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ECONOMIC ANALYSIS (SUMMARY)1 
 
A. Economic Development: Phases of Growth, 1993–2008 
 
1. The Cambodian economy has passed through three phases of development: the 
rehabilitation phase, 1993–1998; the reconstruction phase, 1999–2003; and the economic take-
off phase, 2004–2008. During the rehabilitation phase, economic work focused on implementing 
market reforms to transform the economy to one that is market-based. During the reconstruction 
phase, the government focused on the restoration of peace, economic integration into the 
region and the world, and promotion of socioeconomic development. During this phase, growth 
of real gross domestic product (GDP) averaged 8.8% a year, driven by garments, construction, 
and tourism in addition to the primary sector—agriculture. 
 
2. During the economic take-off phase, the government commenced its second generation 
reforms, particularly implementation of the public financial management reform program. 
Investments in social sectors and infrastructure were increased to help reduce poverty, 
particularly in rural areas. Growth averaged 10.3% a year, driven by the four engines of 
growth—garments, tourism, construction, and agriculture. With strong growth averaging 9.1% in 
1998–2008, GDP per capita in current prices nearly tripled from $256 in 1998 to $738 in 2008 
and poverty incidence decreased from 35% in 2004 to an estimated 30% in 2007.  
 
B. Recent Macroeconomic Performance in 2010 and Prospects in 2011–2012  
 

Key Economic Indicators 
 Historical  Projectionsa

Indicators  2007 2008 2009 2010b 2011 2012
Real GDP growth (%) 10.2 6.7 0.1 6.3c 6.5 6.8 
Current account balanced (% of nominal GDP) (8.5) (13.4) (11.6) (11.0)c (10.7) (10.2) 
Fiscal balance/GDP (%) (2.8) (2.9) (6.4) (6.0)   
Inflation rate, annual average (%) 7.7 25.0 (0.7) 4.0 5.5 5.5 
Money supply (M2) growth (% change year-on-
year, end of period)  

62.9 4.8 36.9 20.0   

Foreign aid, net ($ million) 688.9 720.5 990.0 1,100e   
Foreign direct investment, net ($ million) 866.2 794.7 520.3 769.4   
International reserves, gross ($ billion) 1.62 2.16 2.37 2.65   
Exchange rate, average (KR/$) 4,060 4,060 4,143 4,188   
( ) = negative, GDP = gross domestic product.  
a Asian Development Bank staff projections. 
b Estimates.  
c Asian Development Bank staff estimates.  
d Excluding official transfers.  
e Amount pledged in June 2010.  
Sources: Cambodian authorities unless otherwise indicated.  

 
1. Recent Economic Performance  
 

3. Recovery in 2010 was driven by tourism and clothing exports, supported by a good year 
in agriculture. However, there are indications that poverty has increased in recent years. The 
pace of growth is expected to increase in the forecast period. Inflation will rise because of 
strengthening domestic demand and higher prices for imported oil and food. A new effort to 

                                                 
1  This summary is based on Asian Development Bank (ADB) staff inputs and ADB. 2011. Asian Development 

Outlook, 2011. Manila (Cambodia chapter) http://www.adb.org/Documents/Books/ADO/2011/ado2011-cam.pdf  
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promote rice production and exports will help address the need to diversify sources of growth 
and reduce rural poverty. 
 
4. A bounce back in tourism and clothing exports, coupled with increased production of 
paddy rice, drove a estimated 6.3% recovery in GDP in 2010 from a dramatic slowdown in 2009 
caused by the global economic crisis. The primary sector, producing about a third of GDP, grew 
by an estimated 4.2% in 2010. Paddy rice output increased by about 5% to 7.9 million tons, 
mainly a result of favorable weather and better irrigation, as well as better access of farmers to 
fertilizers and higher quality seeds. Fisheries production experienced marginal growth of less 
than 1%, mainly reflecting the decline in freshwater fishing. Growth in livestock production is 
estimated at 5.5%, whereas forestry and logging registered negligible growth.    
 
5. The recovery in global travel resulted in tourist arrivals increasing by about 16% to 
2.5 million, and tourism receipts by 14.5% to $1.78 billion. The sharpest increases were in 
arrivals from Asia including Viet Nam (up by 48% to 466,700), Republic of Korea (47% to 
289,700), and the People’s Republic of China (39% to 177,700). This rebound in tourism 
contributed substantially to estimated growth of 4.3% for services. 
 
6. Industry was the main contributor to GDP growth in 2010, expanding by an estimated 
11.6% (it contracted in 2009). External demand for Cambodian garments, principally from the 
United States (US) and the European Union (EU), rebounded. Data from the US Department of 
Commerce showed that US garment imports from Cambodia rose by 19% in dollar terms in 
2010. Construction remained sluggish, reflecting a fall in foreign investment in property during 
the global economic crisis and a slow pickup in residential building. 
 
7. Price and monetary developments. Consistent with the modest recovery in domestic 
demand, inflation in 2010 averaged 4.0%, a turnaround from 2009 when the consumer price 
index fell slightly. Year-on-year inflation gradually slowed, from 5.3% by the end of December 
2009 to 3.1% by the end of December 2010. This low end-of-period inflation was due mainly to 
low increases in food prices, which carry the largest weight in the consumer price index. 
Increased deposits of foreign currency at banks (the economy is highly dollarized) together with 
increased export receipts drove a 20% year-on-year increase in bank liquidity in December 
2010. Bank lending to the private sector picked up from 6.5% year-on-year at the end of 2009 to 
27% 12 months later, reflecting the economic recovery. Lending quality improved in 2010, with 
bank nonperforming loan rates falling to 3.1% at the end of December 2010, from 4.4% at the 
end of December 2009.  
 
8. The use of government deposits during 2009–2010 to finance the budget deficit placed 
pressure on the riel. Several dollar auctions were held to stabilize the riel. However, as demand 
for the local currency increased toward the end of the year due to the seasonality of paddy 
harvesting seasons, traditional ceremonies, weddings, and tax payments (payment in riel is 
required by law) during November and December, the riel appreciated by 2.4% against the 
dollar in December 2010. With a high degree of dollarization of the economy, the appreciation 
did not have much influence on overall inflation.  
 
9. Balance of payments. In the external accounts, merchandise exports rose by an 
estimated 20.8% in dollar terms, mainly reflecting faster than expected growth in garment 
exports to the US. Imports rose by an estimated 19.5%, mainly on increases in oil and in raw 
materials for garments. Overall, the 2010 current account deficit (excluding official transfers) 
narrowed to an estimated 11% of GDP, from 11.6% in 2009. Foreign direct investment inflows 
rose by an estimated 45% to $782.7 million. Special economic zones established in 
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recent years are attracting investments in light industry, especially those in Phnom Penh, Preah 
Sihanouk, and Svay Rieng. Aid inflows remained buoyant, and gross international reserves 
increased by 12% over the year to $2.65 billion, equivalent to approximately 4.7 months of 
imports of goods. 
 
10. Fiscal developments. A less expansionary fiscal stance saw the overall budget deficit 
pulled back to an estimated 6% of GDP in 2010, from 6.4% in 2009. Domestic revenue bounced 
back to an estimated 12.7% of GDP, higher than the budget plan of 12.3% and the 2009 outturn 
of 11.9%. Revenue collection is still relatively low; however, the government aims to increase 
domestic revenue by 0.5 percentage points of GDP a year in the medium term. Expenditure in 
2010 amounted to 18.6% of GDP, somewhat above the 17.6% budget target but lower than the 
2009 peak of 20.5%. The higher than targeted spending was due mainly to externally financed 
capital spending. The public sector wage bill fell slightly to 4.3% of GDP from 4.7%. The deficit 
was largely financed by grants and concessional loans, with the drawdown of government bank 
deposits estimated at 0.5% of GDP, much lower than the 2009 outturn of 2%. 
 
11. Public debt. Cambodia’s external public debt management has been sound and results 
from the latest International Monetary Fund debt sustainability analysis indicate that the 
country’s debt is on a sustainable path, and the risk of debt distress is moderate. Total external 
public debt in 2010 is estimated at $3.5 billion, up from $3.0 billion in 2009. Nearly half of the 
external public debt is held by multilateral lenders, primarily the Asian Development Bank 
(28%), and the World Bank’s International Development Association (17%). The People’s 
Republic of China (PRC) was the largest emerging bilateral creditor, accounting for about 58% 
of total bilateral disbursements in 2010. Domestic public debt is very small at 0.04% of GDP. 
 

2. Economic Prospects: 2011–2012 
 
12. Assuming global economic growth in line with the Asian Development Outlook 2011 
assumptions, and favorable weather for agricultural production, GDP is projected to expand by 
6.5% in 2011 and 6.8% in 2012. The agriculture sector is projected to increase by about 4.3% in 
2011, stimulated by continuing investment in irrigation, broader access to fertilizers and high-
yield seeds, and the government’s commitment to promoting rice production and exports.  
 
13. Growth in industry is projected at around 10.8% in 2011, based largely on external 
demand for Cambodian garments from the US and the EU. In January, US garment imports 
from Cambodia increased by 41% to $214 million compared with the corresponding period in 
2010. The EU recently relaxed rules of origin requirements on its imports of Cambodian 
garments, which gives preferential access to the EU. Cambodia now enjoys duty-free access 
regardless of the origin of fabric. Also positive developments in agro-industry, mainly rice 
processing for exports assisted by preferential access to the EU market through the Everything 
but Arms Regulation, could bolster industrial growth. In the first 2 months of 2011, milled rice 
exports to the EU rose 228% to 10,495 tons, from 3,201 tons in the corresponding period of 
2010. Construction is projected to stay slow, however, with growth projected at around 3%. In 
2010, the government liberalized restrictions on foreign ownership of apartments, which is 
expected to help stimulate some additional demand.  
 
14. Services are forecast to register stronger growth in 2011, at around 5.3%. As the global 
travel market continues to recover, tourist arrivals are expected to increase. In January, tourist 
arrivals rose 18% to 274,471, led by arrivals from Asia including the PRC, the Republic of 
Korea, and Viet Nam. Trade, transport, and communications are also projected to continue 
expanding, as domestic consumption and the business outlook improve.  
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15. Inflation is forecast to rise to about an average of 5.5% in 2011 because of higher global 
food and oil prices, strengthening domestic demand, and the generally expansionary fiscal 
policy. 
 
16. The high degree of dollarization of the economy (amounting to as much as 95% of 
currency in circulation) will continue limiting the effectiveness of monetary policy. The 
government has in the past implemented policies (mainly auctions of US dollars) to support the 
exchange rate and hence reduce inflation for people dealing in riel, as well as other banking 
regulations such as the reserve requirement for commercial bank deposits to help the central 
bank influence money supply. The planned increase in domestic financing, coupled with the 
ongoing economic recovery, likely signifies the need for gradually tighter monetary policy during 
the forecast period. 
 
17. Fiscal policy is projected to be broadly expansionary in 2011. Despite improvements in 
tax revenue collection, the revenue–GDP ratio will rise only marginally. The extent and timing of 
oil and gas production remains uncertain and the government is not expected to receive 
revenue from this source in the forecast period. With expenditure growing at a higher rate than 
revenue owing to increases in capital outlays, the budget deficit is set to widen to 6.2% of GDP 
in 2011. External financing (concessional loans and grants from bilateral and multilateral 
lenders) will cover most of the deficit, leaving a shortfall equivalent to 0.9% of GDP (compared 
with an estimated 0.5% of GDP in 2010) to be financed by drawdowns on government deposits 
at the central bank. 
 
18. The trade deficit is expected to remain substantial, in part a result of the higher cost of 
imported oil in 2011. On the positive side, higher tourism receipts will contribute to a surplus in 
services trade. The current account deficit (excluding official transfers) is projected to narrow to 
10.7% in 2011 and 10.2% in 2012. Gross international reserves are projected to grow to 
$2.84 billion in 2011, representing about 4.4 months of imports of goods. 
 
19. Risks to the forecasts center on external events (such as unexpected global economic 
weakness or much higher oil prices), which could hurt prospects for Cambodia’s tourism and 
clothing exports or propel inflation higher. Tourism could also be affected by any intensified 
conflict on the Thailand–Cambodian border or renewed political strife in Thailand. Lack of 
progress on fiscal consolidation, combined with low tax revenue and absence of government 
debt securities, may lead to problems in funding the fiscal deficit. 
 

3. Development Challenges 
 
20. The ongoing economic recovery in 2010 reflects favorably on the effective government 
stimulus response to the financial crisis of 2008–2009. It also highlights the need for Cambodia 
to reduce vulnerability to external shocks and urgently address a number of key longer-term 
development challenges: (i) accelerate the process of economic diversification, (ii) make growth 
more inclusive, and (iii) improve the competitiveness of the existing drivers of growth (especially 
garments and tourism). 
 
21. First, the economy needs to become more diversified from its current narrow base of 
garments, tourism, and construction. On the supply side (production side), the diversification 
strategy should be outward-oriented given the low-end and small domestic market of less than 
15 million people—80% reside in rural areas. On the demand side (market side), Cambodia 
needs to broaden its focus on relatively few export markets by speeding up the country’s 
regional market integration in Asia, thereby reducing its heavy reliance on the US and Europe. 
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Going forward, the PRC market is envisaged to become as significant as the US and European 
markets; in the food sector, the PRC’s need for agricultural products is anticipated to grow 
significantly.  
 
22. With the diversification strategy in mind, the economy should focus on agricultural and 
rural development by expanding crop production, increasing yields, and improving linkages 
between farmers and markets. This will require heavy investments in rural infrastructure and 
human capital (vocational training is a good example) to help the agriculture sector climb the 
value-added ladder not only in production but more importantly in agro-processing and exports. 
The government’s rice export policy (adopted in August 2010) to promote production of paddy 
rice and milled rice exports is very timely. Improving management systems for sanitary and 
phytosanitary standards and delineating clear roles and responsibilities of relevant government 
agencies will facilitate cross-border trade and bolster efforts to promote competitiveness and 
diversification.  
 
23. The second challenge involves making growth more socially inclusive and addressing 
the worrying Gini coefficients. This will require expanding opportunities to participate in the 
growth process, especially in rural areas where 90% of the poor reside. The growth of 
agriculture and agribusinesses will play an important role in creating rural jobs and incomes. To 
address poverty reduction, the government recognizes the need to develop and expand a social 
safety net system to protect the most vulnerable. 
 
24. The third challenge requires improving the competitiveness of the existing engines of 
growth, particularly garments and tourism, if the sectors are to remain the two strong drivers of 
growth as they were for most of the previous decade, 1998–2008. Reducing high costs of 
infrastructure and logistics, improving the quality of existing products and services, and 
developing skills of the labor force (to support higher-value-added activities) are priority tasks.  
 
C. Critical Constraints to Growth2 

 
25. To reach Cambodia’s growth potential of 6%–7%, a “growth diagnostic” helps focus on 
the most problematic constraints: those that would generate the most growth if they were 
alleviated. Each assessment is based on a range of signals, picked up from interviews with the 
private sector, firm surveys (e.g., Investment Climate Survey), international benchmarking (e.g., 
infrastructure coverage and costs, Doing Business indicators), and other economic indicators. 
At the outset, thinking through this framework at the sector level is important, as constraints 
might vary across sectors. The first such area seeks to assess whether entrepreneurs are more 
limited by the absence of projects from which they could get good returns or, rather, by the 
absence of financial services to finance such projects if they exist. 
 
26. Access to finance has not likely become a major constraint across sectors. A simple 
signal of this is the significant banking liquidity throughout 2009 and the limited growth in credit 
to the private sector. In 2009, the analysis revealed similar results: sector liquidity and rapid 
growth of credit. In 2008, the negative real interest rates suggest that the constraint was likely 
the lack of lending opportunities (in part because a large number of potential opportunities are 
hampered by lack of collateral, absence of registration, lack of accounting capacity—for 
instance, only 14% of formal sector firms have audited accounts).  
 

                                                 
2 Extracted from World Bank. Implementing Cambodia’s Growth Strategy after the Crisis. Unpublished (draft, August 

2010). 
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27. However, as in 2009, there are two important aspects of this observation. First, the 
disconnect between availability of liquidity and limited credit growth highlights that commercial 
banks perceive high risks and that financial intermediation could be more effective. This 
reinforces the need to strengthen risk management and banking supervision. Furthermore, 
these risks are likely to be magnified in sectors with specific risks (e.g., weather risks and 
volatile prices in agribusiness) and where banks have limited experience dealing with these 
risks (as is also the case for agriculture and agribusiness, which appear underserved by 
banking). This suggests the possible role of a public policy to address this, for instance through 
the risk-sharing facility proposed in the rice policy paper, which would help develop the sector 
and build the necessary experience and comfort level for banks to lend to the sector. More 
generally, risks are likely to be perceived as high for investments in new sectors, and limited 
appetite for risks (or individual banks’ strategies to focus on existing sectors). They will add to 
barriers against diversification. This suggests the importance of improving intermediation to 
ensure firms that do face credit constraints get the credit that they need. This also suggests 
looking beyond aggregates, since commercial banks have different liquidity situations, targeted 
sectors and clients, and risk assessments. 
 
28. Second, access to foreign savings could be less easily available in the future. While 
speculative, the global financial economic crisis could lead to a generalized higher aversion to 
risk, hence “frontier markets” like Cambodia could face a reduced supply of foreign capital. This 
increases therefore the importance of (i) maintaining macroeconomic stability and the overall 
policy environment (to reduce the perceived risk of investing in Cambodia) and (ii) mobilizing 
domestic savings. 
 
29. If not primarily from the financial sector, then the constraint is the difficulty to formulate 
projects with high returns or for the entrepreneur to receive these returns—either because there 
are simply too few of these high-return projects (e.g., because of high costs of production), or 
because entrepreneurs doubt they can capture the returns themselves (e.g., because of high 
official or unofficial taxation). The 2009 diagnostic suggests that the key constraints were 
(i) coordination (e.g., along the value chain of various economic participants.), (ii) appropriation 
(poor system of dispute resolution, corruption), and (iii) electricity costs and logistics (including 
trade). 
 
30. Coordination. The major issue of coordination was apparent from a number of 
symptoms: (i) few clusters of activities have emerged and existing ones have had little 
upgrading (e.g., cut–make–trim in garments and limited diversification outside the US market; 
paddy exports only in rice; focus on Angkor Wat in tourism); this pattern seems in part to reflect 
a lack of incentive in such upgrading (possibly because of the design of the tax incentives; and 
also the limited training provided by most manufacturers, as individual firms are concerned that 
they will not be able to retain trained workers); (ii) many export discoveries appear short-lived 
(suggesting difficulties in sustaining them or scaling them up, either because the innovations 
proved difficult [e.g., regulatory or informal tax barriers] or because scaling up would involve 
more investment and capital than available). This constraint is likely to have worsened in 2009 
as firm creation and net inflows of FDI declined, although a rebound is perceptible in 2010. In 
addition, the risk aversion noted is likely to have made these issues more intractable. In this 
same area, developing a stronger policy framework to facilitate the development of small and 
medium-sized enterprises appears important. Data suggests that firm creation is extremely 
limited in Cambodia and the demographics of enterprises highlight the gap between micro-firms 
and medium-to-large firms. 
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31. Appropriation. A second important constraint can be summarized around the theme of 
appropriation: the capacity for entrepreneurs to capture the returns of the investment they make. 
Two dimensions are noteworthy: 

(i) A major focus of firms surveyed is the extent of corruption. The recent firm 
survey notes, paradoxically, that a much lower proportion of firms (less than 40% 
against almost 50% the year before) identifies corruption as a severe constraint, 
but the value of informal payments to “get things done” has not decreased. This 
suggests that either (i) the incidence of red tape and corruption has had less 
variability, reducing the burden on firms; or (ii) other constraints have become 
more challenging. 

(ii) Other forms of uncertainty (including macroeconomic uncertainty) are seen as 
less constraining in 2009 than 2008. This probably reflects improvements in both 
(i) absolute terms (the 2008 survey was done at a time of overheating and rapid 
inflation) and (ii) relative terms (as other constraints are more salient). The extent 
of this constraint in 2008 is, however, a lesson from the crisis: credible 
macroeconomic information is critical for entrepreneurs. Furthermore, informal 
firms are even more concerned by macroeconomic uncertainty than firms in the 
formal sector, possibly reflecting their more limited access to decision-makers, 
hence their higher uncertainty. 

 
32. Costs. Four important costs hamper entrepreneurs: 

(i) The cost of electricity remains an important constraint, in particular for 
diversifying to more electricity-intensive sectors. That said, improvements in the 
electricity grid (including through imports from Viet Nam) and a lower share of 
firms that identify electricity as a constraint suggest that progress is being made. 

(ii) The cost and unreliability of logistics services was identified in 2009. After the 
crisis, the demand from the global industry for fast and reliable trade (as seen in 
the garment industry) increased, making this particular constraint even more 
acute than before.  

(iii) Questions were apparent in 2009 with respect to the real effective exchange 
rate—generally driving all costs up, hence weakening competitiveness. Recent 
developments suggest a partial reversal.  

(iv) A related question has to do with labor costs, which have increased in real terms 
with the real appreciation of the local currency (even in a dollarized economy, 
given the inflation differential). This increase has been somewhat offset by 
productivity gains, but this needs to be continuously reviewed. However, recent 
minimum wage increases (in 2007 and 2010) have brought the binding wage rate 
closer to the average wage in the sector, possibly creating an emerging 
constraint for garment employers. 

 
33. Finally, while no specific development can be related to the crisis, the 2009 growth 
diagnostics note that lack of skills—though not an immediate major constraint—will increasingly 
challenge the economy. Further analysis shows in addition (i) the importance of “soft skills” as 
well as (ii) the growing gap between supply of skills (and its quality) and demand.3 

                                                 
3  World Bank. Providing Skills for Equity and Growth: Preparing Cambodia’s Youth for the Labor Market. 

Unpublished (draft report, 2010). 




