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EXECUTIVE SUMMARY

The tragic legacy of two decades of war and economic mismanagement in
Cambodia has resulted in a physically devastated country, a debilitated human resource base,
and weak administrative and judicial system serving the requirements of a centrally planned
economy. While the signing of the Paris Peace Accord in 1991 might have heralded a new
democratic era, it is one in which most of Cambodia’s administrative, organizational, social, and
economic fabric will have to be rebuilt, and personal and factional animosities reconciled.
Complicating this, virtually every sector appears to demand priority attention, with many potential
funding agencies adding strain to an already stretched absorptive capacity, thus placing a
premium on aid coordination and capacity building.

Nevertheless, since the historic elections of May 1993, the Government of
Cambodia has begun to tackle its legacy and, as a major achievement, it has restored order and
stability - albeit still fragile - to what had been a chaotic macroeconomic setting. This has
been achieved by revenue reform and strict expenditure control, supported by legislative and
regulatory initiatives that have begun to create modern budgetary and financial systems, as well
as a climate more conducive to privatization and new domestic and foreign private investment,
As part of the Enhanced Structural Adjustment Facility agreed upon with the International
Monetary Fund, the Government is committed to building on these initiatives and to realizing a
series of specific targets by 1996. While ambitious, these targets are feasible provided recent
gains can be consolidated; the pace of economic reform sustained; domestic production -
especially that of agriculture - revived; and political stability maintained. In each of these,
however, there are uncertainties, particularly with respect to internal security.

The Government of Cambodia outlined its broad development strategy for the
future in March 1994. Its focal objective is to achieve sustainable growth with equity and social
justice, that is, an annual rate of real gross domestic product (GDP) growth of 7-8 percent, which
optimizes the use of the country’s resource base and allows equitable access to the fruits of
growth. At the center of this strategy is a commitment to a market economy, with the private
sector acting as the engine of growth, and the Government providing support through rebuilding
the physical and social infrastructure, and through maintaining macroeconomic stability and a
conducive legal framework. However, in accelerating the rate of GDP growth, the Government
is also mindful of the need to strike a balance between natural resource exploitation and
environmental protection.

The Government’s prime concern is to reduce the social deprivation that persists,
and evidenced by some of the poorest social indicators in the Bank’s region and a ranking on
the United Nations Human Development Index of 147 out of 173 countries. With 85-90 percent
of the population living in the rural areas, this translates into an emphasis on rural development
as a means of raising living standards nationally, and on fostering a sense of social justice and
the drive towards national reconciliation and improved security. But to be in a position to address
these, the Government correctly accords short-term priority to a focus on three areas of concern:
strengthening the base for a market economy, increasing its absorptive capacity, and finalizing
long-term sectoral programs and implementing priority projects. Without a suitable base from
which efficient growth and good governance may spring, the Government fears that its general
long-term development ambitions would be in jeopardy.
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The Bank’s strategy for Cambodia has inevitably to take into account the complex
and unique considerations facing the country, and its relevance and suitability judged by its
success in accommodating them. The Bank’s single overarching objective should be the steady
reduction in poverty. Sustaining an attack on poverty requires interventions that directly promote
GDP growth, and those that target the disadvantaged groups that may otherwise be bypassed
as well as those that seek to ameliorate the deleterious side-effects that might result. This would
blend with the Government’s desire to secure sustainable growth with equity and social justice,
and it allows recognition of the fact that the development of the human resource base is as
much a productive input into the growth process as it is an eventual beneficiary of that process.
The two have to be seen as complementary rather than as competing objectives, which would
be best served by:

(0
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capacity building by strengthening sector institutions in the areas of project
planning, implementation, and management; and developing the capabilities for
formulating economic policies;

supporting sustainable GDP growth through fostering the transition to a market
economy, assisting output expansion in the real sectors, mobilizing domestic
savings, focusing on the quality of human resources, and improving physical
infrastructure;

improving the access of the poor to the employment opportunities generated by
the growth process and contributing to better health, education, training,
population planning, enhanced role of women, and provision of basic social and
physical services; and

improving and protecting the environment through addressing the physical
consequences of poverty as well as natural resource management per se.

Collectively, these priorities address Cambodia’s poverty essentially by reinforcing
the downward filtration of opportunities generated by the growth process, and by facilitating the
upward transmission of the effects of improving the quality of human resources on the growth
process itself. The Bank’s strategy thus seeks to capitalize on the income/employment effects
of private-led output expansion, and to prepare the disadvantaged for more productive
participation in the economy. The needs of women should be targeted at both the national policy
and project levels.

The strategic options for addressing these priorities fall into three groups:
strengthening the base for a market economy; human resource development in its broadest
sense, including development of women; and addressing environmental concerns. Nevertheless,
however appropriate a strategy might seem on paper, its success will depend on the quality of
project assistance, notably on the nature of project targeting, on the appropriateness of project
design, and on the effectiveness of project execution. It will also depend on overcoming
Cambodia’s weak absorptive capacity. Cambodia’s economic weaknesses stem from an
amalgam of financial constraints and technical or administrative limitations. Thus it would seem
appropriate to ensure that each of these is addressed either in sequence or in parallel,
irrespective of sector. To assist in overcoming the Government’s fiscal limitations, and at least
until the Government has had sufficient time to effect its fiscal reform thoroughly, the Bank might
respond by:
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minimizing, during the early years of the strategy period, those projects that
involve large recurrent costs from the national budget;

seeking cofinancing partners that would provide grant funds and/or be willing to
finance recurrent costs;

funding a proportion of selected recurrent costs for high priority projects for a
limited period; and

phasing the Bank’s project contribution to absorb a higher than average
proportion of project capital costs in the early years of implementation and a
lower than average proportion during the later years, when local currency
constraints should have eased.

In Cambodia’s case, therefore, given the nature of its absorptive capacity and
security situation, the Bank’s interventions should center on what is feasible and practical in the
medium term. In programming terms, this will require flexibility in the timing of interventions as
well as imagination and creativity in their design. Moreover, given capacity limitations and the
number of aid agencies involved, it argues against undue sectoral concentration in the early
years of loan activity - although recognizing the need for a clear definition of the
sectors/subsectors  that require urgent/priority attention - and it argues strongly for close aid
coordination, especially in technical assistance activities.

Strengthening the base for a market economy requires an integrated program
of TA and lending activities, with TA and program lending acting in support of policy and
institutional reform, and traditional project lending, by capitalizing on the policy reform and
capacity building thus realized, acting in direct support of accelerated private commercial activity.
Four areas of policy, institutional, and civil service reform should be targeted: strengthening
macroeconomic management and planning capacity; establishing a transparent judicial and legal
framework; addressing the policy framework in the agriculture, energy, and social and physical
infrastructure sectors so as to support project lending in them; and developing the administrative
and technical capacities of those departments responsible for implementing the Bank’s project
loans.

The Bank’s project loans in the agriculture and rural sector should focus on those
geographic areas that are secure and on those interventions that are simple in scope, and in
such subsectors as water resources management, rural finance, rural infrastructure, and forest
protection. In the transport sector, priority should be accorded to the primary road network,
supported by interventions in secondary and tertiary roads to capitalize upon the potential
linkages in the transport system. For primary roads, assistance should be directed at restoring
to appropriate standard, those roads which have critical economic and social impacts. In the
energy sector, the Bank should continue its initiatives in the electric power subsector in Phnom
Penh and major provincial cities but begin to consider provincial towns, to prepare the basis for
developing the country’s hydropower potential, and to exploit the possibilities for interconnection
with neighboring countries. In the water supply and urban sector, priority should be accorded
to suburban or secondary towns and, after this, to the needs of rural areas.
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For developinghumanresources,  the Bank should assist, through an integrated,
three-pronged approach, in improving the health and education systems, with focus on the
provision of basic services, especially in rural areas; and targeting assistance specifically at
women and the poor by addressing their own particular health and education needs, and by
designing stand-alone projects aimed primarily at improving income-generating and employment
opportunities. Implicit in this approach are the needs to train primary health workers, improve
technical and vocational skills, provide for basic preventive and curative health, address the
needs of women, strengthen institutional capacity and upgrade educational quality.

Addressing environmental concerns will have to begin modestly, since the
Government’s financial and technical resources are so limited. In such circumstances, assistance
should initially focus on capacity building and educating Government departments in the ways
to integrate environmental considerations into their own activities; building up a local capacity
to undertake environmental impact assessments; and ensuring that there are secondary
environmental benefits in Bank projects generally, but especially those in agriculture, energy, and
transport, Particular emphasis should initially be placed on improving human conditions, with
attention given to natural resource and environmental improvement and to increasing assistance
as technical and financial constraints ease.

While the Bank’s strategy should naturally focus on Cambodia’s severe domestic
obstacles to development, it should also be seen in a wider context. Domestic focus aside,
Cambodia’s developmental aspirations will in part depend on reintegrating its own economy into
the global economy, and on exploiting the opportunities offered by closer cooperation among
the Mekong countries - opportunities borne out of the complementarity  that derives from
regional differences in resource base, market size, and stage of economic development. The
Bank has already taken a number of initiatives in this regard, with interest being taken by all
countries concerned. These initiatives must continue, especially in the energy, environment,
tourism, and transport sectors.

As the first major multilateral institution to provide loan assistance to Cambodia
as early as 1992, and even before the holding of the elections in 1993, the Bank should continue
playing a major role in organizing sector coordination meetings and helping the Government to
formulate its medium-term public investment program and five-year socioeconomic development
plan. Importantly, at the request of the Government, the Bank should provide assistance to the
Government in the conduct of annual aid meetings, in close consultation with major aid agencies
such as the World Bank and the United Nations Development Programme, through appropriate
advice on policy and institutional issues and sectoral  development strategies and programs at
the macroeconomic and sector levels.

Cambodia is undergoing rapid changes in its effort to move toward a market-
based economy. To keep pace with these changes and to ensure that the Bank’s program
appropriately incorporates the changed economic environment, this Country Operational Strategy
may be reviewed after about three years. The Bank’s strategic agenda and the sectoral thrusts
of its strategy in Cambodia over the medium-term are presented below in matrix format.
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1. STRATEGIC AGENDA

q

q
FOCUS/PRIORITY OBJECTIVE

STRATEGIC FOCUS l reduction in poverty

MEANS

l enhancing GDP growth

l designing projects and programs

which benefit the poor, particularly

in rural areas

MEDIUM-TERM PRIORITIES

0 Strategic Priority l capacity building l building the capacity for policy

analysis and formulation

l developing the capacity for

economic planning, and

investment programming

l strengthening capabilities of sector

institutions in project planning,

management and implementation

e Key Priority Areas l supporting sustainable economic

growth

l supporting transition to market

economy

0 improving policy/legislative

environment

l reforming the banking/financial

sector

l supporting output expansion

l strengthening absorptive capacity

l mobilizing domestic savings

l improving quality of human

resources

l improving access of the poor to

growth benefits

l developing human resources

l addressing consequences of

poverty
l rural development

l targeted support for women and

the poor

l provision of credit, where feasible

0 protecting the environment l improving policies and institutions

0 supporting remedial actions  to

control environmental degradation

l ensuring environmental

compatibility

0 managing natural resources
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2. STRATEGIC SECTORAL  THRUSTS

SECTOR/CONCENTRATION

AGRICULTURE AND RURAL

DEVELOPMENT

0 Policy Reform

0 Rural Infrastructure

l Rural Credit

l Water Resources Management

l Forest Protection

OBJECTIVE

l capacity building

l sustainable economic growth

l access of the poor to growth

benefits

MEANS

l improving policies and

strengthening institutions

0 improving water control

l upgraded rural infrastructure

l rural credit

l output expansion/research

l training/extension

l output expansion

l closer integration of domestic

market

0 environmental protection l forest preservation

l water resources management

TRANSPORT

l Roads

l Airports

l capacity building

l sustainable economic growth

l improving policies and

strengthening institutions

0 generating economic activity

l fostering market integration

l supporting growth poles/corridor

l support for tourism/regional

integration

0 access of the poor to growth

benefits

0 generating economic activity

l providing market access and

reducing market fragmentation

0 environmental protection l ensuring environmental

compatibility of projects

l improving safety

ENERGY

l Power

l capacity building

l sustainable economic growth

l improving policies and

strengthening institutions

l investigating hydropower potential

for future regional interconnection

0 providing TA for policy formulation

and institutional upgrading for

hydrocarbon subsector

l access of the poor to growth

benefits

0 generation of economic activity

0 environmental protection l ensuring environmental

compatibility

l replacing individual generator sets



SOCIAL INFRASTRUCTURE

l Education

l Health

l Water Supply and Sanitation

l Urban Development

PRIVATE SECTOR

l Policy Support Program

l Institutional Strengthening

. . .
VIII

l capacity building

l sustainable economic growth

l access of the poor to growth

benefits

0 environmental protection

l capacity building

l sustainable economic growth

l access of the poor to growth

benefits

0 environmental protection

l improving policies and

strengthening institutions

l improving the quality of human

resources, particularly vulnerable

groups and women

l widening access to basic health

and education facilities

l vocational training and skills

development

l focus on women and the poor

through basic health and

education, birth spacing, and

nutrition

l support for NGO activity

l upgrading water supply/sanitation

l improving urban infrastructure

l improving policies and

strengthening institutions

l supporting the creation of a

proper legislative and banking

framework

l provision of physical infrastructure

l establishing trade and commerce

organizations

0 vocational training

0 employment creation

0 support for environmental impact

assessment and environmental

awareness
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The country’s physical infrastructure has been extensively damaged and often
completely destroyed by warfare and neglect, thus raising the financial cost of
development, fragmenting the domestic market, restricting trading opportunities,
and limiting the geographical and popular spread of potential growth benefits.

The human resource base has been decimated by war casualties, high morbidity,
poor educational facilities, internal dislocation, and emigration, thus reducing the
quality of life, lowering the general level of domestic skills, and limiting the
absorptive capacity of the civil service.

The administrative and judicial system was established to serve the requirements
of a centrally planned economy but now has to be transformed to accommodate
the socioeconomic and political realities of the 1990s.

B. The Legacy of War, Isolation, and Central Planning

5. Cambodia was self-sufficient in basic food items by the end of the 1960s and a
net exporter of rice. It had also begun to diversify its economy from agriculture towards light
industry, albeit modestly. However, with the possibility of accelerated growth then clearly on the
horizon, the country became embroiled in a bitter regional conflict and in civil war. Moreover,
during the Khmer Rouge period (1975-l 979),  a reign of terror ensued that, aside from its human
consequences, effectively destroyed much of the nation’s administrative, organizational,
economic, and social fabric.

6. A change of government in 1979 initiated a first phase of rehabilitation but still
within the regulated context of a centrally planned economic system. A process of economic
reform began hesitantly in 1985 and accelerated in 1989. However, after two decades of conflict
and economic mismanagement, the people had become virtually exhausted, the physical
infrastructure had been essentially destroyed, and the remaining rigidities of the centrally
planned system had become a hindrance to the needs and aspirations of the people. Moreover,
by 1979, the country had become food-deficient, while its upland crops and rubber estates were
in major disarray and many of its agricultural areas extensively mined. Its trade balance had
moved into substantial deficit and the country had become heavily dependent upon subsidized
trade with the former Council for Mutual Economic Assistance (CMEA), to which it had also
become quite heavily indebted. Its industries and public utilities continued to suffer from
mismanagement, inefficiency, spare parts shortages, and a lack of maintenance and investment,
while the financial losses incurred by an increasingly inefficient economic system had to be
financed by credit and monetary expansion.

7. However, perhaps the most tragic consequences of two decades of turmoil, limited
resources, and mismanagement are those that constitute the human legacy. One million people
are estimated to have been killed in this period, to the extent that about 53 percent of the present
Cambodian population is 19 years or younger; a disproportionate 53 percent of the total
population, and 56 percent of adults, are women; and one in five households is estimated to be
headed by a woman; in some areas, this is estimated to be even as high as 40 percent.
Moreover, about one person in 236 - ovewhelmingly  males - is an amputee.

8. As one of the world’s poorest countries, Cambodia faces major problems in each
social sector. Only 1 .O percent of gross domestic product (GDP) goes to education, and due to
the high repetition and dropout rates, the Cambodian education system is highly inefficient. Of

--
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every 1,000 students who begin first grade, only 320 graduate from primary school, 80 from
lower secondary, and 60 from upper secondary. Girls attend preschools at the same rate as
boys, but, after that, the gender gap widens with each successive level of schooling: females
constitute 43 percent of the enrollment in primary schools, 40 percent in lower secondary
schools, 25 percent in upper secondary schools, and 15 percent in higher education. The effect
of this gender gap can be seen in the adult literacy rate, which is estimated to be about 38
percent overall but only 24 percent for women, while the average adult male has had 2.3 years
of schooling and the average adult female 1.7 years,

9. Cambodian life expectancy at birth is 51 .l years, which is substantially below the
average of 63 years for the Southeast Asia and Oceania region. In spite of some progress in
recent years, infant mortality is estimated to be 117 per 1,000 live births, which is twice that of
the region, and 185 of every 1,000 children die before their fifth birthday. The estimated maternal
mortality of 900 per 100,000 live births reflects the poor state of maternal care services and,
since more than 90 percent of births take place at home, very few deliveries are supervised by
trained health workers. Moreover, the high total fertility rate of 4.5 children per woman, linked
with the high burden of work and a health status already weakened by previous hardships, has
contributed to successive deterioration among Cambodian women.

10. Furthermore, Cambodia’s children are among the least likely in the region to
receive immunization against preventable diseases: with less than one third of one-year-olds
being fully immunized against DPT, polio, and measles, compared with slightly more than one
half among least developed countries generally. Limited access to safe water (about 20 percent
in urban areas and 12 percent in rural areas), or to adequate sanitation (65 percent in cities and
33 percent in rural areas), contribute to a continuing high incidence of diarrhoea and other health
problems, Few villages, and hardly any schools, have adequate latrines.

11. Despite such characteristics, a new era was initiated by the signing of the Paris
Peace Accord in October 1991 and by the historic election of May 1993, which brought in its
wake, first, the National Provisional Government in July 1993 and, subsequently, the Royal
Government in November 1993. Thus, while steps towards economic liberalization and reform
had initially been taken in 1985 and 1989, it was not until quite recently that Cambodia’s isolation
from the trading world ended, international financial assistance resumed, political democracy was
restored, and hope for tackling the legacy of a troubled history began to emerge.

12. The Cambodian economy has now to be rebuilt essentially from scratch, with
almost all sectors appearing to demand priority attention. There are also many donors or
potential donors encompassing a wide array of institutional mandates, thus adding potential
strain to an already-stretched absorptive capacity and placing a premium on aid coordination
and capacity building. In these circumstances, the Bank could play a pivotal role in helping
Cambodia in its development efforts, not merely through the provision of investment capital per
se but, more importantly, by being a key player in strengthening aid planning and coordination
mechanisms, and in enhancing the Government’s capacity to manage its development process
effectively. However, such efforts would necessarily require the Bank to commit adequate staff
resources to its operations in Cambodia.
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C. Recent Reforms and Economic Developments’

1. Growth and Structural Reform

13. The uncertainty and instability surrounding the election of May 1993 resulted in
a midyear setback in economic growth, and real GDP increased by about 4.1 percent in 1993,
compared with 7-8 percent each in 1991 and 1992. Preliminary estimates for 1994 show that,
while the industry and services sectors recorded robust growth of 7.7 percent and 7.4 percent,
respectively, the agriculture sector - accounting for some 45-50  percent of GDP - stagnated,
recording no growth as a result of drought, and slowed the overall GDP growth rate. Real GDP
grew by 4.0 percent in 1994 and was again held back by poor agricultural performance - this
time resulting from both drought and extensive flooding - but partly the result of the withdrawal
of over 20,000 United Nations Transitional Authority in Cambodia (UNTAC) personnel. However,
considerable unreported domestic economic activity and cross-border trade provide income and
employment opportunities to the population, and probably lead to an understatement of the
domestic GDP growth actually achieved. In this context, moreover, gross domestic investment
rose from 14 percent of GDP in 1993 to nearly 20 percent in 1994.

14. Cambodia is in the process of transition to a market economy, and to date reforms
have been introduced in all sectors. The right to own private property was restored in 1989, and
agriculture has been decollectivized. Prices have been liberalized to reflect market conditions,
and significant structural reforms have been initiated. While 90 percent of State-owned
enterprises have been privatized through leasing operations, and those that remain State-owned
have been granted greater managerial and financial autonomy. To promote the further
development of the private sector, the financial system is being reformed and the legal
environment strengthened. To this latter end, an Investment Law was enacted in August 1994;
the legal framework necessary for further privatization was adopted in December 1994; steps
were taken to revise the commercial code; and measures were introduced to strengthen the
Cambodian Investment Board, to join the Multinational Investment Guarantee Agency, to provide
guarantees against nationalization and expropriation, to permit the free repatriation of profits, and
to attract foreign investment. Further privatization is expected during 1995, and the Government
expects to approve the Central Bank Law; to finalize the Foreign Exchange Law and the Law in
Respect of Banks and Banking; and to enact the remaining portions of the commercial code,
including provisions for bankruptcy, contract law, trade litigation, trademarks, and restrictive
practices.

15. Additional institutional reforms in the financial system are expected to follow. The
Government has transformed the previous monobanking system into a two-tier system, and has
allowed the entry of foreign commercial banks. The provincial branches of the central bank and
Foreign Trade Bank are being converted into independent commercial banks, and efforts are
being made to improve rural access to credit facilities, something that could be a target for Bank
technical assistance (TA). Supervisory capabilities are being strengthened and new indirect
instruments of monetary control introduced, although the dominance of the US dollar - and,
to a lesser extent, the Thai baht - as media of local exchange limit their efficacy. However,

1 For more detailed analysis, see Asian Development Bank, Cambodia: Economic Review and&nkOperations,
(EBO:CAM 95012),  August 1995.
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interest rates have been decontrolled and are positive in real terms. The exchange and trade
system is being further liberalized, with a license-free system for imports and exports.

16. All else being equal, these various reforms, along with tighter control over inflation,
should gradually begin to restore confidence in the domestic banking system and currency, and
then to stimulate the channelling of private financial savings through the banking system. To be
realistic, however, it will take time for the required attitudinal and institutional changes to take
place, and for the current low level of domestic financial savings - in contrast to the hoarding
of gold - to be raised significantly. One creative suggestion both to restore confidence in the
banking system and to channel financial savings through it, is for some of the local banks to
consider the establishment of pawnshops or hire purchase operations as subsidiaries, and thus
to channel some of the existing informal finance into the formal market. To this end, it would also
be necessary to integrate into the formal financial system the large number of foreign exchange
dealers operating in the parallel market, a number of whom are engaged in financial
intermediation in foreign currencies.

2. Macroeconomic Management

17. With the cessation of assistance from CMEA in 1990 and the elimination of the
transfer of surpluses from State-owned enterprises to the budget, budget deficits began to grow
to unsustainable levels. These were financed by central bank credit, which fueled escalating
inflation and currency depreciation. However, beginning in late 1992, and under International
Monetary Fund (IMF) advice, the Government initiated a stabilization program designed to
enhance budget revenues, to contain expenditures and to decelerate monetary expansion,
leading subsequently to IMF approval of a Systemic Transformation Facility of SDR12.5 million
in October 1993.

18. Despite the Government’s restraints, macroeconomic instability worsened during
the first half of 1993, largely as a result of uncertainties surrounding the May election. With the
election over, however, the Government’s stabilization effort was rewarded during the second half
of 1993 with a decline in the (year-on-year) annual rate of inflation from 340 percent in March
1993 to 31 percent in December. Consumer prices thus actually fell in nominal terms during the
second half of 1993, and the external value of the riel appreciated markedly. These trends were
influenced favorably not only by progress in political reconciliation, but also by the sharp
deceleration in both the growth of central bank credit to the Government and monetary
expansion. Inflation further decelerated during 1994, being about 17.9 percent for the year (on
final quarter average basis) but largely the result of the explosion in rice prices during the fourth
quarter and due to the poor rice harvest caused by flooding and drought.

19. However, while macroeconomic stabilization has been taking place, the overall
budget deficit has remained quite wide, rising to some 5.7 percent of GDP in 1993 and to 7.0
percent in 1994. Despite this, far-reaching changes for the better have occurred with respect to
its composition. Capital expenditure increased from 0.3 percent of GDP in 1992 to 4.2 percent
in 1993 and 5.5 percent in 1994, largely financed by new commitments of external assistance
and the disbursements of previously committed rehabilitation assistance. Moreover, the current
budget deficit reflected 26 percent of the overall deficit in 1993, and 12.2 percent in 1994,
compared with nearly 100 percent in 1992, and continues to be financed by external budget
support rather than by recourse to the banking system.
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20. A Policy Framework Paper of the Government - prepared in consultation with
the staff of IMF and the World Bank, and with the participation of Bank staff in IMF missions -
was finalized in February 1994, and formed the basis for an IMF Enhanced Structural Adjustment
Facility (ESAF). In the Policy framework Paper, the Government is committed to containing the
fiscal budget deficit to about 6 percent of GDP during 1994-1996, financed entirely by external
inflows.

21. These changes in the nature and financing if not the basic size of the fiscal deficit
have been the result of improved revenue collection and strict expenditure control, with the latter
stemming from a fall in expenditures on subsidies and, less welcome, on social services and
maintenance, and from periodic delays in the payment of civil service salaries. With respect to
revenues, additional tax measures and administrative reforms were introduced in the 1993
Budget, which supplemented those introduced in 1992, while the customs tariff structure was
simplified in September 1993 and the maximum rate of duty reduced. This led to an increase in
monthly customs receipts of almost 250 percent between the first and second semesters of
1993. Further improvement was recorded in 1994. As the collective result of the changes in fiscal
policy, procedures, and administration, major improvements have been made in fiscal control
and performance, and initial headway has been made towards creating a modern budgetary
system.

22. Fiscal performance continued to improve during 1994. Revenue was bolstered by
good customs returns, and expenditure - notwithstanding seasonal fluctuations - generally
being restrained. A supplementary budget for the second half of the year, while allowing for
some increases in military spending and in the allocations to provincial administrations, was
balanced by compensating reductions in other items. Moreover, there is now a commitment that
logging revenue, much of which had been able to bypass central collection procedures to defray
certain military expenditures, will be more strictly channelled through the central budget. This
should further ease the generally constrained revenue situation. The net impact of these trends
has enabled the Government to continue to meet the ESAF fiscal targets.

23. Cambodia has a large trade deficit. Prior to 1990, trade deficits were financed by
concessional loans from CMEA partners, especially from the former Soviet Union. After the
demise of CMEA, the combined effect of a sharp decrease in recorded exports and the surge
in imports financed by an increase in services income from the UNTAC, as well as from foreign
direct investment, increased the trade deficit to 8.3 percent of GDP in 1993, with the current
account deficit equivalent to 8.6 percent. In 1994, these deficits stood at 7.8 percent and 12.2
percent, respectively. While wide, they are largely a reflection of the increase in external
assistance to finance rehabilitation and reconstruction programs. These trends on external
account and gross foreign reserves - equivalent to three months of imports - are also
compatible with ESAF benchmarks.

24. Despite the size and trend in Cambodia’s external deficits, the Government intends
to maintain a flexible, market-oriented exchange rate policy, adjusting the official rate to changes
in the parallel market rate on a daily basis to within a margin of 2 percent, The Government sees
in such a policy a major means of encouraging export production and, in particular, of
strengthening Cambodia’s reintegration into the regional and global economies. Cambodia being
located in the world’s most economically dynamic region, there is considerable technical
“...potential for capitalizing both on Cambodia’s perceived comparative advantage in labor-
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intensive activities and on regional complementarity, especially that which derives from intra-
regional differences in natural resources and stages of development.“’ Bank efforts to encourage
greater regional cooperation among the countries of the Mekong basin have blended well with
the exploitation of this complementarity. Cambodia is actively participating in the ongoing Bank
initiative for subregional economic cooperation among the countries of the Greater Mekong
subregion (see also para. 75).

D. Medium-term Outlook

25. Restoring order and stability to what had been a chaotic macroeconomic setting
has been a major achievement of the Government. Sustaining this position, itself a prerequisite
of development more generally, appears feasible provided the gains achieved since mid-1993
can be consolidated; the pace of policy reform maintained; domestic production - especially
that of agriculture - revived; and political stability upheld. In each of these areas, however, there
are inevitable uncertainties that could interrupt continuing recovery at any time, particularly with
respect to internal security and the disruption to macroeconomic stability that could be caused
by the need for higher military expenditures. Nevertheless, to strengthen its economic reform
program, the Government has begun further adjustment which, with assistance from IMF, seeks
during 1994-1996 to (i) maintain an average real GDP growth rate of 7-8 percent; (ii) reduce
inflation to 5 percent; (iii) reduce the external current account deficit to 9 percent of GDP by
1996, after the increases expected in 1994 and 1995 as a result of foreign-financed imports; and
(iv) maintain international reserves at a level higher than 2.5 months of imports.

26. While ambitious, these targets - or those closely approaching them - appear
feasible provided the Government is able to continue to exercise fiscal and monetary restraint;
to undertake substantial public investment supported by external assistance; and to implement
the broad legislative, structural, and administrative reforms that will be needed to augment
domestic savings, private investment, and growth in the real sectors. Major unknowns in this
equation, and of concern to the Government, relate to the general perceptions of stability held
by potential investors, and to the sensitivity of investment to adverse press coverage. In such a
context, it will be essential for the Government to sustain its stabilization efforts because, not only
is it a critical prerequisite of any successful growth process, it represents for Cambodia an
influential means of softening the impact of negative press reports on other issues. Sustaining
the Government’s resolve in this regard and, in close consultation with IMF, the United Nations
Development Programme (UNDP), and the World Bank, assisting it to strengthen its
macroeconomic management and planning capability, should thus form an important part of the
Bank’s medium-term strategy for the country.

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY

27. The Royal Government outlined its broad development strategy at the meeting of
the International Committee for the Reconstruction of Cambodia (ICORC) in March 1994, with
assistance for its preparation provided by UNDP and the Bank. While the Government
recognized that its strategy document would require refinement and further elaboration over time,
the document as presented was the first to be prepared, and it represented a major advance in

1 Kingdom of Cambodia, National Programme to Rehabilitate and Develop Cambodia, February 1994, p. 28.
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terms of articulating the Government’s development objectives and priorities. It also constituted
an acceptable framework in which to begin to integrate external assistance programs, Moreover,
since its release, a considerable amount of work has been done by the Bank and other funding
agencies to go beyond the thematic nature of its basic text, and to formulate more detailed
sector strategies and clearer project priorities.’ The results of this work are contained in
Implementing the National Programme to Rehabilitate and Develop Cambodia, the Government’s
document presented to the ICORC Meeting in Paris in March 1995, also prepared with
assistance provided by UNDP and the Bank. The strategy for the Bank as presented in later
chapters is consistent with these two documents.

A. Key Development Objectives

28. The overriding objective of the Government is to achieve a fair, just, and peaceful
society and, through accelerating the rate of economic growth, to raise the living standards of
all Cambodians. In striving to achieve sustainable growth with equity and socialjustice as its focal
objective, the Government seeks a high rate of GDP growth that optimizes the utilization of
Cambodia’s domestic resource base in the generation of growth and allows wider and more
equitable access among people and regions to the fruits of that growth.

29. In a sense, this represents the Government’s longer term development vision but,
as noted in the 1994 ICORC document, it also envisages an explicit if ambitious commitment
to:*

(0

(ii)

(iii)

(iv)

(v)

double the 1994 level of GDP in real terms by 2004, and place intensified
emphasis on harnessing the country’s agricultural, industrial, and tourism
potential;

extend health, education, and social services on a nationwide basis within a
decade;

improve rural living standards by promoting rural development as a central feature
of the Government’s development priorities;

ensure that the pattern of development is sustainable socially, politically, fiscally,
and environmentally; and

strengthen domestic self-reliance so as to reduce the dependence on external
financial and technical assistance.

1 Sections A, 6, and C of this Chapter draw heavily on the paper presented by the Government to the ICORC
Meeting in March 1994, entitled National Programme to Rehabilitate and Develop Cambodia, op cit.

2 National Programme to Rehabilitate and Develop Cambodia, op. cit.
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B. Strategic Considerations

30. At the center of the Government’s strategy for achieving these objectives is its
“...absolute commitment to implementing the mechanisms of a market economy, and to the
fundamental change in the role of government which this implies.“’ Thus, the Government
recognizes the need to withdraw from direct production activities and to strengthen its role in
managing the economy; to promote macroeconomic and sectoral policies that facilitate or are
conducive to the efficient development of the private sector; and to provide those social services
and physical infrastructure facilities that support not only economic growth per se but a
perception among the people of moving towards a more equitable society.

31. Thus, the Government sees private investment and initiative as providing the main
engines of growth, as well as for creating jobs, for absorbing displaced and retrenched people,
and for affording the opportunities that will gradually raise living standards, However, it also
recognizes that the private sector - particularly in its present embryonic form - cannot operate
without Government support and partnership. A critical area of indirect support to be provided
by the Government is maintaining macroeconomic stability and a conducive legislative and
regulatory environment, while areas of direct Government support relate to physical infrastructure
investment and human resource development, since, at the present time, the dilapidated state
of the country’s physical and social infrastructure constitutes a major constraint to private
investment and development alike. Moreover, as part of its drive to stimulate private investment,
the Government wishes to promote over the medium-to longer-term the development of three
growth poles, Phnom Penh, Siem Reap, and Sihanoukville; to improve the communication links
among them; and to create a growth corridor between Phnom Penh and Sihanoukville.

32. In accelerating the rate of economic growth, the Government is also mindful of the
need to strike a balance between natural resource exploitation and environmental protection,
because it recognizes that the extensive environmental degradation that has occurred over many
years - and that still occurs - is unsustainable and has to be stopped through the stricter
enforcement of improved environmental management practices.

33. In pursuing the above, therefore, the Government’s broad development strategy
to achieve sustainable growth with e@y and social justice consists of five mutually reinforcing
thrusts:

0) promoting macroeconomic stabilization and stability,

(ii) reforming the administrative and judicial institutions of State,

(iii) ensuring structural adjustment and sectoral  reform,

(iv) providing direct support for sustained development, and

(4 optimizing sustainable natural resource use.

I Ibid.
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34. In implementing these strategic thrusts, particular emphasis will be given to rural
development, because, with 85-90  percent of the population residing in rural areas, rural
development is regarded by the Government as being central to raising living standards
nationally, as well as to fostering a keener sense of social justice and the drive towards national
reconciliation and improved internal security. It should also be remembered that Cambodia’s
rural areas possess a considerable resource base with significant potential, albeit largely
untapped as yet. While the central objective of rural development inevitably translates into priority
being accorded to agricultural, agroprocessing, rural infrastructure, and tourism development,
it also translates into promoting better health, education, and social conditions in the villages,
as well as into moving towards introducing a more integrated and people-oriented approach to
the support for rural development as a whole. The sectoral  strategies that are to support these
basic objectives are spelled out more comprehensively in the 1995 ICORC document.

C. A National Program for the Short Term

35. The Government’s development strategy - especially that of rebuilding an
infrastructure devastated by war and that of creating a human resource and organizational base
capable of supporting a market economy - is a long-term vision. Accordingly, the Government
intends to use the 1994-l 996 period to consolidate the accomplishments of the recent past and
then build upon them to promote longer term development. Annual Plans, which have to be
approved by the National Assembly, are currently part of a somewhat amorphous multiyear
rolling plan, although a five-year indicative development plan is envisaged for 1996-2000,
together with the preparation of a three-year Public Investment Program to provide a more
systematic framework for the Annual Plans.

36. Over the short term, therefore, the Government will continue to focus on those
immediate issues that it regards as being fundamental to unlocking longer term development
potential and to creating a modern economy. In this context, the Government will focus on:

(0 strengthening the base for a market economy,

(ii) increasing the Government’s absorptive capacity, and

(iii) finalizing longer term sectoral  programs and priority projects.

D. Constraints Associated with the National Program

37. While the Government’s longer term vision and strategy for the country are to be
commended, particularly for presenting them after such a relatively short time in office, there are
a number of constraints associated with them, particularly with respect to its shorter-term
program.

38. First, while the Bank applauds both the stress laid on private investment and the
Government’s concern for providing the private sector with support, it has to be recognized that
the required increases in private investment will in part be dependent upon “...general
perceptions of the country’s security situation which . . . is not entirely within the Government’s
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power to determine.“’ Although the international media might on occasion exaggerate inherent
security risks, such risks are nonetheless real and seldom if ever predictable. Whatever the reality
of the situation, the fact remains that international perceptions of Cambodia are such that foreign
private investors and the aid community alike often exhibit more caution in their operational
involvement in Cambodia than they might otherwise choose to do, particularly with respect to
investments outside major urban centers. In the final analysis, therefore, this must remain a risk
to the speedy achievement of the Government’s national development ambitions.

39. Nevertheless, the Government is placing considerable emphasis on achieving
accelerated growth and better dispersion of growth benefits, and thus accords high priority to
creating an otherwise conducive climate for private investment, both domestic and foreign. This
underscores the importance being attached by the Government to the creation of an appropriate
legislative and regulatory environment, to the building of a modern financial sector, to sustainable
rural development, and to reconstruction of the physical infrastructure. To the extent that the
Government can achieve such objectives, and be seen to be doing so, the security situation is
regarded by the Government as being likely to diminish as a risk to yet further investment,
Accordingly, external support to overcome the many nonpolitical barriers to investment is being
actively sought, notwithstanding certain adverse perceptions abroad.

40. Second, and particularly with respect to public investment, there are serious
weaknesses evident in the Government’s absorptive capacity that will serve to limit the amount
of external assistance that can be provided to Cambodia over the medium term, and/or to
determine the appropriate sequencing of TA and lending activities.

41. Cambodia’s weak absorptive capacity is essentially a function of four mutually
reinforcing features: (i) the weak revenue position of the Government, which limits the amount
of both counterpart capital funds and recurrent maintenance resources at its disposal; (ii) the
limited technical capability of the line ministries, even if fiscal resources were available; (iii) the
inappropriate organizational structure of the Government, at least for the purpose of managing
a modern market economy; and (iv) the extent of the overstaffing in its public service, which not
only keeps Government expenditures high and revenue for development purposes strained, but
is socially and politically difficult to resolve in the short term.

42. The Government recognizes these weaknesses, and it devoted a fair proportion
of its 1994 and 1995 ICORC documents to addressing them. In the first place, as noted earlier
(see paras.  21-22),  it points to the recent successes it has had in improving fiscal performance
and control, and outlines its plans for the future. Second, it summarizes its plans to improve the
technical absorptive capacity of its civil service through training, reorganization, and
retrenchment. These plans have generally been well received by the aid community, including
the Bank, although little of the civil service reform program has yet been put into actual practice.

43. However, two major considerations are, first, the time it will take to effect all the
many necessary changes to improve absorptive capacity, whatever policies and plans are
followed; and second, what the aid community might do in the meantime to help the
Government address its developmental problems even in the face of its absorptive capacity
limitations. With this in view, the Government has proposed, purely as short-term expedients that
the aid community provide to the extent that it is able:

1 Ibid.
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0) 100 percent financing of the capital costs of selected high-priority projects;

(ii) a high proportion of program and structural adjustment lending; and

(iii) considerable project preparatory and training assistance, as well as advisory TA
during project implementation.

44. From the Government’s perspective, it is neither likely to be able to accommodate
the financial requirements of its development needs, nor to improve its absorptive capacity,
without such an approach being taken by the aid community at large, at least over the short
term. Thus, without a major upgrading of skills and until such time as its domestic revenue base
becomes more assured, the Government fears that ” . ..there  is a danger that Cambodia’s
reconstruction will be delayed; that its absorptive capacity will be slow to improve; that its
dependence on external assistance will persist; and that benefits from both externally-assisted
and domestically-financed projects will be lower than anticipated at the time of project
appraisal.“’

45. Seeking to improve the Government’s absorptive capacity and the general quality
of governance should thus figure prominently in the Bank’s dialogue with the Government over
the medium term. In their improvement lie not only the unblocking of aid pledges but, perhaps
more importantly from a longer term developmental perspective, the creation of a Government
administration that is capable of managing a modern market economy effectively and of bringing
real benefits to its people. At present, the limited technical capability of Cambodia’s civil service,
and the weak policy and administrative framework in which it operates, act as critical barriers
to the realization of the country’s aspirations (see paras.  62-64).

III.

A. Overview

DEVELOPMENT ASSISTANCE

46. Subsequent to the signing of the Paris Peace Accord in 1991, the external
assistance priorities of the international community were determined and coordinated within the
strict parameters of the Accord. Aid coordination was entrusted to the UNTAC Rehabilitation
Office as a means, first, of helping prospective funding agencies identify priority needs and,
second, of directing aid flows to them.

47. The assistance strategy that was followed - essentially a survival strategy aimed
at the resettlement of refugees and the rehabilitation of priority services - was directed at the
restoration of a sustainable degree of economic and social stability, and the establishment of the
basis for broader, longer term reconstruction. This was translated into action by tackling the
immediate physical rehabilitation needs of the economy on the one hand, and by addressing the
return and reintegration of more than 350,000 refugees and 350,000 internally displaced persons
and demobilized soldiers on the other. To these ends, 32 countries; over 100 nongovernment
organizations (NGOs);  and such international organizations as the Bank, European Union, IMF,
several UN agencies, and the World Bank responded to Cambodia’s needs, both with pledges
of financial and commodity aid and with emergency or rehabilitation projects,

t Ibid.
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48. Since the national elections of May 1993, external assistance has continued to be
a blend of aid for relief, resettlement, rehabilitation, and reconstruction, largely because a
considerable amount of such work remains, and because so much of the rehabilitation work of
the recent past consisted of emergency, even temporary, repairs simply to keep the various parts
of the systems and programs in operation. Moreover, this blend will probably last for at least the
next two years, although there is likely to be a shift towards the greater use of permanent - as
opposed to temporary or emergency - restoration, and move towards reconstruction as
opposed to repair and rehabilitation. There is also likely to be a movement towards addressing
the longer term development needs of returning refugees and displaced persons, in contrast to
catering simply to their physical return and/or resettlement.

49. Nevertheless, addressing the basic - as opposed to developmental - needs of
the rural villages, including those of returning refugees and displaced persons, is likely to
continue for some years, so extensive are the problems at hand, such as land mines and the
number of amputees and deaths; high incidences of poverty, mortality, and morbidity; low skill
levels; and the disproportionately high percentage of women in the rural labor force and the total
population. All these will take time to address properly, and they might logically be expected to
continue to absorb a relatively large amount of donor time and financial resources for the next
few years.

8. Other Aid Activities

50. A total of about $2.3 billion in external assistance was pledged by the international
community to Cambodia for the 1992-1995 period during the last four annual aid meetings.
Estimates of the Government indicate that about $1.4 billion is projected to be disbursed by end
1995. In terms of total disbursements of the various forms of assistance, the ten largest aid
agencies accounted for some 80 percent: Japan, United States, European Union, UN Agencies,
France, World Bank, the Bank, Australia, Sweden and the IMF. Other than disbursements from
the lending operations of the Bank, IMF, and World Bank, most other assistance has been
provided as grants. (See Tables 1 and 2 and a matrix on external assistance by aid agency and
sector provided as Appendix 2).

51. TA has featured prominently in all assistance programs. This is a reflection of the
acute shortage of skills in Cambodia and the country’s limited absorptive capacity for traditional
investment projects. Thus, training programs across a wide spectrum of sectoral and functional
activities, as well as advisory, planning, and project implementation assistance, have been the
norm, although the way in which some of the assistance has been executed has led to muted
criticism from the Government that foreign advisors have often acted in what amounted to a line
function rather than as advisors and/or supervisors of Cambodian personnel. Hence, while
development projects have certainly been implemented and project benefits have been realized,
technology and expertise have not always been transferred. This has cast a degree of doubt on
the longer term sustainability of the overall reform program as well as on the extent to which
improved absorptive capacity is actually being fostered.

52. Most aid agencies have contributed to resettlement programs, largely through their
support of NGOs or various humanitarian organizations; several have contributed to demining
activity via support for the Cambodian Mine Action Centre (CMAC); and some have provided
commodity aid and budget support. While collectively quite large, many of the individual actions
in support of various project activities have been relatively small - largely a reflection of the
emergency nature of Cambodia’s relief and rehabilitation needs.
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53. Sectorally, aid programs have supported diverse activities, partly a reflection of
the extensiveness of the country’s needs, and partly a recognition of the fact that undue
concentration on a narrow range of Government agencies would strain an already-stretched
absorptive capacity. Unless project assistance were operated on what amounts to a turnkey
basis by aid agencies, the overconcentration of assistance programs would result in project
implementation difficulties and inevitable delays in the realization of project benefits and the
transfer of financial resources.

54. In sectoral terms, Japan’s main project assistance has been directed at the
rehabilitation of roads, bridges, and Phnom Penh port; the rehabilitation and upgrading of water
and electricity supply in Phnom Penh; and the improvement of medical equipment in Phnom
Penh. The United States has concentrated on the road subsector but has provided substantial
assistance to NGOs  and private volunteer organizations. France has contributed to road
rehabilitation, water and electricity supply in Phnom Penh, civil aviation, railways, health,
education, and telecommunications. The European Union has supported rural credit,
microenterprises, refugee resettlement, the environment, demining, and a road link to Siem
Reap. Australia has supported several education initiatives, agriculture (and, to a lesser extent,
agricultural extension), NGO activities, health, and bridge construction. Sweden has provided
support to a variety of sectors and activities largely through the provision of support to diverse
international organizations: the United Nations Children’s Fund, Food and Agriculture
Organization, World Food Programme, United Nations High Commission for Refugees, CMAC,
and UNDP Cambodia Resettlement and Reintegration Programme. The United Nations agencies
have concentrated their assistance according to their own institutional mandates, with UNDP
operating across virtually all sectors (see para. 55).

55. UNDP has played an important and wide-ranging role since the reestablishment
of its office in Cambodia in 1990. It has provided assistance to resettlement and reintegration,
the rehabilitation of essential infrastructure, sectoral surveys (including those in cooperation with
the Bank and bilateral agencies), the formulation of policies, administrative reform, advisory
services, and training. It has also been central to aid coordination, including the provision of
technical inputs for the consolidated appeal by the UN Secretary-General for the immediate
rehabilitation needs of Cambodia, secretariat services to ICORC meetings, and support to the
Special Representative of the UN Secretary-General for Cambodia and to UNTAC. The World
Bank started its activities in Cambodia after the formation of the new Royal Government. Its first
IDA credit for Cambodia was approved in 1994 for $63 million for emergency rehabilitation, much
of it is being disbursed as budget support operation. This was followed by a technical assistance
credit for $17 million. More recently in 1995, the World Bank has approved a second loan for an
economic recovery credit and loan for a project in the power sector. The Bank has maintained
close coordination with the World Bank through periodic consultations between the country
operation and sector missions visiting Cambodia, as well as with the UNDP resident office in
Phnom Penh.

C. Past Bank Operations

56. While Cambodia became a founder member of the Bank in 1966, it had received
only five loans by the end of 1995: the first for $1.67 million for the Phnom Penh High Voltage
Transmission Project, which was approved in 1970; the second -after a hiatus of over 20 years
- for the Special Rehabilitation Assistance Loan ($67.7 million) in late 1992 to cover four
sectors: agriculture, education, energy, and transport; the third - Power Rehabilitation Project
($28.2 million); the fourth - Basic Skills Project covering education and health sectors ($20.0
million); and fifth - Rural Infrastructure Improvement Project ($25.1 million).



15

57. Given the exceptional circumstances surrounding the first loan,’ there are no
lessons that can realistically be said to have been learned from it, and, with no formal previous
operational strategy, there are no lessons to be learned from that either. However, with regard
to the second loan, implementation is proceeding satisfactorily if a little slowly, with delays
resulting from the slowness in preparing tender documents, etc. and from a general lack of
familiarity with Bank procedures among counterpart staff. The pace of project implementation
activities in each of the sectors being addressed by the loan is being assisted and monitored by
a Project Monitoring and Coordination Unit, set up under accompanying TA. The implementation
of the other approved loans to-date has either just commenced or is yet to begin.

58. The Bank’s TA activities have been similarly concentrated in the period since 1992
on strengthening institutions and providing sectoral assessments to underpin anticipated loan
operational activities. The implementation of these projects has generally proceeded well.

59. However, while Bank operations in Cambodia have thus far been limited, Bank
operations in other DMCs would suggest at least two major lessons that might be relevant to the
future strategy of the Bank in Cambodia.

60. The first of these relates to the generally disappointing performance of those
projects which have been implemented within an inappropriate policy or institutional framework.
In Cambodia, there is ample evidence to suggest that the Government wishes to introduce a
policy environment reflective of the requirements of a market economy, and that conducive
policies are being introduced. However, there is also evidence that suggests that the
Government does not possess adequate policy-formulation capability and needs external
assistance to formulate and implement the further changes that are required.

61. Accordingly, this suggests that a significant amount of policy-based advisory TA
must either precede or accompany Bank loans to Cambodia, and that this should constitute an
integral part of the Bank’s strategy for the country. Moreover, this would seem even more
compelling for Cambodia than for many other DMCs because, in Cambodia, most policies and
procedures are in the process of radical change.

62. The second of such lessons relates to Cambodia’s weak absorptive capacity. As
noted earlier (para.  41),  Cambodian weaknesses stem from an amalgam of financial constraints
and technical or administrative limitations. It would seem appropriate to ensure that each of these
is addressed either in sequence or in parallel, irrespective of sector. To assist in overcoming the
Government’s fiscal limitations, and at least until the Government has had sufficient time to effect
its fiscal reform thoroughly, the Bank might respond by

(i) minimizing, during the early years of the strategy period, those projects that
involve large recurrent costs from the budget;

(ii) seeking cofinancing partners that would provide grant funds and/or be willing to
finance recurrent

Notably, the civil war and the political isolation that characterized the period of intended implementation.

costs;



(iii) funding a proportion
limited period; and

of selected recurrent costs for high priority projects for a

(iv) phasing the Bank’s project contribution to absorb a higher than average
proportion of project capital costs in the early years of implementation and a
lower than average proportion during the later years, when local currency
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constraints should have eased.

63. Additionally, the Bank should consider the possibility, where appropriate, of using
lending modalities that do not require the provision of counterpart funds from the budget, such
as program loans, the extension of credit lines, assisting off-budget entities, and private sector
support. In each case, such assistance should be associated with policy dialogue and support
for policy formulation, which, in turn, would assist the Government in its explicitly stated quest
for a policy environment that is conducive to strengthening its nascent market economy.

64. However, even if weaknesses in the country’s financial absorptive capacity are
successfully addressed, the Government will still face the limitations imposed by an acute
shortage of skills among the technical staff of its line ministries, an issue that cuts across all
sectors. Accordingly, as noted earlier (see para.  61),  the Bank should provide substantial TA
both for training and institution and capacity building on the one hand, and for advisory services
during project preparation and project execution on the other.’

D. Aid Coordination

65. The large number of external funding agencies in Cambodia and the diversity of
their assistance programs place a high premium on effective aid coordination. Thus far, however,
this has been weak. With the establishment of the Royal Government and the withdrawal of
UNTAC, UNDP began to assume UNTAC’s  coordination role, but most coordination has in
practice been undertaken through meetings among aid representatives in Cambodia and under
the aegis of ICORC meetings in Paris or Tokyo. Given the realities of Cambodia, this is
unsatisfactory. It has led to instances of duplication, overlapping and competition among funding
efforts. This is particularly true of those TA activities that involve several external agencies
assisting a particular government agency and where, in practice, it is sometimes difficult to
determine where one assistance effort begins and another ends. A lesson for the Bank here is
that great care should be exercised in assessing institutional needs and, where other agencies
are also involved, in delineating their respective roles and responsibilities, and in preparing
precise terms of reference for new projects.

66. Moreover, these various difficulties and weaknesses in coordination have thus far
been compounded by the deficiencies of the Government’s own institutional framework. Several
ministries have been responsible for different aspects or sectors of external assistance, but
communication among them has often been poor, and their decisions have not always been
consistent. Recognizing these difficulties, as well as the merits of better aid coordination, the
Government created in late 1993 the Council for the Development of Cambodia (CDC), chaired

1 In developing the capacity building program in Cambodia, the Bank will be guided by the initial  Staff
Guidelines on the Bank’s  Capacity Building Services to DMCs,  dated 19 April 1995.

____--_I. ___._._.
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by the First Prime Minister, with the Senior Minister in-charge of Rehabilitation and Development
as Deputy Chairman. In-country coordination activities are now being supported by UNDP
technical assistance, and will be further strengthened by Bank assistance for economic planning
and investment programming and by World Bank assistance for investment budgeting.

67. Subordinate to CDC are two national boards: the Cambodian Reconstruction and
Development Board (CRDB), a “one-stop service” for public investment, and the Cambodian
Investment Board (CIB), a “one-stop service” agency for private investment. CDC’s Secretariat
provides the focal point for coordinating and managing external assistance, especially TA
activities. CDC also coordinates with the Ministry of Planning and the Ministry of Economy and
Finance on activities relating to public investment planning and budgeting. However, while a new
and more sophisticated institutional framework has been established for both public and private
investment activity as well as for aid coordination, each of CDC’s supervising arms needs
considerable technical strengthening, both in terms of staff numbers and their technical
capabilities. These have begun to be addressed in the case of the CDC Secretariat and CRDB
by UNDP and Japan International Cooperation Agency (JICA); and in the case of CIB, by
Singapore, but much still remains to be done. In this context, it should be recognized, however,
that Cambodia’s aid coordination mechanisms are still in a transitional stage and many donors
are still in the process of defining their respective roles. As the Government’s capacity to plan,
manage and coordinate the external assistance improves over time, the roles of aid agencies will
be further clarified with the Government being able to better assess and define each agency’s
functions and responsibilities.

68. In the case of capital projects, aid coordination has been more effective than in
the case of TA. Moreover, following its early involvement in the agriculture, education, energy,
and transport sectors under the Special Rehabilitation Assistance Loan, and its TA for studies
of all these sectors other than energy, the Bank has played a major role in these sectors. In
particular, the Bank has organized, in association with the UNDP Office in Phnom Penh, aid
coordination/policy review meetings for energy (October 1994),  agriculture (November 1994),
education (December 1994),  and transport (May 1995). These have helped to delineate each
agency’s role and to establish the project priorities of each. They have also helped the
Government’s strategies for these sectors, as detailed in the 1995 ICORC document. The Bank
expects to continue organizing in-country sector coordination meetings on a periodic basis.

69. The Bank is considered by the Government to be one of its most important
development partners. The Government appreciates the Bank’s efforts in in-country sector
coordination and in helping the Government to articulate its development strategy by providing
assistance for the preparation of the two ICORC documents (see para. 27). More recently, at the
Government’s request, the Bank has initiated work on the preparation of the Government’s Five-
Year Socio-Economic Development Plan (1996-2000)  and the rolling Public Investment Program.
It is indeed in this context that the Government expects the Bank to continue to maintain a
prominent role in aid planning and coordination and has requested the Bank to assist in the
preparation and conduct of future annual aid coordination meetings, such as the ICORC and its
successor, the Consultative Group type of arrangement. Discussions with the Government on
the Bank’s contribution to future aid meetings will be carried out as part of the periodic country
consultation/programming missions. A suitable role for the Bank in this regard is being defined
in consultation with the Government and major funding agencies as the World Bank and the
UNDP.
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70. For the Bank, however, aid coordination assumes an added dimension to that of
coordination per se, namely cofinancing, particularly that of mobilizing grant funds to
complement the Bank’s loan financing so as to respond usefully to Cambodia’s limited fisca!
resources and debt-servicing capacity. In this context, the Bank has already initiated discussions
with various multilateral and bilateral sources to identify possibilities for cofinancing or parallel
financing, especially in agriculture, education, energy, environment, transport, and water supply
and sanitation. However, with some interest now being expressed by foreign private sector
investors, cofinancing possibilities with the private sector should also be explored as part of the
Bank’s operational strategy. Realistically, however, concrete results are likely to be rnnoesi
Nevertheless, to prepare for any possibilities that might emerge, the Bank has recently formairzed
the Private Sector Framework Agreement with the Government.

IV. THE BASIC STRATEGIC OBJECTIVE

A. The Focus

71. After more than two decades of civil war, political division, and economic,
mismanagement, poverty is widespread in Cambodia. The eradication of poverty implies not only
an increase in incomes but also a reduction in the extent of social deprivation as wel! as
improvement in the nutritional, physical, and educational well-being of the population. Poverty
thus has a social as well as an economic dimension. Sustaining an attack on poverty reouireC-
interventions that directly facilitate capacity building and promote GDP growth on the on? hat:!  :.
and those that target the more disadvantaged groups that could otherwise be bypassed by it oi?
the other hand. This approach blends well with the Government’s desire to secure s~stain&ie
growth with equity and social justice.

B. The Priorities

72. Thus, while GDP growth is a necessary condition for a reduction in poverty, it is
neither a sufficient condition to ensure rising living standards or declining deprivation across ?hc
population at large; nor is GDP growth necessarily compatible with environmental sustainability.
For the Bank, therefore, mounting an attack on poverty in Cambodia would be best served by

(9

(ii)

(iii)

(iv)

capacity building by strengthening sector institutions in the areas of project
planning, implementation, and management; and developing the capabilities for
formulating economic policies;

supporting GDP growth through fostering the transition to a market economy,
assisting output expansion in the real sectors, mobilizing domestic savings,
focusing on the quality of human resources, and improving physical infrastructure;

improving the access of the poor to the employment opportunities generated by
the growth process and contributing to better health, education, training,
population planning, enhanced role of women, and provision of basic social and
physical services; and

improving and protecting the environment through addressing the physic4
consequences of poverty as well as natural resource management per se.
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C. The Challenge

73. In addition to blending well with the Government’s longer term development
objectives, such a strategy also reflects the particular concerns of the Bank’s own Medium-term
Strategic Framework. Nevertheless, however appropriate such a strategy might seem on paper,
its success will ultimately depend on the quality of project assistance, especially on the accuracy
of project targeting; the appropriateness of project design; and the effectiveness of project
execution. In Cambodia’s case, given the nature of its absorptive capacity and its security
situation, the Bank’s project interventions should be centered on what is feasible and practical
in the medium term. In programming terms, this will require a degree of flexibility to be exercised
in the timing of specific interventions as well as imagination and creativity in the design of
projects. The latter will be particularly important when attempting to ensure that appropriate TA
is provided for building the capacity of sector institutions to undertake project implementation,
and that public investment programs (including Bank projects) include a bias in favor of the poor
(and, where feasible, the returned refugees and displaced persons), or a component that
addresses cross-cutting concerns.

V. ADDRESSING THE PRIORITIES

74. A number of options are available to support the medium-term priorities identified
above, although it should be stressed at the outset that, given the present limitations associated
with the absorptive capacity of Government departments and the number of potential aid groups
involved, the Bank should not attempt to overconcentrate its resources on a relatively small
number of sectors over the medium term. The strategy should, nevertheless, be focused and
explicitly recognize the presence of other assistance, and realistically tailor Bank assistance
taking into account the activities of other aid agencies in order to facilitate a shared approach
to Cambodia’s development. The various options available to the Bank for translating its strategic
priorities into an operational program may be grouped into three:

0) building the capacity for strengthening the base for a market
economy;

(ii) developing human resources, including the position of women; and

(iii) accommodating environmental concerns,

75. Where possible, pursuing these options should also take into account the several
opportunities that exist for exploiting subregional cooperation in the Mekong basin.’ Among
others, the options identified thus far for subregional cooperation include the transport link
between Cambodia and neighboring Thailand and Viet Nam, namely the Bangkok-Phnom Penh

1 This has been assisted by three regional TAs: TA No. 5487: Studies on Subregional Cooperation Among the
Countries in Indochina, Myanmar, the People‘s Republic of China, and Thailand (Phase I) for $270,000,
approved on 9 March 1992; TA No. 5526: AD/PA:  13th Biennial Meeting andAPDC:  Conference for the Future
of Asia-Pacific Economies - Emergence of Indochina State as Market Economies, for $30,000, approved on
15 March 1993; and TA No 5535: Promoting Subregional Cooperation Among Cambodia, the People’s
Republic of China, Lao PDR,  Myanmar, Thailand and Viet Nam for $4.0 million, approved on 1 June 1993.
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and Ho Chi Minh City Road. As noted earlier, there is complementarity in this region as a result
of differences in natural resource base, market size, and stage of economic development, which
provides the opportunity for the Bank to promote economic cooperation among the countries
of the Greater Mekong Subregion over the medium term, particularly in fields of energy, tourism,
transport, and the environment.

A. Strengthening the Base for a Market Economy

76. The Government places considerable emphasis on creating a market economy
and on encouraging the private sector. In the Government’s view, without a thriving market
economy, the rate of growth in real GDP is likely to remain slow, resource use inefficient, and
fiscal revenue growth insufficient to finance the required physical infrastructure facilities or the
wider and more equitable access to social services that is sought. Moreover, without a healthy
private sector’ and a strong public administration system to provide support for its activities,
there is unlikely to be a sufficient number of productive jobs created to absorb the unemployed
and underemployed, as well as those who will be retrenched from the civil service and
demobilized from the military. There is also unlikely to be the creation of a more positive climate
for domestic saving, a strengthening in the country’s internationally competitive position, the
exploitation of regional complementarity, or much evidence of growing confidence in the riel.

1. Support for Capacity Building and Policy and Institutional Reform

77. Four broad areas of policy and institutional reform should be targeted by TA
and/or program lending activities, as appropriate:

(0 strengthening the capacity for macroeconomic management - particularly in the
area of training for banking, statistics and planning reform’ - with UNDP, IMF
and the World Bank;

(ii) establishing a transparent legislative framework, a new
guidelines for small business development, and a wider
network - all to foster growing private investment;

commercial code,
provincial banking

(iii) addressing the policy framework of the agriculture and the social and physical
infrastructure sectors in order to support traditional project interventions in them;
and

(iv) developing the technical and administrative capacities of those ministries and
departments responsible for implementing the Bank’s project loans, and for
dealing with the Bank’s cross-cutting issues.

1 It should also be recognized that there exists a relatively flourishing private sector, most of which operates
through “informal” private sector activities.

2
Strengthening Macroeconomic Management is an ongoing initiative under TA No. 1694-CAM,  cofinanced with
UNDP and executed in collaboration with IMF. It has been used to strengthen the statistical and planning
capabilities of the Ministry of Planning, and for training in monetary and fiscal disciplines in the Ministry of
Economy and Finance and the National Bank of Cambodia.
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78. It is difficult to be specific in advance about the precise aspects that should be
the targets of Bank TA, primarily because of the large number of current and potential funding
agencies that are, or might become, involved in the policy and institutional areas,’ and also
because of the difficulty of predicting their project preferences. However, while there are a large
number of policy and institutional requirements to justify a relatively large number of individual
aid initiatives, it is vital that such interventions by the Bank are focused and carefully coordinated
(see paras.  65-70).

79. Importantly, while priority is given to addressing urgent sectoral needs, mainly
through the heavy use of foreign consultants, it is critical that these efforts be complemented by
parallel efforts toward capacity building and institutional strengthening with commensurate
actions aimed at increasing the involvement of Cambodians. Therefore, project design and
implementation arrangements should make adequate provision for on-the-job training and other
means, such as the conduct of workshops and seminars, to meet this objective. In addition to
human resource development efforts, one of the main tasks of the central and line ministries over
the medium term will be to take a much more active part in the design, preparation,
management and monitoring of the reconstruction and development program of the Government.

80. Furthermore, experience suggests that, to be successful, productive and social
infrastructure projects must be planned and carried out with the active participation of the local
people. In Cambodia, this has already given rise to various forms of local initiatives. As these
programs expand, increasing emphasis needs to be given to assuring that investments are
planned with community participation and that they are sustainable over the longer term. In
addition, to implement the development program, it is necessary to continue to depend to a
large degree on the mix of public/private, local/foreign, and national/local project agencies that
have been assisting Cambodia in recent years. The implementation capacity developed by these
agencies, albeit still limited, should be further developed and reinforced within the framework of
gradual expansion of productive and social infrastructure programs on a country-wide basis.

81. Beyond supporting such institutional and legislative initiatives, opportunities for
direct Bank investment in the private sector are likely to remain modest over the medium term.
At present, the domestic private sector, while gathering momentum, is limited to small-scale
trading activities, services, formal and informal financial intermediation, restaurants and hotels,
food processing, handicrafts, gold and silverware, ceramics, wood products, construction, and
transport; while foreign initiatives are evident in banking, soft drink bottling, brewing,
telecommunications and mobile telephones, insurance, hotels and tourism, and trading, often
as joint ventures with local interests. There is no chamber of commerce and no business
associations,* and access to institutionalized credit for working capital or investment is limited.
Although foreign and local investment interest - including equity funds - appears to be
growing, Bank support for creating a proper climate for commercial activity would seem more
important at the present stage of Cambodia’s development than expending resources on seeking
opportunities for direct private sector investment.

1 UNDP and IMF have recently approved a large TA project in the areas of fiscal and monetary management
that may help determine a narrower focus for the Dank in these areas. In the interim, the Bank’s activities
in macroeconomic areas are focussed  on aspects relating to economic planning, statistical system
development, and training in banking.

2
Chambers of commerce and trade associations are expected to be established in 19951996.
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Sectoral Options for Technical Assistance

a. Agriculture and Rural Development

and Project Interventions

82. With agriculture contributing almost half of real GDP, and 85-90 percent of the
population being directly or indirectly dependent on agriculture for employment and income,
there is no realistic alternative to the agriculture sector as the main provider of employment and
income for Cambodia’s rapidly growing population, at least over the medium term and probably
beyond, Rural development is also the Government’s main priority, as a means both of tapping
the natural resource potential, and of achieving and maintaining broader-based political stability.

83. Tapping the rural resource endowment, however, will not be easy. While crop
yields are generally extremely low and have significant potential for improvement, raising them
faces a wide array of mutually reinforcing constraints, namely:

0) shortages of key inputs (water control, fertilizer, improved seed, credit, and
transport);

(ii) inaccessibility, very poor rural infrastructure including roads and communications,
and a limited domestic market;

(iii)

(iv)

insecurity, banditry, and land mines in several areas;

limited technical capacity in Government departments, with poor data bases,
ineffective research facilities, and virtually no extension service;

(v) a skills base among the rural population limited largely to traditional subsistence
practices, and with low literacy and numeracy levels.

84. Among these, the main constraints to the more efficient use of Cambodia’s
agricultural land are the lack of control over water resources and the limited economic incentives
to employ yield-increasing technology on soils of low natural fertility. Rainfall is concentrated
during the wet season, often disrupted by a 2-3 week dry spell and, for large areas, inundations
by floodwaters from the Mekong River and its tributaries, rendering production risky or
impossible. Irrigation during the pronounced dry season is limited to water retention when the
floodwaters recede, and to shallow reservoirs with limited command areas.’ Producer responses
under such difficult and uncertain natural conditions are aimed primarily at risk aversion rather
than at output maximization, with labor peaks encountered during the growing season and
prolonged periods of underemployment or unemployment during the dry season.

85. Income from two other natural resources typically supplement that obtained from
traditional crop farming: fisheries and forestry. However, inland fisheries have reached their
sustainable limits and provide income and employment mainly in the period before the
floodwaters recede. Cambodia’s extensive forested areas are sparsely inhabited and difficult to

1 The largest natural reservoir, the Tonle Sap, has not been developed for irrigation purposes because of its
possible impact on the Mekong delta, unknown environmental consequences, and financial limitations.
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reach, thus essentially limiting smallholder activity to the fringes of the farmed plains. While these
areas provide additional employment and income during the dry season, they have been
progressively degraded for want of sustainable management. Larger scale logging operations,
often by unlicensed operators and the Khmer Rouge, severely aggravate such degradation.

86. Sociopolitical factors exacerbate these natural difficulties. In many areas, these
factors possibly constitute the most intractable and immediate impediments to increased
agricultural output and improved rural welfare. Continuing armed conflict in some areas, as well
as banditry and land mines in many others, effectively suppress rural incentives to generate
wealth, Limited domestic demand and only scattered marketable surpluses are insufficient to
support an effective commercial infrastructure in such areas, which thus tends to be monopolistic
in nature and to have a depressing effect on farmgate prices. Moreover, low educational
attainment limits ready access to information, undermines any farmer appreciation of the value
of technical advance, and feeds a now-customary reluctance to participate in organized group
effort.

87. Collectively, therefore, these factors tend to be reflected in a continuing inward-
looking perspective, and in a concern for food self-sufficiency rather than for technological
progress and export promotion. Limited demand in excess of local or subsistence requirements
in these areas thus restricts investment in yield-increasing technology, and renders major
investment in irrigation, drainage, and flood control economically unviable. To complete the
circle, the mandates of the Government departments concerned remain ill-defined and
overlapping. In practical terms, it would be difficult for the Bank to make a major impact on these
particular areas over the medium term.

80. However, not all villages or areas are characterized by such generalizations. There
are villages situated in reasonably secure locations, that face no land mine dangers and that
have strong local leadership; and there are farmers who have developed sufficient literacy and
numeracy skills, experimented with yield-increasing inputs, and diversified their farming systems.
In the absence of a functioning public sector support service, it is this segment of households
that will most readily avail of enhanced opportunities offered by the provision of improved road
access, credit, and information, for it is this group whose better educational attainment sets them
apart from their neighbors.

89. Thus, further progress will depend essentially on improving the educational status
of an increasing proportion of village populations, both adults and children. In this context, it is
important not to leave such an initiative solely to the Government but to make use of local skills,
such as the various literacy/numeracy  programs organized around local temples’ and, where
possible, selected NGOS.~  Initially, extension should seek to capitalize on the local diversity of
skills and experience in farmer-teach-farmer programs, which, as basic education spreads, will

1
In particular, those programs directed at adult literacy and at providing incentives for school attendance
during primary school, especially for girls,

2 Local NGOs  are still weak, and their capacity needs to be substantially strengthened. However, in the interim,
selected foreign NGOs  or local/foreign NGOs  together could be chosen to assist in implementing various
programs.
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support the gradual evolution of village and district administrations, the collection of taxes, the
introduction of local budgeting, and the implementation of communal projects. In parallel, an
administrative and supervisory capability has to be developed to coordinate developments at the
village level and to integrate them into the district, provincial, and national administrations; and
a national capability has to be created to provide informed guidance on the direction of
agricultural development efforts.

90. For Bank assistance to be successful in such circumstances, priority should be
accorded to those areas that are secure, have acceptable incidences of literacy and numeracy,
and are relatively well integrated into the market; and to interventions that are simple in terms
of scope, produce a high level of direct benefits to targeted beneficiaries, and are relatively less
reliant on the need for public administrative support or group effort. With these criteria in mind,
the Bank’s sectoral strategy over the medium term should focus on the following:

(i)

(ii)

(iii)

(iv)

(v)

(vi)

91.

capacity building of sector institutions and support for sectoral
policy,

improved water resources management,

enhanced rural infrastructure for improving access to markets and services,

availability of rural credit through the establishment of rural
financial institutions,

forest protection, and

small livestock raising.

b. Energy

Meeting Cambodia’s power needs, particularly those of Phnom Penh, has been
regarded by the Government as the country’s most important immediate priority, mainly as a
means of encouraging private investment. Accordingly, it should figure prominently in the Bank’s
operations over the medium term, largely as general support for the private sector and for
development generally, although the precise nature of Bank support will be partly determined
by the activities of other aid agencies and the private sector. Currently, however, power demand
in Phnom Penh is 65-70 megawatts (MW) but, despite an installed generating capacity of a
notional 60 MW, only some 30 MW is available.’ This constitutes a significant shortfall. It acts
as a binding constraint on development. Moreover, power demand is projected to grow by some
10 percent per year, reaching 80 MW by the end of 1995 and up to 125 MW by 2000.*

1 This supply shortfall is the combined result of ageing plant, obsolete technology, inadequate maintenance
and repair, and shortages of fuel and spare parts. Some of it is made up by the widespread use of individual
diesel-powered generators, which are noisy, unsightly, polluting, and expensive both to purchase and to
operate.

2 These projections contain an unknown degree of error. They are based on assumptions concerning the new
demand for electricity resulting from the Government’s industrial promotion policies, and on those concerning
the pace at which city power replaces that produced by individual generators,
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92. If Cambodia is to sustain annual real GDP growth rates of 7-8 percent, as is
presently targeted, augmenting the power supply is essential, not only in Phnom Penh but also
in Sihanoukville, Battambang, Siem Reap, and other provincial towns. However, this will not only
entail raising considerable investment funds for generation, transmission, and distribution; it will
require substantial improvement in the institutional and implementation capabilities of the power
agencies concerned. Thus far, multilateral and bilateral assistance to Cambodia’s power sector
has been directed mainly at the emergency rehabilitation of urgently required facilities. Bank
assistance has sought to strike a balance between providing for emergency needs on the one
hand and for the consolidation of a longer term energy development framework on the other. i
Collectively, assistance from France, Ireland, Japan (JICA), World Bank, and the Bank has begun
to provide for, or has been agreed to provide for, some 40 MW of generation capacity (and
associated transmission) for Phnom Penh and selected provincial centers. Private sector interests
are involved in a further 35 MW. If all this eventuates, it will essentially cater to Phnom Penh’s
needs by the year 2000, although some of it may not be realized until that time.

93. To date, Bank operations in the energy sector has concentrated on five elements:
(i) rehabilitating and upgrading the energy infrastructure; (ii) strengthening the institutional
capacity of the sector so as to improve sector efficiency; (iii) formulating and implementing policy
reforms, and evaluating energy proposals; (iv) assisting with the development of a legal and
regulatory framework for the sector; and (v) improving the management and technical capacities
of the sector. Aside from investment resources under the Special Rehabilitation Assistance Loan
(see para.  56), this has also involved policy dialogue in legal and institutional areas; financial,
budgeting, and management systems; subcontracting for billing and collection; operating
efficiency; and human resource development.

94. Subject to a degree of refinement following the Energy Sector Donor Coordination
Meeting organized with the assistance of the Bank in October 1994, this strategy would also
seem appropriate for the medium term, particularly considering the importance attached to
continuing institutional, management, and policy reform. With respect to medium-term lending
operations, the Bank should now consider the needs of provincial towns (provided those projects
in the pipeline for Phnom Penh come to fruition), as well as preparing the basis for a longer term
movement towards developing the country’s hydropower potential (in which Austria and Sweden
have shown initial interest), and selected subregional projects in association with interconnection
with neighboring countries to explore possibilities for potential export of hydropower.

95. Various drilling programs indicate that the country may possess hydrocarbon
resources in commercial quantities, particularly offshore oil, although gas reserves also exist,
There is considerable private sector interest in developing the oil/gas sector, mainly from France,
Japan, Singapore, and United Kingdom. Although the subsector remains largely unregulated,
which is an area for Bank TA’, it is suggested that the Bank not commit loan funds in support
of this subsector, instead concentrating its loan resources on the development of the power
sector.

1
TA No. 26636-CAM:  Strengthening the Institutional and Legal Framework for the Energy and Minerals Sector,
for $595,000, approved on 14 December 1994, financed by the Bank  ($145,000) and the Government of
Sweden ($450,000 equivalent).
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C. Transport and Communications

96. Cambodia’s transport sector has also been seriously affected by war and neglect.
The needs are vast, and prioritization is called for and is being facilitated by a study of the non-
aviation transport sector.’ The study assisted in the prioritization of a rehabilitation and
reconstruction program for transport infrastructure and in focusing Bank operations in the sector.
Following the specific project initiatives to be taken by the Bank over the medium term, which
were determined after the finalization and adoption of this study (and subsequent to the
Transport Sector Donor Coordination Meeting in May 1995), the Bank’s broad strategy for the
sector is clear.

97. The Government regards the development of the country’s transport sector as
being the main means of linking the three developing growth poles of Phnom Penh, Siem Reap,
and Sihanoukville; promoting tourism; developing a commercial corridor between Phnom Penh
and Sihanoukville; underpinning faster agricultural development; fostering closer links with
neighboring countries; and reintegrating the Cambodian economy into the wider regional and
global economies.

98. Road transport is the main mode in Cambodia. Its dominance will increase as the
economy develops. The Government’s principal objective in the subsector is to restore as much
of the primary highway network as is economically viable, and to develop the institutions
required to improve and maintain the network. Moreover, given the importance of secondary and
tertiary roads to the development of agriculture and the rural areas more generally, the Bank
should also address this subsector. However, care should be taken to link secondary and tertiary
road development with primary highway improvement so as to capitalize on the important
potential linkages within the road and transport system hierarchy. Investment in the secondary
or tertiary networks may be considered upon examination of the above conditions so as to
ensure that links with reasonably trafficable primary roads exist. In achieving the objectives of
this strategy, Bank assistance should:

0) restore highway pavements to all-weather standard through the application of low-
cost gravel and bituminous treatments;

(ii) restore drainage structures (the absence of which is the most critical impediment
to traffic movement);

(iii) build the capacity of domestic private sector contractors and suppliers so that
they can undertake work of this nature, through enhanced supervision inputs and
other means; and

(iv) build the capacity of sector institutions that will manage such projects as well as
the network generally.

TA No. 1866-CAM:  Transport Rehabilitation Study, for $1,319,400,  approved on 31 March 1993, financed by
Sweden and UNDP.
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99. Since the main port at Phnom Penh would be capable of much greater traffic
throughput if working hours and other institutional constraints were addressed, there is unlikely
to be a requirement for significant Bank financing in its infrastructure over the medium term. On
the other hand, Sihanoukville Port does require investment, although this may be provided by
bilateral sources, while inland water transport is undeveloped and appears to have considerable
potential as a traffic mode, at least along the main river and lake systems. Further discussions
with funding agencies and interested private sector parties in the wake of the study referred to
above (see para. 96),  should narrow the focus of respective aid initiatives. With respect to the
railways subsector, its share of transport demand is low and declining. There appears to be little
reason for significant investment. Any Bank involvement in the subsector should be limited to
supporting the restoration of the basic infrastructure - bridges and trackbed  - to ensure that
it operates with reasonable levels of safety and efficiency for passengers and freight. In the case
of the telecommunications subsector, bilateral involvement and growing private sector interest
limit the scope for Bank involvement.

100. With these considerations in mind, the overall strategy for the transport and
communication sector should be to provide basic infrastructure to as much of the population as
possible, within the constraints of security considerations and the limited availability of financing.
The main objective is to provide access to economic and social facilities to presently isolated
communities, and to assist the Government in its efforts to unify the country. Emphasis over the
medium term should be placed on providing the maximum quantity of basic infrastructure but
at a quality that is appropriate to Cambodian circumstances. In practical terms, this will mean
undertaking low-unit-cost rehabilitation rather than high-unit-cost new work, unless traffic levels
in particular areas are such that new construction is the more cost-effective solution. In parallel
with this focus on the basic infrastructure, the Bank should also focus on developing the
institutions - public and, in particular, private - that must manage, undertake, and provide
services and materials for the rehabilitation effort.

101. Within these broad parameters, the Bank’s major emphasis should be on the road
subsector. Assistance should be directed at the restoration of as much of the primary network
as possible, to as low a standard as makes economic and technical sense. There should be little
emphasis on major and concentrated new road or road improvement projects until the basic
network is in reasonable condition. However, in addition, there is a need to provide safe,
economic travel to the main city centers of the country which are important international business
and tourist destinations. Thus, since air transportation is a key component in the development
of the country’s economy and is closely linked to the tourism industry, the Bank’s priority with
regard to civil aviation should be to provide safe and reliable air transport by improving existing
facilities to safe operating levels in compliance with international civil aviation standards.

d. Water Supply, Sanitation, and Urban Development

102. Of the country’s towns, only Phnom Penh and Sihanoukville had moderately
reliable water supply services prior to 1975, but these were stopped completely during 1975-
1979 and have never been brought back to full capacity. Only about 20 percent of the urban
population has some access to piped water supply and, in rural areas, only about 12 percent.
Sewerage systems exist only in Phnom Penh and Sihanoukville, where limited services are
available through systems that combine rainwater drainage and domestic sewage. Despite the
major health risks associated with this situation, acute financial difficulties and a shortage of
technically skilled personnel limit the improvements that can be introduced by the Government
unassisted. France, Japan and the World Bank have provided limited assistance to the urban
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water supply in Phnom Penh and Sihanoukville. UN agencies and selected NGOs  have assisted
rural water supplies, while a Bank TA’ has identified prima facie viable interventions for the
medium term.

103. About 13-l 5 percent of Cambodia’s population permanently reside in towns, with
Phnom Penh (some 800,000),  Battambang (lOO,OOO),  and Sihanoukville (75,000) being the
largest. Phnom Penh’s problems merit separate discussion given the size of its population, the
primacy of its urban position, and the number of people who could be reached relatively quickly.
However, all towns have grown since 1979, and Phnom Penh’s growth in recent years has been
striking. Thus, with relatively few financial resources available, there has been considerable
growth in the pressures on urban infrastructure and services, especially on water supply, power
services, roads, industrial land, housing, and solid waste disposal. This has led to uncontrolled
development, to an absence of zoning regulations, and to serious degradation of the urban
environment, with a marked increase in health risks and a deterioration in social conditions.

104. Priority for water supply, sanitation, and urban renewal should be accorded to
Phnom Penh and provincial cities,*  followed by the secondary towns and, since UN agencies
and various NGOs are involved in the rural areas, only then the water supply and sanitation
needs of these areas, possibly as components of rural development projects. However, an
important part of Bank assistance should be devoted to institutional strengthening, policy reform,
and the financial management of the agencies concerned.

B. Developing Human Resources3

105. Social conditions in Cambodia are essentially a function of acute poverty, high
incidences of mortality and morbidity, an undeveloped and often irrelevant educational system,
and war. While some notable improvements have occurred over the past decade, especially in
health facilities, Cambodia’s social indicators are among the worst in Asia. Clearly, any strategy
for reducing poverty in Cambodia must be built upon a sustained and systematic effort to
educate, train, and mobilize the country’s human resources. Cambodia thus needs human
resource development (HRD) in its broad sense - health, education, and skills training - and,
in addition to humanitarian connotations, it must be seen in the context of wider economic
considerations. Moreover, the priority accorded to HRD has the endorsement of ICORC, while
the Government sees in its people “the country’s most important asset.”

106. Within the general HRD field, the Government has properly designated the
universalizing of basic education and basic health services as the main priorities for the medium
term, and it is on moving towards this objective that the Bank’s strategy should concentrate.

1
TA No. 2031 -CAM: Water Supply and Sanitation Sector Needs Assessment Study, for $100,000, approved on
27 December 1993.

2 The Bank has financed TA No. 2281-CAM:  Urban Development Strategy Study, for $500,000, and TA No.
2280-CAM:  Water Supply and Sanitation, for $600,000, both approved in January 1995 These TAs will help
better define the role of the Dank in these sectors vis-a-vis other funding agencies interested in financing
projects in Cambodia.

3
For more detailed analysis, see Appendix 1.
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However, for the Bank, providing assistance to health and education will have to take the
Government’s fiscal situation into account, especially its shortage of recurrent revenue with which
to pay salaries as well as operation and maintenance expenditures. During project appraisal,
therefore, particular care will need to be taken to ensure that counterpart funds will be made
available from the budget as required, and assurances to this end must be sought.’

107. This aside, the Bank’s efforts at poverty reduction through HRD should be guided
by a three-pronged strategy: improving the public health and education systems, and targeting
assistance at women and the poor.

1. Improving the Public Health and Education Systems

108. As a general rule, the most successful development projects are those that build
on existing institutions and frameworks, Though devastated by the strife of the last two decades,
Cambodia’s health and education systems do have the potential to provide quality services to
the population as a whole, and putting them in a position to do so must be the first priority of
any broad strategy for improving HRD in the country. Moreover, building up the capacity of these
core institutions is likely to have a disproportionate impact on women and poor persons, since
they tend to be among the groups bypassed by the present delivery systems. In both sectors,
therefore, the focus of the Bank’s assistance should be on the provision of basic services.

109. However, given the enormity of the problems facing the health and education
systems in Cambodia, and the limited amount of resources to address them, it is essential to
deploy the resources that are available in the most efficient way. The Bank has already taken the
lead in education through a recently completed sector review 2 and an aid coordination meeting,
and an Education Round Table was held in Phnom Penh in December 1994.

110. Beyond such initiatives, the functioning of the health and education systems
depends ultimately on the skills of their professional personnel, many of whom lack the most
rudimentary literacy, numeracy, and management skills. Emphasis will thus have to be placed
on the general training and capacity-building of the Government departments concerned, but,
in particular, the most urgent priorities to be addressed by the Bank are

(0 the training requirements of primary health workers, and of skilled and semi-
skilled workers in priority occupations in the industrial and commercial fields;

(ii) strengthening the capacity of the Ministries of Health and Education to manage
training programs, and to help the country move towards a demand-driven
training system with participation by industry and the private sector;

Notwithstanding, the Bank should also engage in policy dialogue with the Government, as appropriate, under
its project assistance and particularly through policy-based lending on introducing cost recovery principles.
This would help widen the revenue base and facilitate in meeting the counterpart funding requirements.
Indeed, such dialogue should begin first in the productive or physical sectors, keeping in view the
affordability factor.

2 There have been three TA projects in education: TA No. 1889-CAM:  Emergency Training of Teachers for $1.3
million, approved on 14 May 1993; TA No. 2067CAM:  Ski//s Development for $100,000, approved on 11
March 1994; and TA No. 2121: Basic  Education for $100,000, approved on 12 July 1994. The first served as
the basis for the sector review.
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(iii) enhancing the capacity of the Ministry of Health to provide a minimum package
of preventive and curative health services to the rural population, especially to the
poorest residents; and

(iv) upgrading the capacity of the Ministry of Education to promote increased access
to schooling and improved quality of primary and lower secondary schooling, the
latter through such means as teacher training and curriculum development.

2. Targeting Assistance Specifically at Women and the Poor

111. There are no official estimates of the incidence of poverty in Cambodia, but it is
generally accepted as being high - possibly in excess of 60 percent nationally and even higher
in some rural and more remote areas -to the extent that almost any development project could
be regarded as being in the category of addressing poverty reduction. However, while poverty
is widespread, the Government classifies particularly vulnerable groups as displaced persons,
widows and women-headed households, the disabled, orphans and street children, and the old
and infirm. The livelihood of such high-risk groups is particularly fragile. A large number of NGOs
are actively supporting these groups and their task is daunting.

112. Whether any one organization by itself has the institutional capacity to address
a significant number of the people in these groups is doubtful, since so many operate only at
the margin of the formal economy. Reaching people with absolutely no economic assets and no
formal skills, especially if they are also disabled, is beyond the Bank’s direct capabilities,
although scope for associating with one or more of the larger NGOs  would offer some hope.
Such association could be formal or informal: formal in the sense of involving NGOs in the
design or implementation of Bank projects; or informal in the sense of providing capital
investment for those locations in which the chosen NGOs are already working, or where they
would otherwise be willing to work. In other words, the Bank could consider addressing the
poorest among these high-risk groups by actively working in parallel with selected NGOs  as well
as jointly with them. Moreover, by working in parallel with NGOs, the Bank could have an impact
on the lives of resettled or displaced persons, for example, because it could select their areas
to introduce rural road and infrastructure projects, thus providing capital investment to
supplement the people-oriented activities of NGOs.’

113. Within the context of enhancing the overall ability of the Government to deliver
health and education services, the Bank should seek to identify ways of providing special
assistance to these individuals. In the education sector, such efforts should include steps to
increase the rate at which girls enroll and persist in school, to promote adult literacy and
numeracy, and to increase access to schooling for children in rural areas. In the health sector,
these efforts should include special attention to matters of maternal and child health; programs
to improve nutrition in rural areas and to begin to address population growth; and measures to
improve the production, regulation, and public understanding of medicines.

1 Some selectivity should be exercised in assisting displaced persons. While their situation is precarious, many
of them are being helped by UN agencies and various NGOs.  On the other hand, many areas of normal
settlement, with economic plight often no less precarious, are not being so assisted.



31

114. However, a note of caution needs to be introduced. While it is feasible to identify
poor individuals or families at the village level, providing assistance only to them is expensive
and likely to incite jealousy and divisiveness in their communities. A large proportion of certain
categories are extremely poor, but there are many exceptions within all of them. Most agencies
committed to serving the poorest Cambodians have come to the conclusion that the best
approach is to identify target areas - usually districts or communes - with high poverty
indicators. One criterion for selecting these areas is the proportion of residents who spend a
specific but high proportion of their income on the purchase of food, with 60 percent being a
typical percentage. Another could be selecting those areas where a high proportion of displaced
or resettled people are concentrated.

115. Of particular concern to the Bank is the position of women in Cambodia. While
Cambodian law recognizes civil equality between men and women, and provides for equal pay,
most observers would acknowledge that women face discrimination in terms of both economic
opportunities and wages. Of greater concern, however, are the effects of two decades of war and
civil strife, during which over one million people died. Many more men were killed than women,
thus leaving disproportionately high numbers of widows, female-headed households, and women
in the labor force and population as a whole. Many survivors - both men and women - still
exhibit neurological problems, and many women are psychologically affected by the
precariousness of their social and economic circumstances, and by the daily difficulties they face
in trying to feed their families. Representing a high percentage of the rural/agricultural labor
force, they also face acute difficulties in combining hard manual labor with child-rearing,
particularly in those families either without adult males or with disabled males.

116. Since women make up a disproportionate share of the adult population and play
an unusually important role in the economy, especially in rural areas, attention to their economic
productivity as well as their social well-being is central to development generally. Healthy and
educated women tend to earn higher incomes, marry later, have fewer children, and be more
successful at spacing the children they bear. Moreover, their families eat more nutritious food
and enjoy better overall health, while their families are more likely to be vaccinated and to do
well in school. Improved education and health of women thus result in higher living standards
for entire families and, perhaps most important, for succeeding generations.

117. As part of its strategy for targeting the position of women, a draft policy and plan
of action for women in development (WID) is being finalized under a TA,’ and addressing the
particular health and education needs of girls and women is being done under the TA mentioned
previously. Moreover, following the TA to strengthen the Secretariat of State for Women’s Affairs
and the completion of the WID study, the Bank should design projects aimed at improving the
income-generating and employment opportunities of women (as well as of the poor more
generally). Through their specific targeting, these interventions would serve to reinforce the
benefits that are likely to derive from GDP growth over time and, along with the various health
and education initiatives already mentioned, to prevent growth benefits from bypassing certain
social groups. The Bank chose this type of intervention for the advancement of women in
Cambodia to address mainly their livelihood concerns. As has been noted earlier, the health
conditions of women are extremely poor and worsened by their high fertility. These concerns

1 TA No. 2157-CAM:  Women in Development, for $546,000, approved on 20 September 1994.
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may also be addressed through the maternal child health care component of the Basic Health
Services Project. As regards the family planning and population programs, these are being
covered at present by the United Nations Population Fund recently established in Cambodia, as
well as by a number of international and local NGOs.

C. Accommodating Environmental Concerns

118. In addition to the degradation of the urban environment (see paras.  102-104),
there are severe environmental problems related to natural resource mismanagement. While
some of this is the inevitable consequence of prolonged war (land mines and physical
devastation), much of it is the result of uncontrolled resource exploitation: deforestation, siltation,
gem mining, overfishing and dynamite fishing, mangrove destruction, poor and deteriorating
drinking water quality, pollution, etc. Recognizing this, the Government has made a number of
statements concerning the importance of addressing such issues while, in November 1993, King
Norodom Sihanouk declared some 18 percent of the country’s land area nationally protected.

119. However, while the Government is committed to natural resource conservation,
it lacks the financial and human resources to fulfill its commitment, or even to monitor normal
environmental safeguards. The Ministry of Environment is institutionally weak, especially its
capacity to prepare policies, draft legislation, monitor regulations, design projects, or implement
them. Moreover, essential management information on land use and natural resources is limited,
and data to monitor air and water pollution and solid waste disposal are virtually non-existent.
Realistically, therefore, it is unlikely that there will be significant environmental improvement over
the medium term, because it is also unlikely that the Government will be able to devote the
necessary proportion of its resources to stand-alone environmental projects. In this regard,
cofinancing opportunities should be sought, particularly with those agencies that are able to
support local currency expenditures, and thus to augment Government financial resources.

120. In these circumstances, the Bank’s medium-term environmental aspirations for
Cambodia should be relatively modest. Its strategy should be to address the urgent need for
capacity-building in the Ministry of the Environment and other departments of Government, and
for educating these other departments in the ways to integrate environmental considerations into
their own departmental development activities. In this context, it will be important to strengthen
the capacity of Government departments at large, and possibly the local universities, to conduct
environmental impact assessments,’ but not to overload them with too many initiatives at once.
For the Bank, project design and targeting will be vitally important, particularly when targeting
environmental concerns as secondary benefits of Bank projects. In addition, should stand-alone
environment projects emerge, the Bank might try generally to ease the Government’s
implementation capacity limitations by undertaking as much preparatory work and detailed
design as possible prior to presenting loan proposals to the Bank’s Executive Board.

121. In summary form, therefore, the Bank’s medium-term strategy for the environment
should be as follows:

(i) developing the institutional capacity of both the Ministry of the Environment and
selected other ministries at an early stage, so that the Government will be
technically and legislatively able to address environmental issues directly;

1 The Bank is presently implementing a TA in the environment sector: TA No. 2078: Strengthening
Environmental Impact Assessment Procedures and Capabilities, for $550,000, approved on 13 April 1994.

- -



(ii)

(iii)

(iv)

122.
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including environmental safeguards and impact assessments as secondary
objectives in all pertinent projects, but particularly those in agriculture, energy,
tourism, and transportation;

in any lending operations, concentrating initially on improving the human
environment, particularly on improving water supply and sanitation, and on
augmenting urban power supplies so that many of the small individual generators
can be phased out, and air and noise pollution reduced; and

the presence and support of the Bank should be continuous and should aim at
the efficient pooling of environmental development resources nationally and
regionally, and follow the progress of establishing a legislative framework and
appropriate environmental policies as well as the situation with respect to the
resources to implement them.

With regard to the pooling of environmental development resources, three aspects
are relevant to the Bank’s environmental strategy in Cambodia:

0) supporting institution building at national and provincial levels,

(ii) liaising with other aid agencies to avoid duplication of effort, and

(iii) ensuring that environmental policies and implementation capacity are compatible
with one another.
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ADDRESSING CROSS-CUll-ING  CONCERNS IN CAMBODIA

A. Introduction

1. The focal objective of the Government’s broad development strategy is to achieve
sustainable growth with equity and social justice. To achieve this objective, economic growth
should optimize the use of the country’s resource base, while allowing for equitable access to
the benefits of growth. The Government’s objective is also in line with the Bank’s own strategic
development objectives, which aim at the achievement of equitable access to economic growth
by taking into consideration cross-cutting concerns. In Cambodia, these concerns for the Bank
translate into the following main areas: (i) to understand the nature and extent of poverty so as
to optimize efforts at reducing poverty; (ii) to facilitate human resource development (HRD) with
the aim of increasing equitable access and opportunities to education, health, safe accessible
water, and other basic services; and (iii) to promote the role of women in development (WID).
Addressing these cross-cutting concerns is particularly crucial in Cambodia because of the tragic
legacy of two decades of war and economic mismanagement, which had devastating
consequences on the country’s economic and social fabric and its human resource base.

2. The analysis presented herein is intended to explore how the cross-cutting
concerns of poverty reduction, HRD, and WID may be addressed in the implementation of the
Bank’s medium-term strategy for Cambodia. Given the lack of well-established data reporting
and published reports, much information was gathered from unpublished documents (since
1990) of major development agencies and nongovernment organizations (NGOs),  and through
discussions with people who have been working in Cambodia over a number of years,’ The
Bank is also contributing to the economic and sectoral  assessments so as to update information
on Cambodia, a country where the Bank’s operations have only recently resumed.

B. Poverty

1. Extent, Nature, and Definition of Poverty

3. The first round of the Socio-economic Survey in Cambodia (the survey),2
sponsored by the Bank and the United Nations Development Programme (UNDP), reinforced that
Cambodia is one of the poorest countries in the world and has one of the lowest levels of gross
domestic product per capita in the region. The survey found wide disparities between the
wealthiest and the poorest Cambodians. Overall, households in the highest decile by income
account for more than half of the country’s income, while those in the lowest decile account for

The Bank has also prepared a comprehensive report on the subject entitled, Human Development- Cross-
Cutting Concerns (draft, September 1995) which is currently being updated in the light of more recent
information gathered with respect to social indicators.

Report on the Socio-Economic Survey, 7993-7994, Cambodia (First Round), BanklUNDP-financed,  August
1994. Based on this Report, which covered a sample survey of 1,327 households (therefore the data are
tentative and differ significantly from those reported elsewhere), the survey found that the average household
in Cambodia has an income of $75 per month, or $900 per year. Since the average household has 5.5
members, this translates into a per capita income of $164, with wide geographic variations, The survey
found that one in five households in Cambodia (20.8 percent) is headed by a female.
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less than 1 percent. The survey also identified serious problems in the living conditions of
Cambodians. Three quarters of households have no sanitary facilities, and in rural areas this
figure is four out of five. Only about 7.6 percent of Cambodians have access to electricity for
lighting and, while two thirds of households in Phnom Penh rely primarily on electricity for
lighting, this figure is about a third in other urban settings and negligible in rural areas. Less than
one third of households nationwide, and less than a quarter in rural areas, use permanent
materials for walls.

4. Women are more likely than men to be among the poorest of the poor, especially
the large number of women who head households without male labor. These include the many
widows who lost their husbands during the Khmer Rouge period, 19751979, as well as those
who lost their husbands more recently as a result of military actions or land mine explosions,
There are many women who are either not married or have been abandoned by their husbands
and who are now marginalized and without male labor, which is critical at certain phases of the
rice cycle. Recent research has shown that the poorest members of rural communities are
usually widows with no access to male labor, or to credit, land, and farm implements.

5. Cambodia also has other groups that are particularly vulnerable to poverty,
including the 350,000 refugees who were repatriated from camps along the border with Thailand.
The United Nations High Commission for Refugees estimates that one third of these returning
refugees are struggling to survive, often amid land mines and in areas of poor security.
Prolonged civil war has also led to a situation in which thousands of Cambodians have been
forced to abandon their homes, including victims of natural disasters and a substantial number
of returnees who find that their homes have become new battlefields and/or have been remined.

6. One measure of poverty is the proportion of disposable income that is devoted
to food. The survey found that the typical household in Cambodia devotes a substantial 61
percent of expenditures to food, beverages, and tobacco. Although most of Cambodia’s poor,
like most of the population, live in rural areas, urban poverty is also widespread and rising with
the increase in urbanization. The national urban population has been increasing rapidly since
the early 1980s and the rise in economic activity is likely to continue attracting people to urban
areas, with increasing commercial and business opportunities. At present, much of the urban
poverty is characterized by the thousands of migrant families squatting on public land, sleeping
on the streets or in pagodas, markets, and bus stations. This type of rural-urban migration
pattern, although seasonal, involves an estimated 300,000 people.

7. The analysis of poverty in Cambodia should take into account the country’s
unique historical, cultural and institutional circumstances. During the years of war, the country
faced a continuing challenge to rebuild the hospitals and clinics, schools, pagodas, and other
institutions that are essential to addressing problems related to poverty. Psychologically, hope
for improved livelihood was minimal under these circumstances. This situation further
deteriorated with the decimation of the educated classes and general acquiescence to authority.
Since the election in May 1993, however, there have been signs of hope and a sense of
enterprise in the people.

8. In both economic and social deprivation terms, the overwhelming majority of
Cambodians are poor. There is no official “poverty line” in Cambodia, and no study of poverty
has been carried out. However, if poverty were defined and measured in relation to factors such
as access to health care, roads, landownership, education, government services, legal rights,
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family support, etc., a large proportion of certain categories of persons - widows, internally
displaced persons, amputees, members of hill tribes, and so forth -would be extremely poor,
although there would be many exceptions within all of these categories. Targeting and selecting
the poorest families and delivering assistance in a selective fashion is expensive and can also
result in jealousy and social discord when some members of the population are picked out for
special treatment. Consequently, most agencies committed to serving the poorest Cambodians
have come to the conclusion that the best approach is to identify target areas - usually districts
or communes-with high poverty indicators and then address services to the entire population
in those areas.

2. The Bank’s Strategy for Poverty Reduction

9. Based on its strategic development objectives for Cambodia, Bank programs and
projects should address the steady reduction of poverty in all its forms as an essential element
in economic development. Any strategy for doing so must be built upon a sustained and
systematic effort to educate, train and mobilize the country’s human resources. In Cambodia,
the minimum services, i.e., access to basic education, health care, safe water, employment, and
income opportunities, are not available to the poor. While attempting to address its commitment
to overall systemic reform, the Bank recognizes that certain groups, notably women and the very
poor, are particularly vulnerable and that serving them is strategically important to the broader
goal of overall poverty reduction and economic growth.

10. With this perspective, Bank projects in some sectors such as transport, and
through both rural and urban development, can target the poor specifically. For example, Bank
assistance in the transport sector could include the construction of those roads that will give
poor farmers greater access to markets and stimulate the development of agribusiness generally.
Thus, with the majority of the poor being in rural areas, Bank assistance should be directed to
them through rural infrastructure improvement projects that will help improve living standards
and provide them with opportunities for income generation. There is also the need to cater to
the problems of the urban poor, especially the returned refugees in urban areas. In this regard,
the Bank can assist through water supply and sanitation projects especially in suburban and
secondary towns, which will have significant benefits for the urban poor.

11. The strategy for Cambodia is to provide for a well-balanced portfolio mix of
projects aiming at economic growth and projects directly aimed at improving the lives of the
poor. The latter projects are designed to improve basic education, training, and health facilities
and to improve access to and opportunities for quality services for the majority of the population,
i.e., the rural and poor segments of the population. The Bank should design projects to help
achieve these objectives through improving the skills of health workers serving the poor;
extending vocational training to residents of rural areas; promoting basic education facilities; and
establishing basic health services targeting the rural population and other underserved groups,
including returned refugees and women.

12. Rural credit schemes play a particularly important role in Cambodia because
commercial banking facilities are non-existent. Existing credit schemes - run mostly by NGOs-
have proliferated to the point where “apex” organizations have been formed to pool the resources
of village-level banks as a means of making larger loans. The next step in the development of
these rural credit schemes will be to create financial institutions to link these apex organizations.
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These institutions, in turn, will eventually need to link up to the provincial branches of the central
bank, which, for all practical purposes, are only now being established. An opportunity exists
here for the Bank to play a role in expanding access to credit in Cambodia in two ways. First,
it could increase the capital base of rural credit through a loan to the concerned agency of the
Government, such as the Ministry of Rural Development or the recently-established committee
on rural credit, that could then be passed on to credible NGOs interested in setting up additional
village banking projects. Second, the Bank could consider assistance aimed at the eventual
linking of the formal banking system with rural credit schemes. In this regard, care should be
taken to coordinate the Bank’s initiatives with other external agencies who are also providing
assistance to the Government with special attention to helping develop a functioning network of
provincial branches.

C. Human Resource Development

13. HRD aims at the investment in people through services such as health promotion
and population control, training education, water supply and sanitation, and urban and rural
development. In Cambodia during the Khmer Rouge period, doctors, teachers, civil servants,
artists, and secondary and university students were singled out and killed to a point that, by
1979, it is estimated that no more than 300 qualified persons in all disciplines were left in the
country. Building up the human resource base from this low level is a formidable task. The Bank
has already started providing assistance to the HRD sector through advisory and project
preparatory technical assistance (TA) and under the ongoing Special Rehabilitation Assistance
Loan.

1. Education Sector

14. The education system in Cambodia consists of 200 kindergartens, 4,700 primary
schools, 350 lower secondary schools and 89 upper secondary schools. They employ 66,000
teachers and administrators and serve 2.8 million students, 1.6 million of whom are in primary
school. In addition, there is the University of Phnom Penh, with six faculties as well as four
professional schools. Education accounts for half of the public administration staff of nearly
150,000. However, in the Ministry of Education, Youth and Sports (MOEYS), there is little flow
of information between departments and much overlapping in functions and responsibilities. At
present, MOEYS lacks the internal capacity for strategic planning as well as for regular
management tasks.

15. Education receives only 6.0 percent of public expenditures. This is half the
average of least developed countries, and a relatively small 40 percent of this goes to primary
education. Primary teachers in Cambodia earn about $20 a month. Virtually all must find
additional ways to support their families. Cambodia’s Constitution declares that “primary and
secondary education should be provided free of charge to all citizens,” but, in reality, families
have to spend money to send their children to school. The Bank-supported Education Sector
Review estimates that the Government spends about $8 per year on each student and that
provincial governments, on average, contribute another $2.50. Some families, on the other hand,
contribute an average of $64 per student for enrollment and examination fees, uniforms,
transportation, and private tutoring paid directly to teachers,
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16. Schools in Cambodia are still recovering from the fact that they were shut down
entirely during the Khmer Rouge period. Although the education system re-opened in the early
198Os,  the persistence of economic and other problems, exacerbated by Cambodia’s isolation
from the rest of the world until 1991, has left a legacy of serious qualitative problems in virtually
every important element of its education system: financial resources, access, teacher training,
instruction, physical facilities, management, and coordination of outside assistance. Many of the
teachers who were recruited and given short-term training courses during the 1980s are seriously
underqualified. Two thirds of the primary school teachers have no more than 3-14 weeks of
professional training. There are an estimated 15,000-20,000  classrooms in Cambodia in need of
repair and rehabilitation. The curriculum is abstract and disjointed, and there is a serious lack
of textbooks and other teaching materials. Primary students typically receive 450-500 hours of
instruction a year, which is half the international standard. Cambodian schools are enormously
inefficient: only 400 of every 1,000 students who start out in first grade complete all five years,
and only 320 actually graduate from primary school. Moreover, because of high drop-out and
repetition rates, it is estimated that it takes 15 student-years of instruction to produce one primary
school graduate.

17. The gross enrollment rate at the primary level is about 53 percent of school-age
children, but the rate ranges from 90 to 95 percent in Phnom Penh and about 70 percent in
provincial schools to as low as 30 percent in isolated rural areas. One obstacle to universal
access to education in Cambodia is the distance that many students must travel to school.
Many students in rural areas start school late in the fall because of the harvest and leave early
in the spring because of planting. Girls, especially the oldest in the family, are routinely taken
out of school after only a year or two to help take care of younger siblings. Although women
make up an abnormally large proportion of the overall population, girls enroll in school at far
lower rates than their counterparts in other developing countries of the region. Girls attend
preschools at exactly the same rate as boys, but they account for only 43 percent of the
enrollment in primary schools, and the “gender gap” widens with each successive level of
schooling. Females constitute only 40 percent of students in lower secondary schools, 25
percent in upper secondary schools, and 15 percent in higher education.

2. The Bank’s Strategy in the Education Sector

18. As noted earlier (para. 15), the Bank assisted MOEYS in 1992 with an Education
Sector Review which was designed to serve as a basis for the development of a strategic
framework for educational development in Cambodia. Building upon the sector review, the Bank
further supported the development of a Basic Education Investment Plan, which was presented
to aid agencies at a Round Table meeting in December 1994. The investment plan, which has
been endorsed by the Government and is being supported by a variety of external agencies,
presents policy and strategy reforms needed for basic education for the period 1995-2000 and
provides a basis for prioritizing investments in education by the Government. The plan envisages
the spending of $150 million over five years, of which about 28 percent has been committed and
a further 28 percent is being negotiated. The top priority of the plan is to raise the standards of
primary and lower secondary school student achievement. Other priorities are equitable access
to six years of primary schooling, linked to the gradual expansion of lower secondary schooling,
and to the strengthening of planning and management capability at the central, provincial, and
district levels. It is anticipated that the “program” approach advocated by the plan will remedy
the present ad hoc assistance to the sector. In this regard, the Bank has assisted the MOEYS
in setting-up a Program Monitoring and Management Unit (PMMU) through a TA entitled Basic
Education and Coordination.
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19. The Bank’s immediate and medium-term objectives for the education sector will
be to improve primary education and to provide flexible skills training across productive sectors.
For primary education, the Bank’s strategy will be to improve the effectiveness of primary
schooling through a focus on key quality determinants: instructional materials, models of
effective school practice, and strengthening planning and management capacity. The focus
should also be on increased participation of rural children in basic education, particularly girls
and ethnic minorities. The Bank’s projects in Basic education will include the development of
curriculum and textbooks, the establishment of model primary schools and resource centers, the
training of school principals, and the strengthening of student assessment and examination
systems. In keeping with the need for improved planning, the Bank’s projects in the education
sector will continue to provide assistance to the PMMU within MOEYS, with the view to
establishing direct links to provincial and district field implementation units to ensure the effective
management, monitoring, and disbursement of external assistance.

3. The Urgent Need for Training

20. To improve the productivity of the population from the low human resource base
level that exists in Cambodia, targeted efforts are required in the training of the labor force. The
Bank’s strategy to achieve this is to provide a relatively large number of TA projects for training
and/or institutional capacity building and strengthening. Training should also be included as a
component under Bank loans, as appropriate. The Bank’s programs will specifically provide
assistance for basic skills development, including technical and vocational education. These
programs will strengthen the capacity of the Ministries of Health and Education to manage
national and subnational training programs, help establish the linkage between training systems
and health services delivery, and promote a demand-driven training system with greater
participation of industry and the private sector. The program should help enhance the skills of
the current workforce, especially where there are direct economic and social benefits such as
vocational training, the continuing education of health workers, and the development of public
servants.

4. Health Sector

21. As with education, nearly a generation of war and suffering has had a devastating
impact on the public health system. The Government’s 1994 budget allocated only $1.36 per
capita for health services, which is only a fraction of the $12 that the World Bank recommends
be spent in low-income economies. Thus, access to basic health services is limited, and the
distribution of physical and human resources is uneven. The World Health Organization (WHO)
estimates that only half the population has access to a functioning health facility. Overall, only
14 percent of health workers are deployed at the district or commune level, a situation worsened
by the scarcity of staff in more remote areas. In half of all cases of illness, self-medication is the
norm.

22. The Ministry of Health (MOH) has developed its first comprehensive plan for the
health sector. It anticipates a need for about $196 million from 1994 to 1996, of which $86 million
is capital investment and about $110 is recurrent costs, Unfortunately, there is now a 45 percent
($30 million) yearly gap in funding that includes some high priority areas for development, such
as the district health system, essential drugs, and human resources.
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23. As with the education sector, even for public health services recipients have to
bear much of the cost of the services they receive. Public sector health workers at the district
level receive between $10 and $20 per month, and they often charge fees for services that are
supposed to be free. The poorest members of the Cambodian population are denied access to
hospitals, largely because of the unpredictability of the costs. Illness is a major, if not the major,
cause of poverty in Cambodia. Many Cambodian families pay enormous amounts for medicines,
and often have to sell all their possessions to secure medical care for a member of the family,
Poor health is a particular burden for the returned refugees and ethnic minority groups.

24. Like other sectors, the health sector suffers from a lack of qualified personnel to
provide health services, combined with unbalanced staff development and poor management.
The primary nurses who make up 65 percent of staff at the district level, for example, have
usually received only one year of formal instruction. Management capacity at the district and
provincial levels is weak because of the lack of skilled staff, clear policies, and an information
base. There is no integrated and systematic approach to supervision.

25. Many facilities are poorly maintained wooden structures in varying states of
disrepair, often with dirt floors that are difficult to keep clean. Few clinics outside of Phnom Penh
have running water, and inadequate ventilation and light are problems, especially in dealing with
highly contagious diseases such as tuberculosis.

5. The Bank’s Strategy in the Health Sector

26. With the assistance of WHO, the MOH has published a document entitled “Health
Policy and Strategy Guidelines, 1994-1995,” which lays out clear national health policies and
appropriate strategies to achieve the goals identified. The plan lists as its first priority the
improvement and extension of primary health services especially to “people living in the remote
districts and villages of Cambodia.” Other priorities are the health care of mothers and children,
especially through immunization and birth spacing, and the “special health needs of those who
have suffered as a result of conflict, especially widows and orphans, the disabled, displaced and
homeless persons and returning refugees.” A final priority is to “monitor, coordinate and
distribute equitably the external assistance being provided to the health sector by the
international community.”

27. The Bank’s strategy in the health sector is based on the assumption that the most
important gains in the health status of Cambodians will be achieved through the delivery of a
minimum package of preventive and curative services provided by the health care system. The
Bank will support the development of basic health services to assist MOH in strengthening its
central and provincial health planning and management systems, and rationalizing the
distribution of the physical and human resources at the district and village levels. Using MOH’s
new Minimum Package of Activities, the Bank’s assistance will help improve the coverage of
preventive health activities such as immunization, vitamin supplementation, health education,
and mosquito net impregnation, and ensure access to adequate curative care for diseases such
as diarrhea, pneumonia, tuberculosis, and malaria. An important priority within the overall goal
of improving primary health care services is the improvement of maternal and child health. The
Bank will also assist MOH in improving health care financing.
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D. Women in Development

28. Women make up a majority of the population in Cambodia, including an estimated
57 percent of the above-l 5 population. Women are also estimated to head 20-35 percent of the
households, depending on locality. Although there are cultural ideals for high status of women
in society elaborated through codes of moral conduct and protection within the family, the
current socio-economic realities are such that women play crucial and multiple roles as food
producers and providers, primary health caretakers, child caretakers, and economic providers.
However, they are ill-prepared for such roles, Women are underrepresented at all levels of
education, and bearing many children, with a heavy work load and a health status already
weakened by previous hardships, has contributed to deteriorating health status. Many survivors
of the war still suffer from depression and other neurological problems, while many others are
psychologically affected by the precariousness of their social and economic circumstances.
Moreover, domestic violence is thought to be an extensive problem that is only now becoming
a topic of public discussion.

1. The Situation of Women in Cambodia

29. The Constitution of Cambodia grants women the right to own property, vote, and
run for office. It specifically states that “housework is equal to outdoor work.” While legal equality
exists in the Constitution, many aspects of the law, such as the guarantee of equal pay for equal
work, are never implemented. Cases of discrimination against women seem to be frequent at
court.

30. Women play an important role in the economy of Cambodia. In rural areas,
women have assumed greater responsibility for all work, including strenuous tasks that would
previously have been done by men. About one third of civil service positions are held by women,
though they are underrepresented in management and supervisory positions. Women
outnumber men in some light industry sectors such as textiles, but others, such as engineering,
are dominated by men. A notable characteristic of Cambodia is that women do not dominate
teaching, nursing, and other fields that are considered “female” professions in other countries.
Only 33 percent of primary school teachers are female. One interesting trend has been the
emergence in recent years of an urban mercantile class of ethnic Khmer women who have taken
over the shops and stalls in central markets that were previously controlled by ethnic Chinese
and Vietnamese. These small businesses, which trade in everything from gold to imported
household appliances, can generate 1 O-l 5 times the amount earned by a civil servant. For many
such families, the wife is the major income earner. In general, however, women seeking to make
their way in the economy face difficulty obtaining credit, and the lack of child care is a hindrance
to their participation in the economically productive life.

31. The health conditions of women were poor after the Khmer Rouge period, when
women suffered from overwork, malnutrition, a lack of hygienic practices, and disease. Such
problems have persisted because women now bear many children and carry a heavy work load
both within and outside the family. Infant and child mortality rates are high because of
unhygienic delivery practices, poor environmental conditions, inadequate education about
individual and public hygiene, and underutilization or late utilization of available preventive and
curative health services.
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32. Cambodians value education, and research conducted by the Bank suggests that
they are eager to see that their sons as well as their daughters receive primary education.
Nevertheless, there is an enormous “gender gap” in Cambodian education as described under
the section on education. The major factor in girls dropping out at the primary level is that they
are needed to help the family at home to handle chores, take care of younger siblings, and free
their mothers for income-generating activities. A typical pattern is that the oldest daughter drops
out of school, and younger ones are allowed to continue. Additional constraints are encountered
at the secondary level, including distance to school. Families are particularly concerned about
the security and reputation of their daughters. Very few schools in Cambodia have latrines and
running water, a situation that poses special problems for female students and teachers.

2. The Bank’s Strategy for WID in Cambodia

33. In line with the Bank’s Policy on “The Role of Women in Development” (1985),
more systematic consideration is being given to the role and needs of women in the Bank’s
lending and TA programs. The Bank’s strategy for WID in Cambodia, in addition to emphasizing
the need to specifically examine the role of women in any project formulation and development,
is to improve the conditions of Cambodian women through better education and health, skills
training, and increased income and employment opportunities.

34. A number of studies on WID financed by the Bank have been carried out or are
under way. A study entitled “Using Both Hands: Women and Education in Cambodia,” completed
under Bank TA, documents the nature, extent, and causes of the gender gap in Cambodian
schools and makes policy recommendations aimed at increasing the rate at which girls enroll
and persist in the education system. The TA was conducted with the assistance of the Khmer
Women’s Voice Center, a newly established NGO run by Cambodian women. Cambodia is also
included in an ongoing regional TA project that is studying ways to address gender issues, as
well as poverty reduction through HRD.

35. The Bank has adopted a long-term strategy for achieving the goals of improving
the condition of women in Cambodia that embraces two major types of activity:

0) Capacity Building for Gender Analysis. To build the capacity within the
Government to address gender considerations in all major sectors, it is
appropriate for the Bank to strengthen the planning and operational capacity of
the new Secretariat for Women’s Affairs (SWA) and its 21 provincial centers, which
were created in 1993 and 1994 to respond to the needs of local women NGOs  for
addressing WID concerns in a systematic manner, and to serve as a channel for
assistance to women from international development agencies. A strengthened
SWA will be in a position to assist other ministries in identifying and meeting the
particular needs of women; to develop and manage stand-alone WID programs;
and, once its research capacity is built up, to assess the implications of economic
and sectoral policies for women in Cambodia. Toward these ends, the Bank
recently initiated an advisory TA for institutional strengthening of SWA. This
project will assist SWA in collecting basic information on the status of women,
leading to the drafting of a WID policy embracing all sectors, ministries, and
secretariats. It will also organize staff training activities including gender analysis
skills. The Bank should also play a catalytic role in encouraging gender analysis
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(ii)

when working with Government ministries and line agencies. For example, the
Bank should explicitly consider genderAND  issues in public policies, including
structural reform, industrialization, agricultural development, poverty reduction,
HRD, regional development, and economic integration with neighboring countries
as they all directly or indirectly impact on women.

Targeted W/D Projects. The Bank should promote targeted WID projects with the
specific aim of improving the education of girls, the literacy of women, the health
of women, safe motherhood and maternal child care, training and skills
development, and creating opportunities for earning. The Bank will develop a WID
project, including skills development/income-generating activities for women, to
be implemented by SWA and provincial women centers. Skills training and
income- generating opportunities will be enhanced for women through another
Bank project aimed at the development of basic skills. The Bank’s project for
basic education will also explore ways to increase the rate at which girls enroll
and persist in school, as well as to increase both the overall quality of instruction
they receive and its relevance to their particular needs. Consciousness-raising
about the benefits of increased schooling for girls, both among MOEYS officials
and the public at large, will be achieved through seminars and media that could
be jointly prepared and delivered by SWA and MOEYS. Since Cambodia is now
rewriting its textbooks, it would be appropriate to set up a Task Force on Gender
in Textbooks to research gender bias in textbooks, review proposed new
manuscripts, and offer suggestions aimed at making these materials relevant to
the needs of female students. The Bank’s project for basic health services will aim
specifically to target the improvement of women’s health through maternal and
child health care programs at the district and village levels.
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Table 1
Summary of Pledges and Disbursements, 1992-95

(in thousands of USD)

Total Total % of
Donors Pledges Disbursements Disbursements

1992-l 995 1992-l 995 to Pledges

Multilateral Organizations:
Asian Development Bank 280,100 67,235 24.00
IBRDNVorld  Bank 285,000 75,249 26.40
European Union 122,346 92,979 76.00
IMF 120,000 52,750 43.96
United Nations Agencies 169,435 92,088 54.35

Totals for multilaterals 976,881 380,301 38.93

Bilateral Agencies:
Australia 81,259 57,087 70.25
Belgium 8,329 541 6.50
Canada 26,557 18,849 70.98
Denmark 61,000 18,971 31.10
France 208,570 88,478 42.42
Germany 57,024 30,823 54.05
Ireland 1,300 0
Japan 321,400 395,854 123.17
Netherlands 42,000 42,668 101.59
Norway 10,500 212 2.02
Russian Fed. 10,400 12,200 117.31
Thailand 1,200 147 12.25
Sweden 67,500 54,851 81.26
United Kingdom 48,600 26,913 55.38
United States 244,800 154,685 63.19
other bilateral donors 121,387 64,390 53.05

Totals for bilaterals 1,311,826 966,669 73.69

TOTALS 2,288,707 1,346,970 58.85

Notes : 1. Pledges compiled are for initial Ministerial Conference and ICORC I, II, and
ICORC III meetings.

2. Pledges and Disbursements of Non-Government Organizations are not included.
3. Disbursement data for the Asian Development Bank excludes TA grants

disbursed during the period amounting to about $20 million.

Source : Council for the Development of Cambodia, Development Cooperation Report,
June 1995.
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Table 2
Summary of External Assistance Disbursements Provided to each Sector: 1992-95

(in thousands of USD)

Code
Sectors1

Subsectors 1992 1993 1994
Total

1995 Disbursements

1 Economic Management 542 2,352 78,691 78,374 159,959
2 Development Administration 9,937 71,708 17,583 20,119 119,347
3 Natural Resources 315 1,236 1,524 2,435 5,510
4 Education/Human Resource Development 15,763 28,834 28,636 36,313 109,546
5 Agriculture, Forestry, Fisheries 16,875 27,528 25,818 48,981 119,202
6 Area/Rural Development 35,103 46,157 33,622 32,853 147,735
7 Industry 132 10 - 142
8 Energy 1,057 7,498 23,869 34,245 66,669
9 International Trade _
10 Domestic Trade 300 - 297 535 1,132
11 Transport 13,182 44,963 61,556 78,140 197,841
12 Communications 860 1,350 1,821 3,923 7,954
13 Social Development 5,571 15,782 24,126 30,569 76,048
14 Health 15,483 28,985 20,452 28,477 93,397
15 Disaster Preparedness 2,359 220 - 2,579
16 Humanitarian Aid and Relief 141,058 53,756 47,239 37,585 279,638

TOTALS 258,537 330,379 365,234 432,549 1,386,699

Notes: 1. The United Nations code classification is used to provide this sectoral terminology for
classifying externally assisted project activities.

2. Total does not match-up with Table 1 due to data limitations. The Government is currently
making efforts for reconciling the data inconsistencies.

Source: Council for the Development of Cambodia, Development Cooperation Repdort, June 1995.
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CAMBODIA
COUNTRY PERFORMANCE INDICATORS

4. Economic Indicators

1.

2.
3.
4.

5.
6.

7.
8.
9.

10.
11.
12.
13.

____~

GDP per Capita ($):
- Market-based
_ PPP-based

Real GDP Growth Rate (%)
Growth Rate of Real GDP per Capita (??)
Sectoral Composition of Real GDP (%):

- Agriculture
_ Industry
- Services

Fiscal Deficit (% of GDP) c/
Total Investment (56  of GDP):

- public
- private

Gross National Savings (“7 of GDP)
Inflation Rate (%) di
Current Account Deficit (% of GDP)
Exports (% of GDP) e/
Nontraditional exports (% of total exports)
Debt-Servicing Ratio (%)
Total Debt (% of GDP)

3. Social indicators

I.

2.

3.
4.
5.
6.
7.

0.

9.

10.

11.
12.
13.
14.
15.

Absolute Poverty Line: % Population Below
_ Urban
_ Rural

Total Household Income:
- Share of Top 20% Households
_ Share of Bottom 20% Households

Unemployment Rate (%)
Gini Coefficient of Income Distribution
Daily Calorie Supply (per capita)
Daily Protein Supply (grams per person)
Malnourished Under-Fives (%)

Primary School Enrollment Rate (36):
_ Total
- Female

Adult Literacy Rate (55):
_ Total
- Female

Labor Participation Rate (%):
_ Total (% of total population)
_ Female

Population Growth Rate (“~6)
Crude Birth Rate (per ‘000 population)
Crude Death Rate (per ‘000 population)
Total Fertility Rate (per woman)
Contraceptive Prevalence Rate

_ --.-__-

1994  a

252.0 (C)

4.0 (S)
1.5 (S)

45.1 (C)
16.3 (C)
36.6 (C)

7.0 0
19.5 (C)
5.5 (C)

14.0 (C)

7.3 (C)
17.9 (N)
12.2 (N)
9.6 N

___ ~___-___~_  __

Latest f

Average
1991-1093

. . .

6.2 (C)
4.2 (C)

49.4 (C)
16.4 (C)
34.2 (C)

4.3 0
11.2 (C)
1.7 (C)
9.5

7.0 (C)
101.3 (N)

4.2 W)
3.6 (N
.

_ _ _ _ _

Previous Year f

69.4 (1993) (CSE)
2.4 (1993) (CSE)

2.4 (1993) (CSE)

2,168.0 (1989)

20.0 (1980-91)

53.0 (1992)
43.0 (1992)

2,120.O  (1988-90) (W

u-u 42.0 (1980) (W
(H) 35.0 (1960) 0-f)

38.0 (1992) (HI 35.0 (1991) 0-0
24.0 (1992) (H) 22.0 (1991) P-U

43.0 (1990-92)
56.0 (1990-92)

2.5 (1994)
40.0 (1992)

15.0 (1992)
4.5 (1992)

U-0
U-U

47.0 (1988-90)
39.0 (1990)

44.0 (1965)
20.0
6.2

C-0
0-U

0-O
0-O
(HI
O-4

.
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3. SOCIAL INDICATORS (continued) Latest f Previous Year f

16. Lie Expectancy at Birth (years):
- Total
- Female

51 .l (1994) (H) 49.7 (1990)  ( H )
51.7 (1992) (H) 51 .2 (1990)  ( H )

17. Infant Mortality Rate (per ‘000  live births):
- Total
- Female

18. Under-Five Child Mortality Rate (per
1,000 live births):
- Total
- Female

19. Maternal Mortality Rate (per 100,000
live births)

117.0 (19921 (H) .

185.0 (1992) (H) 120.0 (1990)  ( H )
.

900.0 (1993) (H) 500.0 (198090)

20. Public Education Expenditure :
- % of Budget
- 56 of GDP

21. Public Health Expenditure :
- % of Budget
_ % of GDP

22. Human Development Index

6.0 ($994) (C) 12.2 (1993) (C)
1 .o (1994) (C) 0.9 (1993)  ( C )

2.9 (1994) (C) 2.3 (1992)  ( C )
0.5 (1994) (C) 0.2 (1993)  ( C )

0.307 (1992) (H) 0.175 (1985)

:. ENVIRONMENT

3.

P-F1. Land:Population  Ratio (ha/person)
2. Agricultural Land:Popn.  Ratio (ha/person)

Percent Population with Access to
Piped Water Supply:
- Urban 20.0 (1993) (V/H) I .
- Rural 12.0 (1993)  (WH) . .
Sanitation :
- Urban 65.0 (1993)  &Vt-h
- Rural 33.0 (1993)  &V+t)

4. Percentage Change in Forest and
Woodland Cover -1 .5 (1993)  ( S E )

5. Soil Erosion (metric tons/ha/yr)
6. Industrial Pollution Indicator(s)
7. Air Pollution Indicator(s)
8. Water Pollution Indicator(s)

a Estimate.
b Accrual basis.
c Consumer Price Index (CPI) on final quarter basis.
d Excluding re-exports.
e Due to data limitations, only available information for specific years is presented

not available

Sources: (C) - Cambodian Authorities
(CSE)  - Cambodia Socio-Economic Survey (SE) - Secretariat of State for Environment
(H) - Human Development Report, various issues (U) - UNICEF, The State of the World’s Children
(N) - National Bank of Cambodia (W) - World Development Report, various issues
(P) - United Nations Population Fund (WH)  - International Water 8 Sanitation Center, WHO, Netherlands

Notes: 1) The Social Indicators have been revised based on most recent information gathered by the Bank’s Country Strategy
Mission. Because of the lack of reliable data, the limitations in the quality of data need to be duly recognized.

2) Estimates of UN Population Fund (previously not available) were used for population indicators,
In some cases they differ quite significantly from data previously reported based on other sources.

3) The data from the Cambodia Socio-economic Survey are based on a sample survey of 1,327 households.


