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ECONOMIC ANALYSIS 
 

A. Macroeconomic and Sector Context 
 

1. Cambodia, since the early 1900s, has transitioned from a centrally planned and isolated 
economy to one that is market-oriented and globally integrated. As a result, the country 
experienced rapid growth from the early 2000s to 2013.1  The economy is projected to grow at 
about 7% annually during 2014–2018.2 
  

2. Structural transformation has contributed to the country’s rapid economic growth. 
Agriculture, which accounted for close to 50% of total economic output in the mid-1990s, 
currently accounts for about 35% of the country’s GDP.3 Although agriculture’s share of GDP 
and the labor force has declined, the sector remains a significant source of both economic 
growth and employment. On the other hand, the service and industry sectors’ shares of GDP 
and the labor force have increased. The service sector in 2013 accounted for more than 40% of 
Cambodia’s GDP while the industry sector accounted for approximately 25%.4 The current 
economic structure reflects low demand for skilled labor, especially high-level skills. 

 

3. Contributing to the growth of the country’s economy are foreign direct investments (FDI) 
which have significantly grown steadily over the period 1998–2012 and subsequently enabled 
Cambodia to diversify its economy to include high value-added outputs, such as automotive 
parts and electronics, to its revenue-generating products.5 Given its bright economic prospects 
and barring any external shock, Cambodia’s growth is expected to continue over the next five 
years. 

 

4. Cambodia’s economic growth led to significant reduction in poverty incidence, with the 
country’s poverty rate decreasing from 47.8% in 2008 to 18.9% in 2012.6 A significantly large 
proportion (about 80%) of those living in rural areas account for about 90% of the country’s poor 
population.7 In 2014, the adult literacy rate for the population 15 years and older was 
estimated at 78%.8 The improvement in adult literacy has been driven mainly by improved 
primary education outcomes, which have led to improvements in enrollments in both lower 
secondary education and upper secondary education (USE).9 Despite improvements, the gross 
enrollment rate in SY2013/2014 for lower secondary education was still only at 51.5%, while for 
USE it was estimated at 23.8%.10 

 

5. Cambodia’s ongoing improvements in its education system must be seen within a 
historical and social context of frequent conflict, fragility, and a strongly hierarchical social and 
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political structure that persists and greatly affects the performance of the education sector.11 
These factors pose new challenges to meeting the increasing demand for highly skilled labor by 
the industry and service sectors, and to sustaining high rates of growth. The government has 
realized Cambodia needs to improve the competencies of its labor force in order to transition 
from low-skilled, labor-intensive activities to those that generate higher value. 
 

B. Rationale for Investing in Upper Secondary Education 
 

6. Cambodia’s population, as of 2015, was estimated at 15.1 million.12 As the working age 
population (aged 25–54) grows, it is expected that the demand for education and, consequently, 
jobs, will increase. At the same time, as the expanding economy further modernizes, the 
industry and service sectors will continue to generate demand for highly skilled labor from the 
country’s growing workforce. These structural changes will generate greater demand for better 
quality education. 
  

7. The issue of low quality and ineffective education, especially USE, needs to be 
addressed by the Government of Cambodia if it is to move forward and meet the requirements 
of a modernized and industrialized economy. This is in light of the growing difficulties being 
faced by domestic and foreign firms in Cambodia in filling job positions due to lack of qualified 
candidates. A report prepared by the Asian Development Bank and the International Labour 
Organization highlighted the skills gap and acknowledged that despite the progress in school 
enrollments, the supply of educated and skilled workers falls short of labor market demand.13  
 

8. The challenge for Cambodia’s USE, and for the education sector, is to generate 
graduates (and leavers) who are not only technically skilled but also have the capacity to 
critically analyze and solve problems based on scientific knowledge and logic, which are 
important requirements for communicating ideas in a decision-making environment. The role of 
the government in meeting this challenge is to establish policy reforms to facilitate 
improvements in Cambodia’s education system, especially to (i) clearly defining the 
responsibilities and accountabilities in the delivery of improved quality education, and (ii) 
increasing access to quality education among age-eligible secondary education students at the 
central and local levels. Enhanced quality of education, improved delivery of education-related 
services, and increased equitable access to education are key enabling factors that will help 
Cambodia's poorest families move out of poverty and improve their social well-being.14 
 
C. The Upper Secondary Education Sector Development Program 
 
9. The program is envisioned to increase the USE gross enrollment rate from about 25.1% 
(during the baseline of SY2015/16) to 30% by SY2020/2021, an increase of about 51,161 USE 
students attending upper secondary schools (USS). This target will be achieved through three 
interrelated outputs that are intended to improve (i) access to USE; (ii) quality and relevance of 
USE; and (iii) institutional capacity for planning, management, and delivery of USE. The 
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interventions proposed under each output are envisioned to produce additional members of the 
labor force who will be equipped with better technical, cognitive, and behavioral skills. The 
program will be funded by (i) a project investment loan of $30 million; (ii) government counterpart 
funding of $3 million; and (iii) a policy-based loan amounting to $15 million for a total program cost 
of $48 million.  The program includes policy and advisory technical assistance amounting to $1.1 
million, which will provide  timely and critical support and advice on major policy areas to enhance 
the quality and effectiveness of  secondary education.   
 

D. Cost–Benefit Analysis and Sensitivity Analysis 
 

1. Assumptions Applied in the Economic Analysis 
 

10. Key assumptions applied in the economic analysis, for projecting the number of students 
completing USE, under with- and without-program situations, are provided in Table 1.15 

 

Table 1: Assumptions for Projecting Number of Students Completing Upper Secondary 
Education 

Item Without Program With Program Increment 

Number of students
a
 262,072 313,233 51,161 

Gross enrollment rate
b
 25.1% 30.0% 4.9% 

Promotion rate for Grade 10 to Grade 11
c
 82.2% 90.0% 7.8% 

Promotion rate for Grade 11 to Grade 12
d
 88.8% 90.0% 1.2% 

Dropout rate at Grade 12
e
 45.0% 28.0% -17.0% 

Employment rate of USE students who decide to 
seek work after completing USE requirements

f
  71.0%  

MOEYS = Ministry of Education, Youth and Sport; USE = upper secondary education. 
a
 Number of students under the without-program situation (baseline SY2015/16) while for the with-program 

situation, this is the target to be achieved under the program. 
b
 Gross enrollment rate under the without-program situation (baseline SY2015/16) while for the with-program 

situation, this is the program target for SY2020/2021 as set by MOEYS. 
c
 Promotion rate for Grade 10 to Grade 11 under the without-program situation is the actual rate for 

SY2015/16 while the rate under the with-program situation is the program target for SY2020/2021 as set by 

MOEYS. 
d
 Promotion rate for Grade 11 to Grade 12 under the without-program situation is the actual rate for 

SY2015/16 while the rate under the with-program situation is the program target for SY2020/2021 as set by 

MOEYS. 
e
 Dropout rate under the without-program situation is the actual rate for SY2015/16 while the rate under the 

with-program situation is the program target for SY2020/2021 as set by MOEYS. 
f
 Participation rate of USE student graduates who finish USE requirements and who decide to seek work 

immediately after graduation is based on Government of Cambodia, Ministry of Planning, National Institute 
of Statistics. 2010. Cambodia Socio-economic Survey. Phnom Penh. 

Source: Data derived from the Evaluation and Monitoring Information System (EMIS) of MOEYS. 

11. Other assumptions applied in the economic analysis are as follows: (i) all economic 
benefits and costs are in constant 2016 prices; (ii) economic benefits, mainly the future earnings 
of USE graduates, are estimated using the world price numeraire method and expressed in 
economic terms by applying a shadow wage rate factor (SWRF) of 0.7516 and adjusting the 
resulting value by a standard conversion factor (SCF) of 0.90;17 (iii) the program’s economic life 
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is assumed at 25 years; (iv) the program’s economic internal rate of return (EIRR) is calculated 
based on a discount rate of 12%; (v) average annual future earnings (financial) of workers with 
USE credentials is based on the net present value of the average wage of $106/worker/month or 
$1,272/worker/year as estimated for 2016,18 which is projected over a period of 20 years of 
employment and then annualized to arrive at a value of $475/worker/year; (vi) total capital 
investment cost (excluding price contingencies, interest charges, fees, and taxes) is spread over 
the 5-year program implementation period; (vii) economic investment costs are estimated using 
the world price numeraire method by (a) applying a SCF of 0.90 for the non-tradable component 
that comprises about 30% of total investment cost, (b) adjusting the non-tradable labor 
component (about 50% of investment cost) by a SWRF of 0.75 and further adjusting this by a 
SCF of 0.90, and (c) assuming the financial value of the foreign cost component (about 20% of 
investment cost) to be equal to its economic value; (viii) incremental program-related operation 
and maintenance costs are assumed at 3.0% of total capital cost;19 (ix) replacement of 
equipment is assumed to be carried out every 5 years, with replacement cost included in the 
operation and maintenance costs;20 (x) average annual recurrent cost of USS is based on the 
MOEYS’s estimated recurrent cost of $6.16 million/year for schools covered under the program 
and projected to increase by 10% annually until 2041;21 and (xi) economic opportunity cost of 
USE students is about $162/worker/year or about $486/worker over the 3-year USE 
curriculum.22

 

 

2. Quantification of Benefits and Costs 
 

12. Benefits from improved future income-generating capacity of USE graduates. 
Improved access to and quality of secondary education are expected to bring about significant 
economic benefits in terms of increased enrollment rates, increased graduation rates, and 
improved capacities to earn among USE students who have completed all USE requirements and 
who have decided to find employment immediately after passing grade 12. The total number of 
USE graduates during 2021–2041 is estimated at 572,991, of which about 71%, or 406,823 
graduates, will be able to find employment. The economic benefits from income generated by 
USE graduates who are able to find employment is estimated based on the economic value of 
the earnings (about $321/worker/year) of one graduate.23 This value is then multiplied by the 
number of USE students who have gained employment during a particular year and projected 
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over the period 2021–2041. The incremental economic benefits derived from annual income 
generated by USE students finding employment are projected to increase from $0.90 million in 
2021 to $130.47 million in 2041. Total economic benefits from improved income-generating 
capacity of USE graduates during 2021–2041 is estimated at about $1,321.55 million. 
 

13. Benefits from improved management of USS. The training provided under the program 
will strengthen capacity of education administrators and managers in policy making, planning, 
and management, thereby improving efficiency in school operations and delivery of educational 
and instructional services in the schools covered by the program. Training on improved delivery 
and management of teaching services, supported by effective policy reforms, will improve 
learning outcomes, lower repetition and dropout rates, and improve promotion and completion 
rates. The program will improve cost-effectiveness by increasing capacity utilization of upper 
secondary education schools, thereby decreasing the unit cost of financing secondary education 
students. The total financial benefits resulting from the program are estimated by multiplying the 
decreased cost per student by the total number of students under the with-program situation 
during 2019–2041.24 The estimated economic benefits from improved efficiency in USS are 
estimated at about $0.57 million in 2019 and projected to increase to $11.88 million in 2041. The 
total accumulated economic benefits due to improved efficiency are about $114.66 million for the 
period 2019–2041. 
 

14. Estimation of Costs. Economic costs are at constant mid-2016 prices. Local cost 
components such as non-tradable labor cost components, which account for 50% of total 
investment cost, are expressed in economic terms using a SWRF of 0.75 and SCF of 0.90, 
while non-tradable cost components, which account for about 30% of investment cost, are 
expressed in economic values by a SCF of 0.90. Foreign cost components, 20% of total 
investment cost, are assumed to be mainly traded components, and their financial value is 
assumed to be equal to their respective economic values. Incremental operation and 
maintenance cost is assumed at 3.0% of capital investment costs, and includes replacement of 
all equipment every 5 years. Recurrent cost of USS covered by the program are in 2016 
economic values and projected over the period 2017–2041 at an annual growth rate of about 
10%. Estimates of opportunity costs of USE students’ time spent in school are based on 
average annual wages that they would have earned in jobs while attending USS. 
 

3. Results of the Economic Analysis 
 

15. The calculated EIRR for the investments under the program’s project loan is about 13.8%, 
indicating that it is economically viable as its value is above the economic opportunity cost of 
investment of 12.0%. Sensitivity analysis indicates that the EIRR is sensitive to changes in costs 
and enrollment, as the sensitivity indicator values for these variables are significantly greater 
than 1. Switching values confirm the sensitivity of the EIRR to changes in cost and enrollment, 
as relatively small changes in these variables result in significant changes in the recalculated 
EIRR. 
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