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FINANCE SECTOR EVOLUTION ASSESSMENT: PROGRESSING TOWARDS MATURITY 
 
 

A. Overview 
 
1. Reflecting more than two decades of strong economic growth, Cambodia has attained the 
status of a lower middle-income country, with gross national income (GNI) per capita reaching 
$1,530 in 2019. Showcasing an array of cultural riches and an undisputedly open economic policy 
mix, the country, driven by tourism and garment exports, was the sixth fastest-growing economy 
in the world between 1995 and 2019, registering an average annual growth rate of 7.1%. Such 
economic success both accompanies and reflects the evolution and growth of Cambodia’s 
financial sector. Over the period 2001–2019, bank assets rose from a mere 20% of gross domestic 
product (GDP) to 155.1% while credit to the private sector increased from 6% of GDP in 2001 to 
92.0% of GDP in 2019. The banks are comparatively free and market-based, with limited 
restrictions in terms of capital flows. With minor exceptions, they are privately-owned and many 
are controlled by foreign shareholders. However, the current coronavirus disease (COVID-19) 
pandemic caused a sharp deceleration in the first half of 2020 in the main engines of Cambodia’s 
economy—tourism, construction, and garments, textiles and footwear (GTF)—resulting in a GDP 
contraction of 3.1% in 2020. The economy is projected to rebound and grow by 4.0% in 2021 and 
5.5% in 2022. The real estate sector has grown rapidly and exposes the banking system to 
potential risk. In 2020, real estate credit made up approximately 26.3% of the total credit portfolio 
in the banking system (24.8% in 2019), of which banks accounted for 97.3%, microfinance 
institutions (MFIs) for 2.5% and financial leasing companies for 0.2% of real estate credit market 
share. This represents an annual real estate credit growth rate of 24.5% in banking (down from 
37.9% in 2019) and 23.4% in MFIs (up from 12.3% in 2019). Foreign direct investment inflows to 
Cambodia’s real estate sector were significant. The COVID-19 pandemic has caused a slight 
downturn in the real estate and construction sectors in 2020 which could have an impact on the 
quality of banks’ security and elevate risks in those banks that have a disproportionately high 
exposure to the sector. 
 

2. In 2002 there were 84,000 bank depositors. Now there are 4.81 million. The confidence 
of Cambodians to reengage with the banking system has enabled the financial economy to move 
from a pure cash-based system, and has extended Cambodia’s financing capability beyond the 
immediate and to reach a growing proportion of society. However, Cambodia finds it difficult to 
generate meaningful amounts of longer-term investments; instead, it continues to provide 
financing to proven, low-risk clients through inefficient and capital-intensive bank intermediation. 
While this may have been acceptable in the near past it is increasingly outdated in the 
contemporary setting. As the Cambodian economy continues to flourish, the financial sector 
cannot rest; it must adapt to match borrower and investor needs by providing appropriate 
institutional structures and technologies as it progresses toward maturity. Meanwhile, within the 
Cambodian financial sector’s existing limited financing parameters, growing stresses are evident 
(in part reflecting financial maturation shortfalls) while resolution capabilities remain limited and 
imprecise. 
 

B. Key Milestones and Achievements Supported by Development Partners 
 

3. Raising awareness and setting a reform agenda: Asian Development Bank (ADB). 
Beginning in 2001, ADB’s first Financial Sector Development Program helped Cambodian 
economic policy makers to set a clear and sequenced reform and revival agenda; to establish a 
legal and regulatory foundation for banking, insurance, and commercial development; and to 
encourage consolidation in the banking sector. 

http://www.adb.org/Documents/RRPs/?id=44263-016-3
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4. Reasserting the role of the Central Bank (NBC) in the financial sector: ADB and the 
International Monetary Fund (IMF). The following were achieved: (i) development of the banking 
system and central bank oversight; (ii) establishment of prudential supervision in the banking 
sector, including surveillance and inspection procedures with standardized reporting templates, 
the adoption of a prompt corrective action framework, and anti-money laundering protocols;   
(iii) promulgation of secured transaction laws necessary to underpin commercial and financial 
activities, adoption of the Accounting Law, 2002 and the Insolvency Law, 2002;  
(iv) advancement of accounting and auditing practices toward international standards and best 
practices; and (v) the establishment of supporting institutions and accompanying development of 
human resource capacity, and computerizing the management information system of the NBC. 

 

5. Growing and securing the banking sector: ADB and IMF. (i) By the first quarter of 
2005, all 14 commercial and three specialized banks, including the Rural Development Bank 
(RDB), had complied with the chart of accounts and disclosure rules, consistent with international 
financial reporting standards; (ii) ADB supported the promulgation of the Commercial Enterprise 
Law, 2005, which is the equivalent of a corporation law; the Law on Negotiable Instruments and 
Payment Transactions, 2005; the Commercial Arbitration Law, 2006; and (iii) the creation of the 
Banker Training Institute, 2002. 

 

6. Developing financial infrastructure (ADB). An online credit information sharing system 
was launched in August 2006. A central bank registry for tradable government securities was 
established. Liquidity management tools were introduced, including a standardized repurchase 
agreement. The government launched a shared switch network in October 2017. In 2020, 
Bakong, the successful and innovative peer-to-peer payment system, was rolled out to retail 
customers of local banks and payment services providers. Bakong uses distributed ledger 
technology to facilitate cashless transactions. Following the launch of the operational phase of 
Bakong, NBC enhanced the system by incorporating a large value payment system with the 
functionalities of a real time gross settlements system.  

 

7. Serving the unbanked: ADB, and International Finance Corporation (IFC). ADB 
supported the development of a financial inclusion strategy, and the design of financial literacy 
and consumer protection initiatives. In 2015, IFC invested $80 million in HKL—Cambodia’s fourth-
largest microfinance institution. 

 

8. Developing debt and capital markets: ADB, Korea International Cooperation Agency 
(KOICA), and IFC. The Securities and Exchange Regulator of Cambodia (SERC) was 
established in 2008. The Cambodia Securities Exchange was established in collaboration with 
the Korea Exchange in 2011. IFC invested $20 million equivalent in riel-denominated bonds 
issued by Cambodian microfinance institution Hattha Kaksekar Limited. 

 

9. Further development of the capital market: ADB. The SERC is making a significant 
effort, with the help of ADB, to establish a fledgling corporate bond market. In November 2018, 
Cambodia issued its first corporate bond, issued under the ASEAN+3 Multi-Currency Bond 
Issuance Framework in collaboration with Asian Bond Markets Initiative, using its single 
submission form.1 Further corporate bond issues included two guaranteed by the Credit 
Guarantee and Investment Facility, the latest by PRASAC in April 2020 was a  
KR127.2 billion ($31.8 million) fixed rate 3-year bond which was the single largest capital raising 
in Cambodia’s capital market history. The stock market began market operations on 18 April 2012 

 
1 ASEAN+3 is the Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic 
of Korea.  
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and currently has seven listings, the most notable of which was the initial public offering of 
ACLEDA Bank in May 2020, the first commercial bank to be listed in Cambodia. The 2020 bond 
issuances and listings occurred amid the COVID-19 pandemic, signaling strong investor appetite. 
Finally, the National Assembly approved the abrogation of the Law on Government Securities, 
2007 and the government prepared for bond issuance by building the capacity of key agency 
officials through stakeholder consultation and workshops, and prepared a road map for issuance 
registration and trading. The abrogation aligns the operations of government securities with the 
Law on Public Finance System and annual or supplemental budget laws. The new law also 
stipulates that the proceeds and repayments of government securities are to be paid into and 
transferred from current accounts of the government held at NBC. These will prepare the 
government for bond issuance in the near term. 
 
C. Contribution of ADB and Other Development Partners  
 
10. As Cambodia’s lead development partner, ADB provides comprehensive support in 
coordination with a number of other multilateral and bilateral development agencies. Under the 
Financial Sector Development Strategy, the World Bank, and the IMF provide support on financial 
stability and governance issues. KOICA provides targeted assistance to develop the equity capital 
market, while the United States supports the development of the deposit protection scheme 
(DPS), alongside significant support from ADB for associated policy reforms. IFC supports access 
to finance, including secured transactions. Agence Française de Développement supports the 
commercialization of the agriculture sector and promotes agriculture finance, and Japan 
International Cooperation Agency supports SME development. Finally, the National Financial 
Inclusion Strategy, 2019–2025 was prepared with the help of the United Nations Capital 
Development Fund, FinMark Trust, Cenfri, and the National Institute for the Development of a 
Strategic Framework for Financial Inclusion for Cambodia.  
 
11. It is difficult to attribute particular financial evolutions and milestones to a single technical 
assistance initiative or set of initiatives as even temporal correlation does not prove causation. 
Financial evolutions are affected by many factors, including domestic political changes, domestic 
and global macroeconomic events, and business cycles. Nevertheless, several general 
attributions can be made.  

 
12. Initial ADB efforts were targeted at enhancing the government’s awareness of financial 
sector needs and setting a reform agenda. This was followed by actions to reassert the role of 
the NBC, the central bank, in banking, the principal financial sector. Efforts proceeded by growing 
and securing the base banking sector (including developing financial infrastructure). Next, 
financial deepening was prioritized; this included serving the unbanked and paradoxically 
developing formal debt and capital markets. 

 

Table 1. Development of the Cambodian Financial Sector, 2011–2019 

Item 2001–2006 2007–2010 2011–2017 2018–2019 

Number of bank 
branches 

…–47 155–360 454–854 876–941 

Banks loans  
($ million) 

… …– 3,241 4,326–16,096 24,732–32,500 

Number of MFI 
branches 

79–727 882–1,538 1,648–1,417 1,423–1,453 

Deposits / GDP (%) 13–18 27–35 38–86 91–93 
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Item 2001–2006 2007–2010 2011–2017 2018–2019 

M2 / GDP (%) 17–23 32–41 45–88 100.7–107.7 
… = not available, GDP =gross domestic product, M2 = money supply, MFI = microfinance institution. 

 
13. Finally, the initiatives of various donors necessarily overlap, at least at the margin, 
reflecting the complementarity of differing government agencies and financial sector structure. 
This is often criticized as wasteful and potentially confusing to the recipient, but experience shows 
that when donors focus on key issues at key times (particularly when they employ differing 
modalities of delivery) this is essential in motivating public recipients on government issues. 
These actions meet a cost–benefit test even when the costs of duplication are taken into account. 
This is particularly true when the modalities of delivery (task order driven, multidisciplinary or 
resident-based) are varied. 
 

14. ADB’s engagement in Cambodia. ADB has had a long engagement with Cambodia as 
the lead development partner in the finance sector. ADB’s principal modality of support has been 
a series of sequenced programs, along with technical assistance (TA) and project grants. These 
interventions have been consistently aligned with the country’s Financial Sector Development 
Strategy, which has had three iterations since its first blueprint in 2001.2 ADB’s activity has 
complemented efforts by the IMF, IFC, and KOICA. 
 

15. 2001–2007. Beginning in 2001, ADB’s first Financial Sector Development Program 
established a legal and regulatory foundation for banking, insurance, and commercial 
development; encouraged consolidation in the banking sector; and introduced key financial 
market infrastructure.3 In particular, the program included five primary areas of focus:  
(i) development of the banking system and central bank oversight; (ii) a foundation for insurance 
development; (iii) promulgation of secured transaction laws necessary to underpin commercial 
and financial activities; (iv) advancement of accounting and auditing practices towards 
international standards and best practices; and (v) the establishment of supporting institutions 
and the accompanying development of human resource capacity, including computerizing the 
management information system of the NBC. Key accomplishments included the establishment 
of prudential supervision in the banking sector, including surveillance and inspections procedures 
with standardized reporting templates, the adoption of a prompt corrective action framework, anti-
money laundering protocols, and, at the request of NBC, a draft proposal to the Cambodian 
Bankers Association for the introduction of a limited deposit insurance scheme. 
 

16. Key measurement metrics. All the financial institutions in operation at that time—
18 banks including two branches of foreign banks, seven specialized financial institutions, and 
17 licensed and 26 registered MFIs—were privately owned (except for Agricultural and Rural 
Development Bank [ARDB]) and had operational autonomy. In addition, by the first quarter of 
2005, all commercial and specialized banks, including ARDB , had complied with the chart of 
accounts and disclosure rules, which were also consistent with international financial reporting 
standards. The Financial Sector Development Program supported the privatization of the lone 
state-owned insurance company, the introduction of compulsory insurance, and the expansion of 
the insurance sector. Several foundational laws were adopted (para. 5). An online credit 
information sharing system was launched in August 2006. The gross domestic savings rate 
increased from 6.4% of GDP in 1997 to 16.1% in 2007.  
 

 
2  Cambodia is a post-conflict country whose banking sector was only recently established in the late 1990s. 
3  ADB. 2001. Cambodia: Financial Sector Program. Manila.  

https://www.adb.org/projects/documents/financial-sector-program-cambodia-rrp
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17. 2007–2010. The Second Financial Sector Development Program promoted the 
development of a sound, market-based financial system to support resource mobilization and 
sustainable economic growth. To maintain financial stability, the Law on Banking and Financial 
institutions was updated, prudential supervision was strengthened in line with the Basel Core 
Principles, and the legal and regulatory foundation was strengthened by drafting a new Law on 
Commercial Contracts that included specific sections on agencies and franchising. The program 
encouraged financial intermediation by launching a road map to upgrade the payments, 
clearance, and settlement system, and by requiring commercial banks to participate through the 
use of memorandums of understanding. This reform established a foundation to support a 
growing variety of financial products and services, including checks, and retail and mobile-based 
payments. In addition, the nascent credit bureau began operations and participation expanded to 
microfinance organizations.  

 

18. Key measurement metrics. Subsequently, seven commercial banks started to extend 
credit to MFIs and four MFIs upgraded to become licensed deposit-taking financial institutions. 
To support the development of an interbank market, the NBC established a registry for tradable 
government securities, instituted fit and proper tests for bank management, and introduced 
liquidity management tools, including a standardized repurchase agreement. The government 
enhanced corporate governance and transparency in the insurance industry; established a 
commercial dispute resolution mechanism; and improved the capability and number of qualified 
national accountants and auditors. Efficiencies were achieved by computerizing the management 
information system of the NBC, including those aspects associated with prudential reporting.4 
Preparatory work began to establish a financial intelligence unit to support the government’s  
anti-money laundering efforts. 
 

19. All circulars listed below are extracted from Banking Code 2011, established by NBC. 
 

• regulations concerning licensing conditions for bank and financial institutions; 
• regulations applicable for commercial banks and specialized banks prudential 

regulations; 
• accounting and reporting; 
• other relevant regulations; 
• regulations applicable for microfinance institutions prudential regulations; 
• accounting rules and reporting; 
• regulations applicable for bank and financial institutions prudential regulations; 
• governance, internal control and anti-money laundering; 
• accounting rules and credit information; 
• other relevant regulations; 
• payment, settlement and transfers; and 
• leasing business.  

 

20. Third Financial Sector Development Program (2011–2015) expanded reforms 
undertaken in previous programs, initiated ADB’s first support to the nonbank financial sector, 
and incorporated the recommendations of Cambodia’s first Financial Sector Assessment 
Program.5 This focus represents a shift from the establishment of regulatory frameworks to their 
effective implementation and oversight, and increased transparency. For example, a cooperation 
mechanism between the banking and securities regulators was created as well as crisis 

 
4 Prudential reporting standards were aligned with International Financial Reporting Standards. 
5 ADB. 2011. Cambodia: Third Financial Sector Program – Subprogram 1. Manila.   

https://www.nbc.org.kh/download_files/legislation/banking_code_2011.pdf
https://www.adb.org/projects/documents/third-financial-sector-program-subprogram-1-cambodia-rrp
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coordination protocols. The NBC strengthened internal controls and corporate governance within 
the banking sector and issued a road map to promote the use of domestic currency.  

 

21. Key measurement metrics. Payment system upgrades continued with the number of 
checks cleared per day increasing to 4,041 in 2014 from 2,195 in 2010. A draft consumer 
protection law and a draft comprehensive trust law were submitted to the Council of Ministers, 
and the new Law on Insurance was approved by the National Assembly. A draft sub-decree on 
bankruptcy was submitted to the Council of Ministers by the SERC, and an evaluation of the legal 
framework was completed to identify new markets, including collective investment schemes, 
credit rating agencies, and securities borrowing and lending. Cambodia joined the Asia Pacific 
Group on Money Laundering and the National Arbitration Center became operational in July 2014. 
To mainstream the use of the credit bureau, NBC introduced a governance structure to maintain 
confidentiality of data and a fee table acceptable to both the Association of Banks in Cambodia 
and the Cambodia Microfinance Association. Finally, NBC, together with industry associations, 
carried out financial literacy programs for the public, with women making up a majority of 
participants. 
 
22. Inclusive Financial Sector Development Program, Subprograms 1 and 2. This 
program continued ADB’s support to the financial sector, and its underlying infrastructure, but 
also marked a transition of ADB support into financial inclusion and financial literacy.6 Specifically, 
the first two subprograms focused on supporting the government’s development of a financial 
inclusion strategy, and the design of financial literacy and consumer protection initiatives.  

 
23. The program also strengthened financial stability and regulatory coordination and 
continued with ongoing upgrades to financial infrastructure (including the processing of new laws 
to provide an enabling environment for new products and services).7 Subprogram 3 will focus 
increasingly on financial inclusion and expand policy actions to broaden access to financial 
products and services to the poor, women and youth.  

 
24. In addition, ADB will continue to support the development of a domestic capital market by 
supporting key foundational reforms as requested by the government. The SERC is making a 
significant effort, with the help of ADB, to establish a fledgling corporate bond market. This was 
demonstrated by an inaugural corporate bond issuance in October 2018 . Impacting both capital 
market development and financial inclusion, IFC invested $20 million equivalent in riel-
denominated bonds issued by Cambodian microfinance institution Hattha Kaksekar Limited 
(HKL). The investment helped create a domestic corporate bond market and allowed HKL to 
expand its local currency lending to micro and small businesses, including those owned by 
farmers and women entrepreneurs. HKL is the third largest micro lender in Cambodia and became 
the first firm to issue and list riel-dominated corporate bonds on the Cambodia Securities 
Exchange on 5 December. Out of 1.2 million 3-year tenor bonds worth KR120 billion ($30 million), 
IFC bought 800,000. The funds will help HKL offer thousands of additional loans, most of them to 
women. The issuance highlights the complementary nature of ADB participation in capital market 
development. 
 
25. Inclusive Financial Sector Development Program, Subprogram 3 (2019–2021). With 
ADB’s support, the SERC has developed financial management and securities literacy programs 
targeted at university students and investment professionals, while the ARDB developed a 
training of trainer financial literacy program in basic accounting and cooperative management for 

 
6  ADB. 2016. Cambodia: Inclusive Financial Sector Development Program, Subprogram 1. Manila.   
7  Subprogram 3 is expected to be presented to ADB’s Board of Directors in the mid-2021. 

https://www.adb.org/projects/documents/cam-inclusive-financial-sector-dev-program-sp1-rrp
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rural farmers and agriculture cooperatives. There was significant female staff participation in all 
three financial literacy programs. Embedding financial literacy in all facets of society, starting with 
boys and girls, will enable Cambodians to better manage their financial resources and support 
enterprise and capital market development. In particular, the embedding of capital market literacy 
in society will ultimately contribute to the intermediation of contractual savings supported by the 
participation of insurance companies and pension funds in capital markets. 

 

26. In February 2020, NBC awarded ARDB a full commercial banking license and it adopted 
a three-year (2021–2023) business plan to serve the agriculture sector better, including through 
COVID-19 recovery measures. ARDB will support the transition of subsistence farmers into 
agriculture entrepreneurs and promote the role of agriculture SMEs in the agro-processing 
industry.  
 
27. SME credit guarantees. Supported by ADB, in October 2020, MEF established 
Cambodia’s first public credit guarantee scheme (CGS), which will be operated by the state-
owned enterprise, Credit Guarantee Corporation of Cambodia (CGCC). MEF provided CGCC 
with $200 million capital. The CGS, named Business Recovery Guarantee Scheme will be 
implemented in two phases, supporting SMEs and large corporates through COVID-19 recovery 
and beyond.  Phase 1 (2021–2022) will focus on survival and preparation for recovery; large 
corporates are also eligible for cover under this phase. Phase 2 (2023 onwards) will focus on 
recovery and economic diversification. The CGS will initially target priority and non-priority 
sectors, as well as gender aspects, rural areas, and job creation.8  A well-designed CGS will help 
to reduce the collateral constraints of Cambodian SME borrowers, de-risk bank lending to unlock 
financing for SMEs, and promote private sector development. The coverage of corporate 
borrowers in the database of Credit Bureau Cambodia will facilitate the assessment of the 
creditworthiness of MSME borrowers and could support the CGS operations. 

 

28. Financial stability and innovations in payment systems. The National Financial 
Stability Committee was established in 2020, as was the Nonbank Financial Service Authority 
(NBFSA), whose aim is to strengthen and ensure the effective management, control and 
development of the nonbank financial industry and to promote the development and use of fintech. 
It will unify the responsibilities of two existing nonbank financial regulators, MEF and SERC.9 The 
government has strengthened financial stability and improved crisis management through the 
regulation of fintech and capital market development. Regulation of fintech will be important for 
financial stability given its growing use in Cambodia’s financial sector. NBC issued regulations for 
Bakong,10 the successful and innovative peer-to-peer payment system available to retail 
customers of local banks and payment services providers, which uses distributed ledger 
technology to facilitate cashless transactions.11 NBC also adopted a national fintech development 
road map which will also contribute to improved digital financial literacy. The National Assembly 
approved the abrogation of the Law on Government Securities, 2007. The government prepared 

 
8 To further improve agriculture SMEs’ access to financing, the ARDB was selected as one of two participating  

financial institutions under the financial scheme output (debt, equity and credit guarantee) of an innovative ADB 
agriculture value chain support project: ADB. 2020. Cambodia: Agricultural Value Chain Competitiveness and Safety 
Enhancement Project. Manila.  

9 The nonbank financial sector regulated by newly formed Nonbank Financial Service Authority comprises insurance, 
private pensions, securities, social security, project bid management, accounting and auditing, real estate, and 
mortgages.  

10 Bakong payment system.  
11 Keita Sekiguchi and Tomoya Onishi. 2020.  Cambodia Debuts Digital Currency as Emerging Countries Lead Charge. 

Nikkei Asia. 29 October.  

https://www.adb.org/projects/documents/cam-50264-002-rrp
https://www.adb.org/projects/documents/cam-50264-002-rrp
https://bakong.nbc.org.kh/
https://asia.nikkei.com/Spotlight/Cryptocurrencies/Cambodia-debuts-digital-currency-as-emerging-countries-lead-charge
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for bond issuance by building the capacity of key agency officials through stakeholder consultation 
and workshops, and prepared a road map for issuance registration and trading. The abrogation 
aligned the operations of government securities with the Law on the Public Finance System and 
with annual or supplemental budget laws. The new law stipulates that proceeds and repayments 
of government securities are to be paid into and transferred from the current accounts of the 
government held at NBC. To further diversify the nonbank financial sector, the government 
promoted the establishment of collective investment schemes in trust form. Local currency 
government debt securities will establish a yield curve, which provides a meaningful benchmark 
for pricing financial products and is a prerequisite to developing the country’s capital market. 
 
29. Infrastructure. NBC launched the operational phase of Bakong (para. 6) and completed 
the first phase of the enhancement of Bakong to incorporate a large value payment system with 
the functionalities of a real time gross settlements system 
 

30. Complementarity. ADB TA complements, rather than competes with, other donors 
involved in financial sector development and deepening.  
 

31. International Monetary Fund. During the period covered by ADB’s first Financial Sector 
Development Program, the IMF installed a series of long-term experts at the NBC (Herve Leclerc: 
2001 to 2003, Patrick Hughes: 2003 to 2006, and Michel Dabadie: 2006 to 2008). The Money and 
Capital Markets Division of the IMF often makes use of such resident long-term experts, 
particularly in countries facing human resource capacity constraints or facing challenges that 
require intensive and continuous assistance. This multi-year TA project, financed by the 
government of Japan, was specifically aimed at strengthening the regulatory framework and 
supervisory practices. 

 

32. According to an IMF project review, during the first few years, the long-term experts  
focused on assisting the authorities in the process of re-licensing commercial banks, restructuring 
the banking system, building the fundamental legal and accounting framework, and training 
central bank staff in the basics. The focus shifted to bank supervision proper in 2003, when the 
long-term experts were tasked with improving regulations, introducing consolidated supervision, 
and strengthening off-site and on-site examinations. In terms of relevance, the Japanese Sub 
Account (JSA) projects covered by a subsequent evaluation were rated by the evaluation team 
“good to excellent.” In terms of effectiveness, the JSA projects were rated “modest to good” but 
closer to “good” than to “modest.”12 The completion of the DPS and bank resolution laws will be 
supported by the IMF. 

 

33. World Bank. As of 31 March 2017, the World Bank’s current financing support to 
Cambodia was $243.1 million (comprising $173.2 million in IDA financing and $69.8 million in 
trust funds) for 12 active projects. The portfolio was concentrated in health, education, livelihood 
improvement, water resource management and fisheries, national and rural roads, and public 
financial management.  Since 1997, IFC has invested and mobilized more than $950 million in 
Cambodia, focusing on the financial, education, infrastructure and agribusiness services. IFC’s 
partnership with ACLEDA Bank started in 1999, when the bank was a nongovernment 
organization (NGO). With financing and advisory services from IFC and other development 
agencies, ACLEDA Bank transformed itself from a largely donor-supported NGO into a highly 
successful commercial bank. Now, 16 years later, ACLEDA Bank is Cambodia’s largest bank, 
with a branch network in all provinces and municipalities. This network has helped the bank 

 
12 Ferry Philipsen, Murray Petrie, and Piero Ugolini. 2011. Evaluation of the Japanese Technical Assistance 

Subaccount Client: International Monetary Fund. Rotterdam, 29 June 2011. 

http://www.worldbank.org/ida/financing.html
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provide financing and financial services to micro, small, and medium enterprises (MSMEs) across 
Cambodia. Since 2015, IFC has invested $80 million in HKL—Cambodia’s fourth largest 
microfinance institution. The implementation of the DPS will be supported by the World Bank. 
 
34. ACLEDA Bank participates in ADB’s Trade Finance Program.13 This program fills market 
gaps for trade finance by providing guarantees and loans to banks to support trade. Backed by 
its AAA credit rating, the Trade Finance Program works with over 240 partner banks to provide 
companies with financial support to engage in import and export activities. The program offers 
both guarantee and funded products. Guarantee products, which account for the majority of 
ADB’s outstanding trade finance business, automatically commit the program to up to 85% of 
bank risk in support of trade transactions. Funded products include direct loans to banks to 
support pre- and post-shipment transactions while the Funded Risk Participation Agreement 
automatically commits the program to up to 50% of bank risk in support of funded trade 
transactions. In addition, together with the International Chamber of Commerce, ADB provides 
participating banks with research studies, such as a trade finance register, which provides annual 
default and loss rates on global trade finance transactions. ADB also publishes an annual Trade 
Finance Gap, Growth, and Jobs Survey which identifies and quantifies market gaps for trade 
finance and the impact of these gaps on economic growth and jobs. 
 

35. ADB’s Private Sector Operations Department (PSOD) completed two equity 
investments under its Faster Approach to Small Non-sovereign Transactions (FAST) 
framework.14 An equity investment of up to $10 million  in BRED Bank in the form of new equity 
(primary common shares) was proposed.15 In addition, PSOD recently completed a debt 
transaction with PRASAC Microfinance Institution Limited by providing $40 million in debt capital 
to provide financial products and services for MSMEs. In December 2020, PSOD completed a 
transaction for a loan facility of up to $20 million to Cambodia Post Bank Plc for the Expanding 
Micro, Small, and Medium-Sized Enterprise Lending in Cambodia Project.16 
 

36. IFC investments were supported by the International Development Association 
(IDA) private sector window. This is a new initiative to catalyze private sector investment and 
create jobs in IDA countries. The facility enabled IFC to provide medium-term, local currency 
funding at a local market rate to allow HKL to provide affordable loans to rural borrowers. This will 
not only expand local currency access for farmers and small business owners, it will also send a 
confident signal to help Cambodia develop local currency funding over the long term. 
 
37. A KOICA Cambodia Office opened in Phnom Penh in 2003 to strengthen the mutual 
relationship between the Republic of Korea and Cambodia.  In 2016, KOICA allocated  
$23 million to operations in Cambodia, making Cambodia the second largest development partner 
of KOICA globally. From 1994 to 2018, about 2,823 government officials were invited to attend 
training courses and master’s degree programs in the Republic of Korea under KOICA’s Capacity 
Building Program. During 2014–2017, KOICA performed in-depth research on current systems, 
laws and industry landscape relevant to the securities market in order to attract more initial public 
offerings and to increase trading volume. The aim was to strengthen Cambodia’s performance  in 
comparison with other ASEAN countries. KOICA also assessed the relevant IT infrastructure in 
Cambodia, analyzed, and included suggestions on designs and initial core program settings for 
IT systems, in cooperation with relevant IT personnel from Cambodia. KOICA undertook policy 

 
13 Trade and Supply Chain Finance Program.  
14 ADB. 2015. Faster Approach to Small Nonsovereign Transactions. Manila. 
15 ADB. 2018. Equity Investment in BRED Bank Cambodia (BBC): FAST Report. Manila. 
16 ADB. 2019. Expanding Micro, Small, and Medium-Sized Enterprise Lending in Cambodia Project. Manila.  

https://www.adb.org/site/trade-finance-program
https://www.adb.org/documents/chairs-summary-31-march-2015
https://www.adb.org/projects/documents/cam-51160-001-rrp
https://www.adb.org/projects/53089-001/main#project-documents
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consulting on establishing a long-term plan with a detailed strategy and draft laws to promote the 
securities market and engage in public awareness campaigns and education programs. 
 
38. Internal ADB evaluations. There have been three program completion reports (PCRs) 
covering the first three Financial Sector Development Programs17 and all rated the programs 
highly successful. However, a subsequent validation downgraded the rating of the first program 
to successful. Recommendations from the most recent PPER noted a need to monitor program 
objectives closely as part of the policy dialogue under the post-program partnership framework, 
especially with regard to making adequate resource allocations for financial sector supervision of 
the expanding scope of the financial sector in Cambodia.18 Likewise, a Cambodia country 
assistance program evaluation (CAPE) in 2009 noted that ADB assistance had made an important 
contribution to planning and guiding sector reform, through the financial sector blueprint and the 
SME development framework.19 The CAPE also noted that ADB’s assistance had made an 
important contribution to improving access to finance throughout Cambodia.  
 
D. Performance of Cambodian Finance Subsectors 
 
39. Composition of the banking sector. At the end of 2020, Cambodia’s banking system 
comprised: (i) 52 commercial banks; (ii) 13 specialized banks; (iii) 81 registered microfinance 
institutions (MFIs), of which six were microfinance deposit-taking institutions and 75 MFIs;  
(iv) four third-party processors; (v) 245 rural credit institutions; (vi) 15 financial lease companies; 
(vii) one credit bureau; (viii) 24 payment service institutions; and (ix) 2,882 money changers. 
 

40. Banking remains the dominant conduit of Cambodian finance. With the exception of 
the ARDB, the country’s banks are all privately-owned and many are controlled by foreign 
shareholders. Banking system assets are distributed between foreign banks (52.9%) and 
domestic banks (47.1%) with specialty banks representing only a small portion of the sector. 
Lending concentrations include retail trade (15.4%), wholesale trade (11.0%), owner-occupied 
housing (11.4%), agriculture, forestry and fishing (7.3%), construction (9.5%), personal essentials 
(8.7%), real estate activities (8.4%), other non-financial services (5.9%), manufacturing (4.4%), 
hotels and restaurants (4.4%), and other sectors (13.6%) 

 

41. Financial performance metrics appear favorable. Reported aggregate capital ratios 
have declined over the past few years as asset growth has remained rapid, but at 24.0% remain 
well above regulatory minimums. Likewise, asset quality has remained fairly stable, with a modest 
reduction in the gross nonperforming loan (NPL) ratio, which fell from 2.4% in both 2016 and 2017 
to 2.2% in 2018 and 2.0% in 2019. The overall liquidity position of banks was strong, with the 
liquidity coverage ratio for the sector recorded at 155.7% (158.7% in 2018), considerably higher 
than the required 100.0% minimum mandated as of 1 January 2020 in NBC’s phased 
implementation.  Profitability ratios remained stable, with a sector return on assets of 1.9% in 
2019 (1.6% in 2018) and a return on equity of 9.8% (8.4% in 2018).   

 

42. Nevertheless, there are a number of fundamental issues that pose a potential 
systemic risk. First, the IMF has noted that Cambodia’s real per capita credit gap, which 
measured excess credit growth, is high (around 10%). Rapid credit growth—growth was on 
average 22.3% per year between 2015 and 2019–will strain back-office systems and typically 
introduces higher levels of credit risk into the banking system. Moreover, risks arising from rapid 

 
17 ADB. 2008. Completion Report: First Financial Program Cluster. Manila; and ADB. 2011. Completion Report:  Second 

Financial Program Cluster. Manila; and ADB. 2016. Completion Report: Third Financial Program Cluster. Manila. 
18 ADB. 2009. Cambodia: Performance Evaluation Report for the First Financial Sector Program Loan Cluster. Manila. 
19 ADB. 2009. Country Assistance Program Evaluation: Cambodia. Manila.  

https://www.adb.org/projects/documents/first-financial-sector-program-cluster
https://www.adb.org/projects/documents/cam-third-financial-sector-program-sp1-sp2-sp3-pcr
https://www.adb.org/documents/cambodia-first-financial-sector-program-loan-cluster-loans-1859-cam-1951-cam-and-2185-cam
https://www.adb.org/documents/country-assistance-program-evaluation-cambodia-growth-and-sector-reform-2009
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credit growth are magnified by weaknesses in risk management systems, including: (i) a limited 
ability to identify problem credits in a timely manner; (ii) high lending concentrations in the real 
estate sector; and (iii) a large reliance on external funding denominated in US dollars. The 
economy is extensively dollarized, accentuating the need to maintain exchange rate stability and 
to ensure financial stability: banks are highly dependent on deposit funding, predominantly in 
dollars, and the need for dollar liquidity is high. Hence, there is effectively no lender of last resort. 
The last IMF Article 4 consultation included a number of priority recommendations, including:  
(i) strengthening macro-prudential tools, including adoption of concentration limits and/or higher 
capital charges for higher risk sectors; (ii) strengthening monitoring of loan portfolio composition 
and the adoption of prudential credit underwriting guidelines; (iii) introducing liquidity risk 
management frameworks (along with the imposition of reserve requirements on foreign currency 
deposits); and (iv) developing counter-cyclical capital requirements. In addition, the government 
was urged to implement measures to improve the identification of problem loans, further limit  
inter-company, related and large lending exposures, and to ensure accurate accounting and 
prudential reporting.  
 
43. The microfinance sector has grown significantly, with total aggregate assets 
increasing to $8.9 billion at the end of 2019 and total aggregate deposits increasing to  
$3.8 billion. Assets are concentrated in three deposit-taking institutions which, together, account 
for 62% of total microfinance assets; Prasac Microfinance Limited (35.3%), Amret Company 
Limited (13.1%), and Hatta Kaksekar Limited (13.9%). After growing by more than 30% a year 
over the period 2010–2014, growth rates have moderated somewhat but remain high at around 
32.8% year-on-year.20  

 

44. The microfinance sector has continued to develop and expand its reach by diversifying 
into more financial services beyond credit and saving services. Microfinance companies now 
engage in money transfer services, movable banking services, and microinsurance services. 
Some have ATMs. Moreover, MFIs have a broader reach, with operations in all 25 provinces and 
cities: 1,453 offices in Phnom Penh, 406 in provinces and cities, and 965 in districts. MFIs employ 
a total of 35,169 staff. Key sectors for lending include households (34.1%), agriculture (19.4%), 
trade and commerce (18.3%), services (14.4%), construction (3.5%), transportation (5.7%), and 
others (4.6%). In the most recent Article 4 consultation, the IMF noted the increasing systemic 
importance of the microfinance sector, and in particular the importance of several large deposit-
taking institutions. Recommendations were made to strengthen supervision, especially with 
regard to preventing regulatory arbitrage, and to incorporate these institutions into a 
comprehensive crisis management framework.21 Specific recommendations include 
standardizing asset classification guidelines with those of the banking sector, adoption of unified 
accounting and provisioning standards, and the adjustment of reserve requirements to mirror 
those of banks. In addition, the IMF recommended that regulatory capacity be strengthened and 
that risk-based supervision techniques be applied.  
 

45. Generally, the financial performance of the microfinance sector has been sound. 
NPLs represented only 0.8% of gross loans at year-end 2019, although a number of small,  
non-deposit-taking microfinance institutions have reported very high NPL ratios. As of December 
2019, the industry solvency ratio was 18.9%, above the minimum required (15%), and its reported 
return on average assets was 2.8%. The return on equity was 14.8%. 

 

 
20 The industry recorded growth rates in excess of 50% per annum in 2012, 2013 and 2014. 
21 The large institutions obtain the funding from external sources, although some are raising institutional money 

onshore. 
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46. Financial technology is expanding. With over 25 start-ups, Cambodia’s fintech start-up 
landscape remains modest but is nevertheless growing steadily. Unsurprisingly, payment and 
remittances are the most common activities, with 16 start-ups. These include Wing (a mobile 
banking services provider targeted at the unbanked), PayGo22 (a digital wallet), TrueMoney23  
(a mobile payment provider), and Prasac (one of the largest MFIs in Cambodia). Cambodia also 
has start-ups tackling alternative finance, including TosFUND (crowdfunding), Karprak (online 
peer-to-peer lending), Bima (insurtech),24 Agribuddy (credit rating), Banhji (accounting services), 
and CryptoAsia (blockchain technology). The Cambodia Fintech Association covers the 
Cambodia fintech community, including fintech startups, hubs, accelerators, and Venture capital 
startups. 
  
47. Leasing companies remain small. At year-end 2019, there were 15 financial leasing 
companies, with total assets of $335.5 million and total financial leases of $287.0 million. These 
companies had a total of 92,289 customer accounts. Financial leasing services have been 
provided to various key sectors, including agriculture (9.3%), households (28.5%), construction 
(6.9%), trade (6.1%), transportation (14.2%), services (17.9%), and others (17.1%). Consumer 
demand has made the financial leasing market more attractive for investors, both locally and 
internationally. 

 

48. Capital markets have not achieved a critical mass. The SERC was established in 2008 
and the Cambodia Securities Exchange was formed in collaboration with the Korea Exchange in 
2011. Seven companies have listed. A legal framework, including listing rules, covers basic types 
of equity and debt securities and standard convertible or derivative securities. However, given 
Cambodia’s size, a critical challenge to the further development of the securities market is the 
country’s dollarization and the need for the market to achieve a critical mass. Development efforts 
should focus on increasing the liquidity and depth of the market by enhancing its simplicity and 
flexibility, lowering market access costs, providing an appropriate level of regulation and 
enforcement, and educating investors.  

 

49. Counterintuitively, the nonbank financial sector (e.g., insurance companies and 
pensions funds) and the money and government bond markets lag behind the equity 
market. However, the SERC is making a significant effort, with the help of ADB, to establish a 
fledgling corporate bond market. HKL issued Cambodia’s inaugural corporate bond in October 
2018 for a total value of $30 million equivalent in local currency. The bonds were issued under 
the ASEAN+3 Multi-Currency Bond Issuance Framework (AMBIF) (footnote 1). Further 
developments are described in para. 9. Typically, the issuance of government bonds provides a 
risk-free government yield curve which sets the benchmark for a corporate bond market. 
However, Cambodia has not prioritized government borrowing through the issuance of debt 
securities because it currently enjoys cheap borrowing from alternative bilateral sources. 
Nevertheless, corporate bond issuance should complement a government bond program as and 
when it materializes.  

 

50. Insurance. There are currently 38 licensed insurance companies, 13 insurance brokers, 
and 26 insurance agents in Cambodia. In addition, the Financial Sector Development Program  
supported the privatization of the only state-owned insurance company, the introduction of 
compulsory insurance, and the expansion of the insurance sector. Gross premium receipts from 
all insurance products were $272.9 million as of December 2020. Domestic insurance companies 

 
22 Paygo.com.kh.  
23 Truemoney.com.kh.   
24 Insurtech refers to the use of technology to achieve savings and efficiency from the current insurance industry model. 

https://www.wingmoney.com/
https://www.tosfund.com/
http://karprak.com/
https://www.agribuddy.com/
https://banhji.com/
http://www.cryptoasia.co/
https://paygo.com.kh/
https://www.truemoney.com.kh/
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may be 100% owned by a foreign investor, provided the company is registered as a public limited 
company.  

 
51. The insurance market is small compared with those in other Association of 
Southeast Asian Nations (ASEAN) countries but has grown steadily. However, maintaining 
this growth rate will become more challenging as life insurance companies attempt to build their 
client bases and accumulate long-duration liabilities, which currently cannot be matched with  
long-term investments. Growth rates have moderated somewhat as the environment has become 
more competitive due to increasing penetration into a market of limited size and the absence of 
longer-term investments that need to be matched with long-duration liabilities. 

 

52. Pensions are limited and publicly funded. Civil servants and veterans receive pension 
benefits from the National Social Security Fund for Civil Servants (NSSF-C) and the National 
Fund for Veterans (NFV), respectively with benefits ranged from 60% to 80% of the recipient’s 
last basic salary. These funds are fully financed from public revenue. Only public sector 
employees are covered. One of the goals of the Financial Sector Development Strategy,  
2016–2025 is to create a social protection law and a pension law to be drafted and implemented 
by 2022. A mandatory pension fund for the private sector is planned within the next two and a half  
years, according to the report. This could include passing laws that require employers to place a 
percentage of their employees’ salaries into pension funds, which would be managed by banks 
or other financial institutions. 
 

53. Mortgages are rapidly growing. One notable exception to the dearth of longer-term 
financing is the presence of retail mortgage lending. In recent years, Cambodia has experienced 
rapid growth in real estate credit. In 2011, MFIs started to look seriously into housing microfinance 
as a separate product line (previously the common practice was for some MFIs to offer housing 
as part of a personal use or general-purpose loan). In 2020, real estate credit made up 
approximately 26.3% of the total credit portfolio in the banking system (24.8% in 2019), of which 
banks accounted for 97.3%, MFIs for 2.5%, and financial leasing companies for 0.2%. This 
represents a real estate credit growth rate of 24.5% in banking (down from 37.9% in 2019) and 
23.4% in MFIs (up from 12.3% in 2019). In 2020, bank loans to the real estate sector (construction, 
real estate activities and mortgages for owner-occupied housing) were $10.1 billion and MFI loans 
were $0.26 billion. 

 

54. In 2012, the MicroBuild Fund, an investment vehicle initiated by Habitat for Humanity 
International with support from the Omidyar Network and managed by Triple Jump, entered 
Cambodia. This funding focused on MFIs with scalable housing portfolios, based on the 
hypothesis that, to catalyze the growth of home improvement loan products, funds would be 
required that matched the longer loan terms paired with advisory services to build MFI capacity. 
MicroBuild has invested $39 million in 27 MFIs in 18 countries around the globe, bundled with  
$2 million worth of technical assistance. These investments have assisted partner financial 
institutions to maintain housing microfinance portfolios worth $238 million, spread among 136,000 
active clients. Today MFIs offering individual home improvement loan products in Cambodia 
include LOLC (formerly TPC), First Finance, Hattha Kaksekar Limited, and Amret.25 

 

55. Increasing home ownership reflects the deepening of the financial sector. However, when 
real property is employed as an inflation hedge and speculative vehicle (in the absence of suitable 
alternative investments) rather than primarily for residential use, price distortions can arise. 
Financing real estate purchases in an alternate currency may also lead to financial instability. 

 
25 Accion: Center for Financial Inclusion, 20 October 2015. 
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E. The Road Ahead: Mature Challenges, Delays and Setbacks 
 

56. Recurrent aversion to introduction of deposit insurance. ADB made a proposal to 
introduce deposit insurance to NBC and the Bankers Association in 2002. The drafting of deposit 
protection and bank resolution laws is being supported by the IMF. Once the legal framework has 
been established, the World Bank will support the establishment of a fund and its implementation. 
 

57. Money and government bond markets do not yet exist. This: (i) prevents the 
development of a market-priced yield curve to establish a riskless rate of return; (ii) deters pricing 
of long-term assets in domestic currency; and (iii) prevents low-risk borrowers from using bonds 
as an alternative to bank borrowing. 

 

58. Little progress in dedollarization. The extensive use of the US dollar constrains the 
wider use of market-based instruments in implementing monetary policy and reduces the 
government’s flexibility in times of financial stress. 
 

59. Credit expansion and financial stability. In recent years, annual credit growth has 
averaged nearly 23%, with real estate and mortgage lending growing at rates of 37.9% in  
2018–2019. The already high credit-to-GDP ratio increased further to over 92% by the end of 
2019. Because of the associated risks and the government’s Financial Sector Development 
Strategy Plan, the National Bank of Cambodia (NBC) has begun work to enhance regulatory and 
supervisory frameworks to buttress the safety and soundness of the financial system. The multi-
year TA project of the Money and Capital Markets Division of the IMF, financed by the government 
of Japan, aims to strengthen the regulatory framework and supervisory practices to enable 
effective implementation of risk-based supervision (para. 31). This project has helped the 
authorities to revise and implement several important regulations, including on capital, impairment 
provisioning, and liquidity. It has also helped to improve systemic financial stability analysis at the 
NBC. The scope of the banking dashboard has been expanded with a view to producing a 
standardized financial stability report. The project has encouraged some organizational changes 
at the NBC to streamline supervision and financial stability and has trained NBC staff on stress 
testing. Effective implementation of risk-based supervision typically requires medium- to long-
term engagement.  
 

60. The emergence of mass retail finance. The aggressive growth of bank retail lending 
and the sizable entry of microfinance, coupled with the emergence of fintech, may cause some 
confusion in the market for retail finance as each business model competes in an increasingly 
overlapping market for retail borrowers. 

 

61.  Distribution channels for retail credit are rapidly expanding. Between 2018 and 2019, the 
number of ATMs increased from 2,173 to 12,672, the number of debit cards increased from 
2,172,263 to 2,649,595, and the number of credit cards increased from 102,151 to 111,739  
year-on-year.  
 

 
Table 2: Growth of Debit and Credit Cards in Cambodia 

 

Item 2012 2013      2014 2015 2016 2017 2018 2019 

Debit 
card 

957,556    1,010,858    1,296,875 1,439,887    1,548,120     1,813,435    2,172,263 2,649,595 

Credit 
card 

18,198 24,412 31,261 39,836 55,402 74,130 102,151 111,739 
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62. According to an Open Institute survey, 96% of Cambodians own a mobile phone and there 
are over 20 million total units in use. More than 99% of those participating in the survey said they 
had access to a phone. A recent study by the Cambodian Agricultural Value Chain program noted 
that between 2015 and 2017 mobile phone penetration in the countryside increased by 20%. 
Cambodia has 21.24 million mobile phone accounts in a nation of 16.29 million people. 
 
63. There were 9.70 million internet users in Cambodia in January 2020. The number of 
increased by 1.3 million (+15%) between 2019 and 2020. Internet penetration in Cambodia 
stood at 58% in January 2020, A 2016 study published by The Open Institute found that more 
than 37% of Cambodians aged 15 to 65 claimed to use the internet, or to have been exposed to 
it at some point in their lives. With only 5% of the population having a bank account, there is a 
huge opportunity for fintech players to offer more accessible, affordable, and convenient financial 
services through digital platforms.  

 
Typical Mass Retail Banking Segmentation of Individual Customer Base 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

64. This collision may be particularly rapid and acute as mass scale is a major determinant 
of success in this business line, intensifying the fight for retail customers. The golden rule of 
mass retail banking is that it only really works across a broad range of customers, meeting a 
broad range of needs in a fairly standardized way. Without this it will not achieve the economies 
of scale that underpin profitability in mass retail markets.26 
 
65. In the above figure, the client base of a typical mass retail bank is built from the poor up 
to the highest value segments. Cost control is crucial to extracting short-term value out of the 
bottom of the base because most new entrants and poor clients can afford to make very few 
contributions to fixed overheads; such customers will grow more valuable in time, but initial cost 
allocations cannot anticipate this. It is much safer to meet their needs by stretching the productivity 
of existing capacity than to expand it specifically for them. This leaves the mass middle portion of 
the customer base to carry the largest part of the main fixed cost base of the bank. Paradoxically, 
top-end customers are a bit like the poor, despite generating more income. If they can be serviced 
using the same infrastructure as the mass middle they will create profit for the bank, but if there 
are too many special systems and processes, this will raise the marginal cost–income ratio of 
serving them and profits for the bank as a whole will decline. It is important to understand that this 

 
26 World Savings and Retail Banking Institute. 2012. Mass Retail Banking: How Savings Banks in Africa, Asia and 

America can Provide Usable Services to the Poor. Brussels. 
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model is not static; most clients, even poor ones, will progress over time to higher levels once 
they break out of poverty. The business impact of combining services in this way is obvious from 
looking at the way savings can be amortized and spread over an increasing customer base to 
deliver economies of scale (footnote 22). Research on scale economies reveals strong evidence 
that operational efficiencies and size are positively correlated.27 
 
66. While the implications for increased financial inclusion in Cambodia are brightened by both 
bank retail expansion and the promise of mobile telephony and other remote banking products, 
the impact of these developments on microfinance institutions may not prove entirely benign. 
They could challenge the previous high contact, personal model of traditional microfinance. Efforts 
need be expended on both educating the financially excluded in the use, cost and risks of new 
(particularly mobile) banking and funds transfer products, while also assisting microfinance firms 
to conduct profitability and business risk analyses. NBC policy makers should review and revise 
retail banking regulations in order to harmonize them among the three groups of competitors. This 
could include reviews of capital required, permissible loan sizes, provisioning rules, and the 
segregation of depositor funds. 

 

67. The imperative of deposit insurance. In order to elevate the prominence of the riel, to 
offer safe facilitation to small depositors and the presently unbanked, and to integrate Cambodia’s 
dollar-based high-end tourism and its manufactured garment sectors into the general Cambodian 
economy, it is essential that there be safe repositories for riel-based savings. The government is 
aware of the various kinds of deposit insurance schemes prevalent today, and must proceed with 
implementing them. The Cambodian financial sector has expanded to such an extent that 
inordinate deposit outflows would trigger systemic disruptions that would demand central bank 
intervention. The question now is not “when will some form of deposit protection be needed?” but 
rather “will it be preconceived and orderly, or impromptu?” 

 
68. Financial maturity: domestic currency bond market. The development of domestic riel-
based money and debt markets holds the key to much of Cambodia’s financial sector maturation. 
Market-priced government debt instruments convey consensus inflation expectations and serve 
as the base rate by which other financial instruments will be priced. In their absence, longer 
maturity debt, and the debt of low-risk, proven borrowers are less confidently priced by savers. In 
the presence of a yield curve for a riskless rate of return, proven borrowers can bypass bank 
intermediation and deal directly with savers, reducing transaction costs and incentivizing banks 
to move down market in search of new clients. The absence of these markets forestalls SME 
lending. 

 

69. Dollarization. Cambodia’s growth model, which emphasizes a market-based approach, 
relies heavily on foreign direct investments supported by inexpensive, low-skilled, and abundant 
labor. These strategies have skewed local preferences towards the US dollar. There are benefits 
to dollarization, such as limited exchange rate movements, which promotes investment and 
provides a stable environment for the implementation of a prudent fiscal policy. However, 
dollarization comes at a cost. It constrains the wider use of market-based instruments in 
implementing monetary policy and reduces the government’s flexibility in times of financial stress. 
To address this, the government has been promoting the use of local currency, focusing on retail 
and relatively small recurrent transactions such as payroll and utility bills, as well as tax payments 
above KR40 million. Despite this, local currency money and government bond markets, which are 

 
27 J. Zacharias. An Investigation of Economies of Scale in Microfinance Institutions. The Leonard N. Stern School of 

Business: Glucksman Institute for Research in Securities Markets. 16 April 2008. 
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the essential building blocks for developing an effective monetary policy and financial system, do 
not yet exist. 
 
70. To conclude, the post-program partnership framework (P3F) reflects the government’s 
commitment to sustaining reform and will further strengthen the achievements of ADB support up 
to 2025. The P3F includes: (i) mainstreaming financial literacy in the national curriculum;  
(ii) rolling out of guarantees from the CGCC to SME borrowers and targeting businesses owned 
by women; (iii) issuing local currency government bonds; (iv) operationalizing a large value 
payment and settlements system; (v) removing Cambodia from the FATF “grey list;” and  
(vi) submitting the proposed deposit protection and bank resolution laws to the National Assembly, 
which include designating a resolution authority to apply resolution tools to safeguard the public 
interest and ensure the continuity of critical banking functions in the event of a financial crisis 
These reforms will be supported by ADB and other development partners.  


