
 

SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT1 
 

Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 

1. Historical, institutional and economic background. Cambodia is a unitary state with 
central and subnational administrations. Movement towards modern democratic systems of 
governance and public finance only commenced in the 1990s following many years of conflict. 
Under strong central administration control, both central and subnational administrations are 
working in tandem to improve service delivery. Progress on the implementation of reforms, 
including improvements to public financial management (PFM) systems and outcomes have 
underpinned strong macroeconomic performance, including rapid economic growth, better 
service delivery, and rapid poverty reduction in Cambodia.2  The emergence of sustained 
economic growth and poverty reduction closely correlates with the start of the PFM Reform 
Program (PFMRP) in 2005. Improved aggregate fiscal management has been the key to 
macroeconomic stability (including a stable currency and low inflation), which has facilitated 
economic growth, led largely by the private sector. Gross domestic product (GDP) growth 
averaged over 6.0% annually from 2007 to 2015 (7% in 2015 when revenues grew by 14.2%), 
while the poverty rate declined from 45.0% in 2007 to 13.5% in 2014.3 However, large vulnerable 
groups remain with 19.9% of the rural population still in poverty in 2014. The related PFM, public 
administration (para. 9) and decentralization reform programs all aim to improve the quality of 
public services and foster more-inclusive growth.  

2. Core elements of closely related public sector reforms. The government has 
implemented three related and coordinated reform programs to improve public sector 
management (PSM): (i) public administration; (ii) decentralization; and (iii) PFM reforms. 
Challenges facing public administration include low capacity, personnel management practices, 
and low salaries which are contributing factors to low productivity of the civil service. Steady 
progress has been made on decentralization reform since 2008 in developing the legal and 
institutional framework and local democratic development with remaining challenges focused on 
the assignment of more functions and resources to subnational administrations which are being 
addressed under the National Program for Subnational Democratic Development (NPSNDD) 
2010-2019. ADB support in PSM has mainly related to decentralization and PFM, with PFM the 
focus of this sector assessment. PFM and decentralization reforms are complementary focusing 
on central administration and subnational administrations, respectively. The complementarities 
include: (i) central and local PFM systems need to be closely aligned; (ii) reforms are underway 
to transfer de-concentrated activities of central ministries in the regions to subnational 
administrations; (iii) reforms to the intergovernmental financing system are under preparation 
and will be addressed centrally through the proposed medium term expenditure framework 
(MTEF); and (iv) the National Audit Authority (NAA) is seeking to increase its audit coverage of 
subnational administrations.  
 
3. Issues for strengthening PFM performance. The public expenditure and financial 
accountability (PEFA) reports, which were prepared in 2010 and 2015, and sub-sector 

                                                 
1
  This summary is based on Asian Development Bank staff input. This summary focuses on the public expenditure and 

fiscal management subsector.  
2
 Statistics in this paragraph come from (i) Asian Development Bank (ADB). 2016. Asian Development Outlook 2016. 

Manila; and (ii) International Monetary Fund. 2015. Cambodia 2015 Article IV Consultation. 
3
 Government of Cambodia. 2014. End Country Report on Achieving Cambodia’s Millennium Development Goal. 

Phnom Penh.    

Strengthening Public Financial Management Program, Subprogram 1 (RRP CAM 49041-002) 

 

http://www.adb.org/Documents/RRPs/?id=49041-002-3


2 

assessments, have identified key weaknesses in the PFM systems that need to be addressed.4 
These include (i) weaknesses in national policies, regulatory frameworks, and systems requiring 
policy reform mainly at the central level of MEF; (ii) weak capacities of the line ministries which will 
need to be addressed through strengthening their systems and capacities; and (iii) weaknesses in 
external audit functions that require further strengthening of the NAA. These weaknesses are 
being addressed under the PFMRP. Weakness in fiscal and PFM capacities at subnational 
administrations are being addressed under the NPSNDD.  
 
 2. Government’s Sector Strategy 
 
4. PFM Reforms. Recognizing the need to correct binding constraints, the government 
embarked upon comprehensive reforms through the implementation of the multistage PFMRP 
from 2005. Stage 1 (2005–2008), which focused on improving national budget credibility, has 
improved revenue and cash management. Stage 2 (2009–2015) strengthened (i) financial 
accountability, including by implementing new budget classifications and a new chart of 
accounts; (ii) regulations and capacity development on public procurement; (iii) financial 
management information system (FMIS); (iv) internal controls; and (v) internal and external audit 
operations. Stage 3 (2016–2020) aims to improve the links between policy, planning, and 
budgeting, including devolving additional responsibilities and accountabilities to line ministries. 
Stage 4 (2020–2025) will focus on results-based budgeting and improved budget accountability 
in a more performance-oriented environment. Implementation of remaining work under stages 1 
and 2 will continue under stage 3. All stages have sought to develop leadership and capacities in 
MEF, which leads the PFMRP, and increasingly in the line ministries.    
      
5. In March 2016, the Prime Minister launched stage 3 of the PFMRP with the Consolidated 
Action Plan, which has the core objective of improving links between the government’s policy 
priorities and the budget. Informed by the PEFA (2015) and MEF’s annual review of the PFMRP 
progress, the action plan will focus on further improvements to (i) revenue administration; (ii) 
public debt management; (iii) budget preparation, including budget strategic plans and full program 
budgeting with integration of the capital and recurrent budgets; (iv) budget execution and financial 
accountability with clearer definition of authorities for line ministries; (v) extension in phase 2 
implementation of the FMIS to government line ministries;5 (vi) further financial management 
strengthening, including to the payments system, internal controls, and internal audit; and (vii) 
implementation of fiscal decentralization reforms. Activities under stages 1 and 2 of the PFMRP 
will be consolidated, and readiness activities for stage 4 will start implementation under stage 3.  
 
6. The PFMRP receives coordinated support from development partners, including the 
European Union, International Monetary Fund, Japan International Cooperation Agency, the 
Government of Sweden, the United Nations Children’s Fund (UNICEF), the United States 
Agency for International Development, and the World Bank. A multi-donor trust fund managed by 
the World Bank has supported implementation of stages 1 and 2 of the PFMRP, including 
revenue mobilization and the FMIS, but it is expected to close in 2017. The European Union and 
the Government of Sweden, previous donors to the multi-donor trust fund, have developed their 
own programs to support stage 3 of the PFMRP. The proposed Strengthening Public Financial 
Management Program will coordinate closely with other development partners to ensure 
complementarity for stage 3 implementation. A committee of development partners meets monthly. 
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A technical working group, comprising the government and development partners, meets every 6 
months to discuss progress and resolve key reform challenges. 
 
7. Implementation of stage 3 of the PFMRP is essential as it will allow existing 
accomplishments with fiscal discipline and improved budget, accounting, and financial 
management systems to be complemented by far more strategic resource allocation and greater 
scope to raise operational efficiency. These will be supported by rollout of the FMIS to provide a 
systematic base for improving the quality and integrity of the budget, thereby improving public 
service delivery and supporting inclusive growth and poverty reduction.  
 
8. Decentralization and deconcentration reforms. The NPSNDD guides decentralization 
and deconcentration reforms. Steady progress has been made including in (i) functional transfer 
to subnational administrations, particularly districts and municipalities; (ii) reform of the revenue 
system to provide subnational administrations with additional own source revenues including 
shared revenues from local taxes and non-tax revenues; (iii) reform of the system of 
intergovernmental financing through provision of formula based conditional and non-conditional 
transfers from central to subnational administrations including commencement of a subnational 
investment facility; (iv) establishment of institutional arrangements for subnational 
administrations; (v) adoption of regulations for personnel management at subnational levels; and 
(vi) support for capacity development of subnational administrations. Priorities of the current 
stage of decentralization and deconcentration reforms include the transfer of functions and 
resources, and strengthening of PFM arrangements for subnational administrations. Important 
synergies between decentralization and PFM policies are discussed in para. 2 and 13. 
 
9. Public administration reforms. The National Program for Public Administration Reform 
(NPAR) 2014-2018 seeks to develop a stable and performance oriented civil service with 
coverage of both central and subnational administrations. Key elements of the NPAR include (i) 
human resources development and management; (ii) public service delivery; and (iii) 
compensation reforms which are affordable and which will incentivize productivity improvement. 
Public administration reforms have important links to PFM reforms, particularly through 
compensation policy with around 50% of the recurrent budget comprised of wages and 
personnel allowances.       
   
 3. Asian Development Bank Sector Experience and Assistance Program 
 
10. ADB has worked closely with the government to implement PFM reforms since 2001 and is 
the only development partner focusing on supporting line ministries on PFM strengthening. Earlier 
PFM support focused on macroeconomic management, fiscal policy, financial management, and 
audit functions. Substantial support was provided to the implementation of stage 2 reforms under 
the Public Financial Management for Rural Development Program, which focused on achieving 
budget accountability and advance work on program budgeting under stage 3 in three rural 
development ministries (Ministry of Agriculture, Forestry and Fisheries; Ministry of Rural 
Development; and Ministry of Water Resources and Meteorology).6 The program also supported 
PFM reforms in MEF, including capacity development in public debt management and internal 
audit, and strengthened the external audit function of the NAA. A summary of ADB’s past 
interventions is accessible from the list of supplementary linked documents in Appendix 2.   
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11. Implementation of complex PFM reforms takes time and lengthy engagement. Steady 
progress has been achieved by taking a step-by-step approach, with strong government 
ownership and strategic support from development partners. Progress needs to be sustained and 
deepened over the medium-term. The earlier program cluster support with the post-program 
partnership framework provided ADB with structured dialogue opportunities in 2014–2016 to inform 
the design of the currently proposed program. The use of a programmatic approach, with a 
policy-based loan has leveraged government commitment to the long-term policy reform 
program, particularly in addressing binding constraints to improve public service delivery. 
Important lessons include: (i) PFMRP is a complex long-term program that has made gradual 
progress from a very low base after decades of conflict, thus long-term commitment and support 
are required; (ii) policy-based loans and TA interventions allow policy and regulatory shortfalls at 
the central level; and weak systems and human capacities in line ministries, to be addressed 
simultaneously; (iii) improved coordination within MEF, and between MEF and the line ministries, 
is essential for successful design and implementation of reforms; (iv) PFM reforms at the central 
level should be closely aligned with subnational PFM systems; and (v) well-designed 
intergovernmental financing policies are needed to enhance decentralized service delivery.  
 
12. Since 2002 ADB has provided considerable support to decentralization and 
deconcentration reforms including investments in offices for commune councilors and technical 
assistance (TA) to support the development of an institutional framework for decentralization 
reform. Most recent support has occurred with regard to the Decentralized Public Service and 
Financial Management Sector Development Program, Subprogram 1, which provided a program 
loan of $37.5 million and TA grant of $1.3 million. The policy matrix and the TA grant for 
Subprogram 1 supported functional assignment and intergovernmental financing reforms and 
introduction of PFM systems for subnational administrations. The Decentralized Public Service 
and Financial Management Sector Development Program, Subprogram 2 was recently approved 
(August 2016) with a policy based loan of $15.0 million and a project loan of $20.0 million. The 
policy based loan provided for deepening of functional assignments, PFM and fiscal 
decentralization reforms while the project loan will support the establishment and 
commencement of the proposed subnational investment facility.7    
 
13. The country partnership strategy, 2014–2018 for ADB operations in Cambodia identifies 
governance as a binding constraint to improving public service delivery.8 The proposed program 
is included in the country operations business plan 2016–2018. 9  It will build on earlier 
achievements and combine support for further development of policy and regulatory frameworks 
led by MEF, together with implementation of key reforms in six selected line ministries and the 
NAA. The proposed PFM program will support the decentralization program by (i) alignment of 
central and local PFM systems; (ii) reform of deconcentrated activities of central ministries at the 
province and district levels; (iii) reforms to the intergovernmental financing system, which will be 
addressed through proposed MTEF reforms; and (iv) support to the NAA to audit subnational 
administration finances.   
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Problem Tree for Public Sector Management  

 

 Root Causes 

Inadequate policy and regulatory 
frameworks   

 Fragmentation of public administration, 
including PFM, with overlapping and 
unclear organizational mandates 

 Ineffective intra-ministry coordination 
and coordination within the 
government 

 Institutional inertia reinforces 
centralized PFM and limits roles and 
responsibilities of, and resource flows 
to, line ministries and subnational 
institutions 

 

Weak institutional capacity, especially 
in line ministries  

 Low salaries, coupled with inefficient 
human resource management 
practices, translate into low motivation 
and productivity of civil servants 

 The civil service system, while 
increasingly merit-based, is largely 
influenced by patronage and persistent 
political interference 

 War-based generational gaps limit 
availability of skilled human capital  

Underdeveloped accountability mechanisms 
between government and citizens 

 Limited tradition of accountability for 
performance through either financial oversight 
or political mechanisms 

 Political economy leads to regulatory capture 
by vested interests 

 High perception of corruption undermines 
public trust in government  

 Informal links between political and business 
elites limit formal institutions building 

 Weak capacity of civil society organizations  

Core Problem: Weaknesses in public financial management undermine coverage and quality of public services  

 Budget–policy links  

 Weak links between central  
and subnational planning and 
budgeting 

 Underdeveloped medium-term 
revenue and expenditure 
frameworks for central and 
subnational levels.    

 Revenue and debt management 
systems not fully developed  

 Weak capacity in economic and 
fiscal forecasting 

 

Budget credibility/execution 

 Program budgeting and budget 
entities not fully implemented  

 Capital and recurrent budgets 
not integrated  

 Unclear expenditure and 
revenue assignments to central 
and subnational administrations.  

 Ineffective internal controls, 
(including public procurement) 

 Ineffective internal audit 
capacity  

 

Financial accountability  

 Financial management 
information system not 
fully implemented  

 Weak capacity and 
systems for financial 
accountability and 
reporting 

 New chart of accounts not 
fully implemented  

 Inadequate in-year and 
annual  budgetary and 
financial reporting 

External scrutiny and 
audit 

 Weak capacity and 
underfunded external 
audit function 

 Limited scrutiny of 
external audit reports by 
the legislature 

 Limited public access to 
key fiscal information  

 Weak capacity to audit 
subnational 
administrations.  

 

Effects 

Aggregate fiscal discipline and 
performance in managing revenues, 
expenditures, and debt is undermined  

Allocation of public resources is not fully 
aligned with government priorities for 
achieving policy objectives  

Public resources are not used efficiently to create 
value for money in the provision of public goods 
and services 


