enterprises to 
comply with 
registration 

requirements to 
eliminate illegal 

enterprises 

Trade in auto parts 

85 1992 

Obtain import 
license and 

improve market 
access through 

formalizing $1,300  4 weeks MOC staff 

Rapid and 
very costly 

No comment 
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APPENDIX 8: SUMMARY OF ENTERPRISE SURVEY ON LICENSING AND INSPECTION 

Industry  Number 
of Staff Operating License Main Inspections  

    Authority  Cost Opinion of 
Process Comment  Authority Frequency Costs Comments  

MIME 
Factory 

Operation 
License 

$1,000 Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MIME Quarterly $35 per visit Factory 
inspection 

MOI (fire 
brigade, 
police) 

Three times 
a year 

$1 per seal 
for each fire 
extinguisher 

Inspect fire 
extinguishers 

Agro-
processing 

(dried noodles) 
100 

MLMUPC $1,000  Rapid and 
costly 

Used 
facilitator to 

simplify 
process MOE Twice per 

year $20 per visit 

Inspect for 
water 

treatment and 
pollution 
control 

MIME Quarterly  $5 per visit 
Inspection of 
quality of fish 

sauce Agro-
processing 
(fish sauce) 

60 
MIME 

Factory 
Operating 
License 

$350  Rapid and 
costly 

Used 
facilitator to 

simplify 
process MOC 

(Camcontrol)
Twice per 

year $5 per visit 
Inspection of 
quality of fish 

sauce 

MOE Twice per 
year $20 per visit 

To inspect 
the pollution. 
But there is 
nothing to 

see. 
MOI (fire 
brigade, 
police) 

Twice per 
year $10 per  visit 

To 
unspecified 

extinguishers 

Beverages 
(soya milk, 

purified water, 
fruit juice) 

50 
MIME 

Factory 
Operating 
License 

$300  
Rapid and 
sometime 

costly 

Used 
facilitator to 

simplify 
process 

MOI 
(Economic 

police) 

Occasionally, 
when there is 

national 
ceremony 

$10-20 No specific 
purpose 
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Industry  Number 
of Staff Operating License Main Inspections  

      

MIME Quarterly 
Charge $15 
per product 
line (total 

$45) per visit 

To inspect 
the quality  

MOI 
(Economic 

police) 

Occasional 
visits to 
obtain 

contributions 
for local 
events 

N.A. 
Come with 
unspecified 

purpose 
Real Estate 8 N.A. 

MOI (Fire 
Brigade and 

Police)  
Twice per 

year $10 per  visit 
To inspect 

the 
extinguishers 

MOE Twice per 
year $10 per  visit 

To inspect 
pollution, air, 
smoke, smell. 

MOI (fire 
brigade, 
police) 

Twice per 
year $10 per visit 

To inspect 
the 

extinguishers 

Commune 
leader and 

police 

Occasionally, 
when there is 

national 
ceremony 

$5 to $10 
Come with 
unspecific 
purpose 

Manufacturing 
(nail 

production, tied 
wire) 

40 
MIME 

Factory 
Operating 
License 

$1,000  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MIME Twice per 
year $20 per visit To inspect 

nothing 

Agro-
processing 
(rice milling, 

fertilizer)  
60 

MIME 
Factory 

Operating 
License 

$300  Rapid and  
cheap 

Used 
facilitator to 

simplify 
process 

N.A. (high ranking official so can avoid inspections. 

Manufacturing 
(nail 

production, tied 
wire) 

50 
MIME 

Factory 
Operating 
License 

$100  Rapid and  
cheap 

Used 
facilitator to 

simplify 
process 

MIME Twice per 
year $20 per visit 

No clear 
purpose to 
inspect his 
company 
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Industry  Number 
of Staff Operating License Main Inspections  

      MOI 
(Economic 

police) 
Not regular $5 per visit No specific 

purpose 

MAFF/ 
Department 

of fishery  
$20  Rapid and 

cheap 

Company 
carried out 
procedures 
on its own 

N.A. 

Agro-industry 
(crocodile 
raising) 

20  Council of 
Ministers/ 

CTES, 
Special 
License 

$1,000    
Company 
carried out 
procedures 
on its own 

N.A.  

MOE once per 
year $10  

To inspect for 
environmental 

impact  

MIME once per 
year $10  

To inspect 
machinary 

and operation 
license. 

Rice trading 20 
MIME 

Factory 
Operating 
License 

$300  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MOI 
(Economic 

police) 
Twice per 

year $10 per visit No specific 
purpose 

Fishery trade 8 
MAFF/ 

Department 
of fishery 
(permit ) 

$5 for export 
license; $1.3 

per kg at 
point of 
export 

Rapid and 
cheap 

Company 
carried out 
procedures 
on its own 

N.A. 

MIME Quarterly 

Pay $15 per 
product for 
total of 30 
products = 

$450 

To inspect 
the quality of 

product Beverages 
(fruit juice and 

ice cream) 
5 

MIME 
Factory 

Operating 
License 

$300  Slow and 
costly 

Company 
carried out 
procedures 
on its own MOI (fire 

brigade, 
police) 

Twice per 
year 10$ per visit To inspect fire 

extinguishers 
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Industry  Number 
of Staff Operating License Main Inspections  

Agriculture 
produce trade 60 

MIME 
Factory 

Operating 
License 

$400  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

N.A. 

SGS Every import 
shipment $220  

To inspect 
the quality 

and quality of 
medicines. Pharmaceutical 

trade 4 
Ministry of 

Health 
operating 
license 

$300  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MOH Every import 
shipment $10  

To inspect 
the quality of 
medicines. 

MAFF / 
Department 
of Fishery 
(permit) 

$20  Rapid and 
costly 

Company 
carried out 
procedures 
on its own 

N.A. 

Fishery trade 30 
MLMUPC 
operation 
License 

$300  Slow and 
costly 

Used 
facilitator to 

simplify 
process 

N.A  

Advertising 30 
Advertising 

license office 
of 

municipality 

$20 to 
municipality 
per m2 and 
$25 per m2 

to MEF 

Rapid and 
costly 

Company 
carried out 
procedures 
on its own 

N.A. 

Agro-
processing 

(flour milling)  
10 

MIME 
Operating 
License 

$150 to 
renew 
license 

Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MIME Twice a year $15 per 
product 

To inspect 
the quality of 
the products 

MIME Quarterly  $15 per 
product 

To inspect 
the quality of 
the products  

Agro-
processing 

(fruit 
preserves) 

20 
MIME 

Operating 
License 

$300  Slow and 
costly 

Used 
facilitator to 

simplify 
process 

MOI (fire 
brigade, 
police) 

Twice a year $18 for 3 fire 
extinguishers

To inspect 
environmental 

impact 
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Industry  Number 
of Staff Operating License Main Inspections  

Tourism 24 
Tourism 

operating 
license 

$200  Slow and 
costly 

Used the 
tourism 

association to 
simplify the 

process 

MOI (fire 
brigade, 
police) 

Quarterly  $5 per visit To inspect fire 
extinguishers 

Trade in autos 
and parts 85 

Municipality 
Operation 
License 

$200  Rapid and 
costly 

Used the 
facilitator to 
simplify the 

process 
N.A.  

MoE  Twice a year $10 per visit 
To inspect 

environmental 
impact 

MOI (fire 
brigade, 
police) 

Twice a year $5  To inspect fire 
extinguishers 

Agro-
processing 

(pork rinds and 
snacks) 

10 
MIME  

Operating 
License 

$150  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

District 
officer of  
sanitation 

Occasionally 
come $2 per visit To inspect 

the Hygiene 

MIME Twice a year $20 plus $15 
per product 

To inspect 
the quality of 
the products 

MOE  Twice a year $20 per visit 
To inspect 

the pollution 
and hygiene 

MOI (fire 
brigade, 
police) 

Twice a year $20 per visit 
To inspect 

the 
extinguishers 

MOI 
(Economic 

police) 
Twice a year $10 per visit To  check the 

permit/license 

Agro-
processing 
(fish sauce) 

15 
MIME 

Operating 
License 

$150  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

Department 
of Fisheries 

Once per 
year $5 per visit 

To inspect 
the quantity 
of fish catch 
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Industry  Number 
of Staff Operating License Main Inspections  

MOI (fire 
brigade, 
police) 

Twice a year $1 per visit 
To inspect 

the 
extinguisher 

MOI 
(Economic 

police) 
Twice a year $2 per visit 

To check the 
permits/ 
license. 

Ice maker 30 
MIME 

Operating 
License 

$150 Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

MIME Twice a year $15 per visit 
To inspect 

the quality of 
the product. 

MOE Twice per 
year 

$30-50 per 
visit 

To inspect 
the pollution Agro-

processing 
(flour milling)  

100 
MIME 

Factory 
Operating 
License 

$600 
Rapid and 
somewhat 

costly 

Used 
facilitator to 

simplify 
process 

MOI (fire 
brigade, 
police) 

Twice times 
a year $20 per visit Inspect fire 

extinguishers 

Leather Maker 17 
MIME 

Factory 
Operating 
License 

$90 Rapid and 
cheap 

Obtained new 
license every 
three years 
since 1988 

N.A. 

MOC 
(Camcontrol)

Once per 
year $20 per visit 

To inspect 
the trademark 

and date of 
expiration. 

MIME 
Factory 

Operating 
License 

$1,000 Slow and 
costly 

Used 
facilitator(staff 
of MIME) to 

simplify 
process 

MOI (fire 
brigade, 
police) 

Quarterly $20 per visit To inspect fire 
extinguishers 

MOI 
(Economic 

police) 
Quarterly $10  No specific 

purpose 

MIME Quarterly 
$15 per 

product; 8 
products x 
15 = $120 

To inspect 
product 
quality  

Beverages 
(fruit juice and 
purified water)  

10 

MOH 
Operating 
License  

$40 per year Rapid and 
cheap 

Used 
facilitator to 
simplify the 

process 

MOE Once per 
year $20  To inspect 

the pollution 
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Industry  Number 
of Staff Operating License Main Inspections  

MOH Quarterly $50 per visit To inspect 
the hygiene 

MOE Quarterly $20 per visit 
To inspect 

the 
environmental 

impact 
MOI (fire 
brigade, 
police) 

Quarterly $15 per visit To inspect fire 
extinguishers 

MOI 
(Economic 

police) 
30 times per 

year $10 per visit No specific 
purpose 

MIME Quarterly $20 per visit 
To inspect 

product 
quality 

MOC 
(Camcontrol)

Once per 
year $20 per visit To inspect 

trademark 
MOI ( Drug 

traffic 
police ) 

Once per 
year $20 per visit No specific 

purpose 

Agro-
processing 

(bakery goods)  
50 

MIME 
Operating 
License  

$300  Rapid and 
costly 

Used 
facilitator to 

simplify 
process 

Tax 
Department 

of MEF 
Once per 

year $200  
To audit the 

financial 
statements 

MIME 
Operating 
License 

$150 per 
year 

Rapid and 
somewhat 

costly 

Used 
facilitator to 

simplify 
process 

MIME Once per 
year 

$15 per 
product  

To inspect 
product 
quality Manufacturing 

(soap and 
beauty 

products) 
5 

Ministry of 
Culture and 

Fine Art 
$50 per year Rapid and 

Cheap 

Used the 
facilitator to 
simplify the 

process 

MOI (fire 
brigade, 
police) 

Twice per 
year $50 per visit To inspect fire 

extinguishers 

Beverages 
(alcoholic 

beverages) 
11 

MIME 
Operating 
License 

$300  
Rapid and 
somewhat 

costly 

Used the 
facilitator to 
simplify the 

process 
MIME Quarterly 

$15 per 
product; total 

of $60 per 
visit 

To inspect 
product 
quality 
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Industry  Number 
of Staff Operating License Main Inspections  

MOH 
Operating 
License  

$50 per year Rapid and 
cheap 

Used the 
facilitator to 
simplify the 

process 

MOC 
(Camcontrol)

Once per 
year 

$200 per 
year 

To inspect 
trademark, 
logo, and 
quality of 
product 

MOI ( fire 
brigade, 
police) 

Quarterly $4 per visit To inspect fire 
extinguishers 

MOI 
(Economic 

police) 
Once  per 

year $10 per visit To inspect 
the permits 

  

MLMUPC 
Construction 

License 
$700  Rapid and 

costly 

Used 
facilitator to 
simplify the 

process 

MOE Once per 
year $20 per visit 

To inspect 
environmental 

impact 
MIME = Ministry of Industry, Mines and Energy 
MOE = Ministry of Environment 
MOI = Ministry of Interior 
MOC = Ministry of Commerce 
MLMUPC = Ministry of Land Management, Urban Planning and Construction 
MAFF = Ministry of Agriculture, Forestry and Fisheries 
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