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PUBLIC FINANCIAL MANAGEMENT ASSESSMENT 
 

A. Sector Performance, Problems, and Opportunities 
 
1. Sector performance. Strengthened public financial management (PFM), including 
governance and related reforms and policies, has contributed to robust economic growth and 
sound fiscal positions. During 2015–2019, Cambodia’s gross domestic product (GDP) growth 
averaged 7.1%, underpinned by high foreign direct investment inflows, strong export performance, 
and increasing domestic demand. Inflation averaged 2.5%, well below the policy target of 5.0%. 
In 2021, the fiscal deficit is expected to be $2.0 billion, 7% of GDP. A deficit in the current account 
had been offset by large inflows of foreign direct investments and other receipts, and the import 
cover increased from 5.7 months to 8.8 months. Pre-coronavirus disease (COVID-19) domestic 
revenue mobilization improved from 17.1% of GDP in 2014 to 25.1% of GDP in 2019. Public debt 
remained low at 29.6% of GDP in 2020. Government deposits reached 22% of GDP in 2019.1 
Public debt is expected to increase from 29.6% of GDP to up to 39.9% in 2020–2021 due to the 
contracting economy and worsening fiscal deficit. Cambodia is rated as being at low risk of debt 
distress. 
 
2. Sector planning. The government is committed to reforming its PFM systems  
step-by-step by introducing international best practices and standards and transforming its PFM 
systems toward result-based fiscal planning and decentralization. To achieve this, the General 
Secretariat, Steering Committee of the Public Financial Management Reform was established to 
lead, prepare, facilitate, and monitor implementation of the Public Financial Management Reform 
Program as well as coordination with development partners. The program’s progress is monitored 
on a monthly, quarterly, and annual basis. Monthly monitoring and evaluation (M&E) is an internal 
mechanism of the Ministry of Economy and Finance (MEF) through the PFM Reform Steering 
Committee, all line ministries and institutions through PFM working groups, and the PFM 
Development Partner Committee. The General Secretariat of the PFM Steering Committee then 
prepares and publishes the quarterly and annual M&E reports after the approval of the PFM 
Reform Committee of the MEF, PFM Reform Steering Committee, and PFM Technical Working 
Groups. 
 
3. Core development problem. Substantial progress has been made in revenue 
mobilization and PFM systems. However, given the emerging external uncertainties and the need 
for more efficient and more transparent PFM systems, the challenges include: (i) increasing fiscal 
pressure; (ii) rising public debt and contingent liabilities; (iii) governance and transparency of 
public expenditures; and (iv) fiscal planning and budgeting.  
 
4. Increasing fiscal pressure. Although the fiscal position is projected to be sound and 
sustainable over the next 1–2 years, fiscal pressure tends to elevate over the medium to  
long term, which means fiscal consolidation needs to be strengthened. The absence of 
comprehensive tax policies and strategies implies that the tax revenue growth seen in recent 
years is expected to slow down. Collections from import tariffs are expected to decline due to 
import tariff reductions for fuel and basic foods, and grants from the international community will 
fall as the country’s middle-income status is solidified. At the same time, there is a need to ramp 
up public spending on infrastructure and social sectors, such as health and education in line with 
the National Strategic Development Plan (NSDP), 2014–2018 and the National Social Protection 
Policy Framework (SPPF). These developments will put downward pressure on a fiscal position 
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and call for a greater need for further fiscal consolidation through domestic resource mobilization 
and improvement of public spending efficiency.  
 
5. Rising public debt and contingent liabilities. External loans and the share of  
public-private partnerships (PPPs) in public investment are creeping up. While the level of public 
debt is relatively low and manageable, hidden risks are increasing due to an increase in contingent 
liabilities and the country’s greater exposure to external and financial shocks. This trend will 
require a comprehensive public debt management framework that prioritizes access to 
concessional and semi-concessional financing over borrowings from international markets on 
commercial terms. Contingent liability management need to be improved by introducing a risk 
management framework that puts a limit on guaranteed payments and strengthens the 
institutional frameworks for PPPs and public investment planning. 
 
6. Governance and transparency of public expenditures. Overall budget credibility 
remains strong at the aggregate level for both domestic revenue and domestically financed 
expenditure.2 However, the comprehensiveness and transparency of the budget are generally low. 
Some significant budget items of government operations are not included in key fiscal reports, 
especially the operations of public administrative entities and externally funded projects. The 
budget and accounts classification systems are rudimentary and cover only administrative and 
economic classifications. While considerable efforts have been made to add functional and 
program classifications, these have yet to be fully developed and rolled out across budget entities. 
Meanwhile, the amount of key information in the budget plan submitted to the legislature (and 
publicized after legislative approval) has been reduced. Weaknesses have been found in the data 
reconciliation and financial reporting functions. The financial statements that were submitted for 
audit contained did not contain all the necessary information and they have been delayed by up 
to 10 months. The public’s access to key fiscal information has also been compromised due to 
long delays in making the requisite information available, despite the reports being produced for 
internal use in a timely manner. 
 
7. Fiscal planning and budgeting. Policy-based budgeting is comprehensive, organized in 
several distinct stages with appropriate involvement of both the top political level and the 
individual line ministries, and it is completed in a timely manner every year. Performance is strong 
and has been maintained since 2010. However, the medium-term aspects of policy-based 
budgeting are performing less well and little progress has been noted since 2010. As a result, it 
may be difficult to sustain support to policy priorities in the medium  to long term. Sector strategies 
with a full costing in line with fiscal aggregates are still the exception. Budgeting of recurrent 
expenditure and budgeting of capital project expenditure remain separate processes and are not 
strongly linked. While a medium-term budget framework is prepared annually, the links between 
the estimates from one year to the next are weak.  
 
B. Government’s Sector Strategy 
  
8. Sector strategies. Over the years, the government has implemented various reforms to 
improve governance, public sector management, and public services. The Rectangular Strategy 
III for Growth, Employment, Equity and Efficiency, 2014–2018, which was implemented through 
the National Strategic Development Plan, 2014–2018, included PFM, decentralization and 
deconcentration, public administration, and legal and judicial matters. Both PFM, and 
decentralization and deconcentration reforms have made good progress in recent years. Public 
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administration reform has emerged with a clearer and more substantive agenda since 2013. 
Progress in legal and judicial reform has been more moderate. The Public Financial Management 
Reform Program has been implemented in four stages since 2005.  Some important challenges 
in budget credibility and accountability have been addressed under stages 1 and 2, while 
remaining activities in these areas will be continued under stage 3 (budget-policy links). 
Overcoming further weaknesses in these areas and in performance accountability (stage 4) to 
improve public services is the priority of the government reform agenda. 
 
9. Stage 1 (2005–2008). This began at a time when PFM systems were seriously deficient 
and aimed initially to increase budget credibility to deliver more predictable resources to budget 
managers, including elimination of chronic cash shortages and payment arrears. Budget 
credibility was substantially achieved by 2008 and has been maintained since then through 
improved revenue mobilization, public debt management, and cash and bank account 
management. The resulting fiscal discipline has underpinned macroeconomic stability and high 
economic growth. Key elements of stage 1, including revenue mobilization and public debt 
management, continued to be monitored and consolidated under stages 2 and 3 of the Public 
Financial Management Reform Program.  
 
10. Stage 2 (2009–2015). This aimed for more effective financial accountability through 
improving internal controls, timeliness of financial reporting, and holding managers accountable. 
Stage 2 also consolidated the budget credibility reforms under stage 1 and undertook advance 
works under stage 3 in such areas as budget strategic plans (BSPs) and program budgeting. 
Important progress included: (i) the design of budget classifications and a chart of accounts 
broadly consistent with international public sector accounting standards (IPSAS); (ii) early design 
of 3-year rolling BSPs, and preliminary trials of annual program budgeting based on BSPs and 
budget entities; (iii) early work to unify the capital and recurrent budgets; (iv) procurement reform, 
including adoption and implementation of the Procurement Law (2012); (v) strengthening of 
internal controls and internal audit units in the MEF and line ministries; (vi) implementation of 
phase 1 of the financial management information system (FMIS), initially within MEF, including 
MEF provincial departments; (vii) design and early implementation of the medium-term revenue 
mobilization strategy in 2014; and (viii) long-term capacity development. Consolidation of 
unfinished works under stage 1 including revenue mobilization and public debt management; and 
stage 2 such as the new budget classifications, new chart of accounts, FMIS, internal control and 
internal audit, and external audit will continue into stage 3. 
 
11. Stage 3 (2016–2020). This stage aims to improve budget and policy links and could not 
have proceeded without the foundation provided by policy and technical reforms and piloting 
undertaken under stages 1 and 2. Key activities under stage 3 include: (i) intensifying BSPs and 
program budgeting, including budget integration, implementation of budget entities and new 
business processes particularly FMIS reforms; (ii) linking the medium-term expenditure 
framework, BSPs and program budgeting; (iii) further improving budget transparency; 
(iv) implementing phase 2 of the FMIS and planning its extension to line ministries; (v) raising the 
quality of external auditing; (vi) pursuing more substantive fiscal decentralization; and  
(vii) preparing for stage 4 (2021–2025) which will focus on development of frameworks for 
performance accountability. 
 
C. ADB Sector Experience and Assistance Program 
 
12. Overall experience. ADB has supported both PFM and decentralization reforms in 
Cambodia. ADB support for decentralization has been ongoing since 2002, including: (i) loan and 
technical assistance (TA) grant support to assist in the construction of offices for commune 
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councilors and to provide capacity building support for them (2002–2009); (ii) TA grant support to 
develop an institutional framework for decentralization reforms and to commence the preparation 
of future ADB support to decentralization (2009–2012); and (iii) support for policy reforms under 
the Decentralized Public Services and Financial Management Sector Development Program, with 
subprograms 1 and 2 supporting reforms to the assignment of functions, the intergovernmental 
financing arrangements, the PFM system at the subnational level, and the establishment and 
operations of a subnational investment facility.  Subprogram 1 of the Second Decentralized Public 
Service and Financial Management Sector Development Program, approved in 2020, strengthens 
subnational fiscal planning, PFM, and public administration. 3  Specifically, the policy actions 
supported policy dialogue for improvements in decentralization and deconcentration reforms. The 
project component established the National School of Local Administration to provide sustainable 
capacity development for staff of subnational administrations of all ranks and grades. 
 
13. ADB assistance program and mitigation of risks to this program. To ensure sound 
fiduciary arrangements that would benefit this financial sector program, ADB will continue its long-
term engagement in strengthening the overall national level PFM system through policy dialogue 
and technical assistance resources for overall improvements to the government’s multi-stage 
PFM reform program. ADB will also continue to support the government in updating financial 
reporting standards so they are fully aligned with the International Public Sector Accounting 
Standards through the implementation of a time-bound road map. Additional support to PFM will 
be provided through subprogram 2 of the Second Decentralized Public Service and Financial 
Management Sector Development Program, through which key reforms under the Subnational 
Budget Reform Strategy will be implemented, including budget strategic plans, guidelines for 
program budgeting, audit and ombudsperson functions at the subnational level. Guidelines will 
be adopted to strengthen subnational administrations’ performance management and NASLA will 
deliver a tailored curriculum, taking account of the gender equality policy at the subnational level. 
Financial guidelines will be established to improve commune or sangkat fund management and 
to strengthen non-tax revenue-sharing arrangements.  
 

 
3 ADB. 2020. Report and Recommendation of the President to the Board of Directors: Proposed Programmatic 

Approach, Policy-Based Loan for Subprogram 1, and Project Loan to the Kingdom of Cambodia: Second 
Decentralized Public Service and Financial Management Sector Development Program. Manila. 
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