
Country Partnership Strategy: Cambodia, 2019–2023 

INCLUSIVE AND SUSTAINABLE GROWTH ASSESSMENT 

1. Since the 1991 Paris Peace Agreement, Cambodia’s economic achievements have been 
impressive. With an average annual growth rate of 8% from 1999 to 2018, Cambodia was ranked 
sixth among the most rapidly growing economies in the world in 2017.1 Gross national income 
per capita more than quadrupled from $290 in 1998 to $1,380 in 2018.2 However, Cambodia 
remains the second-poorest country in the Association of Southeast Asian Nations and still ranks 
among the poorest in Asia. 

2. The apparel sector is the largest formal employer in the country, with about 800,000 jobs 
in more than 500 factories.3 It also accounts for more than 70% of total exports, mainly to the 
European Union (EU) and the United States (US).4 Diversification into other light manufacturing, 
including electronics and automotive assembly, has already begun. These factories are mostly 
concentrated in six special economic zones (SEZs) and employ about 200,000 people. Exports 
of electronics, vehicles, and machinery have increased, but still accounted for less than 10% of 
total exports in 2018. 

3. Under the EU’s Generalized Scheme of Preferences, Cambodian exports are granted tax-
free entry into the EU market under the ‘Everything But Arms’ scheme. While the prominence of 
the garment and footwear industry can be expected to continue in the short term, other factors, 
such as loss of tariff exemptions in key markets and lower wage–productivity ratios, are likely to 
erode Cambodia’s comparative advantage in low-cost labor in the medium to long term. Nascent 
institutional capacity and inadequate public services characterized by below-average quality 
compared with peer countries have left Cambodia with a much larger catch-up gap with peers. 

A. Recent Growth, Poverty, Inequality, and Environmental Dynamics 

4. Macroeconomic trends. Cambodia’s economy has featured strong growth, stable 
inflation, and a sizable but funded current account deficit over the last five years. Cambodia’s 
impressive economic growth resulted from its openness to trade and capital flows. Net inflows of 
foreign direct investment (FDI) have doubled in the seven years to 2017. Investment as 
percentage of gross domestic product (GDP) was relatively low at 22% in 2017. With about 70% 
of investment going to the construction sector fuelled by FDI, concerns have been raised about 
the lack of investments in machinery and equipment, and the medium- and long-term impact on 
productivity and competitiveness. With large FDI flows, net official development assistance as a 
percentage of GDP dropped from 12% in 1996 to 6% in 2017.5  

5. Cambodia’s population is estimated to have reached 16.4 million in 2019.6 The rate of 
labor force participation is high with 84.3% of the working age population taking part in productive 
activity in 2017.7 Men are slightly more likely to be economically active with a labour force 

                                                           
1  World Bank Group. 2014. Clear Skies, Cambodia Economic Update. Phnom Penh. 
2  World Bank. 2019. Gross National Income Per Capita (Atlas Method, Current US$). Washington, D.C. 
3  International Monetary Fund (IMF). 2018. Article IV Consultation. Washington, DC. 
4  International Trade Center. 2017. TradeMap Database. Geneva. 
5  Council for the Development of Cambodia. 2019. Draft Development Cooperation and Partnerships Strategy 2019–

2023. Phnom Penh. 
6  Government of Cambodia, Ministry of Planning, National Institute of Statistics. 2019. General Population Census of 

the Kingdom of Cambodia 2019. Phnom Penh. These figures include 1,235,993 migrants working abroad.  
7  CEIC. Cambodia Unemployment Rate. https://www.ceicdata.com/en/indicator/cambodia/unemployment-rate 

(accessed 8 January 2019). 

 

http://www.adb.org/Documents/CPS/?id=CAM-2019


2 

participation rate of 88.8% compared to 80.1% for women. Official statistics for formal 
unemployment are low at 0.1% in 2017.8  However, this does not reflect the high level of 
informality, self-employment and non-wage employment. Approximately, half of all economically 
active adults are either self-employed, or provide unpaid labour to family enterprises.  

6. Economic output is based on garments, rice, tourism, and construction. Although this mix 
provides some diversity among economic sectors, it is nonetheless limited and exposes the 
economy to demand disruptions and price shocks. From 1998 to 2018, agriculture’s share of 
national output at current prices declined from 45% to 22%, industry’s share rose from 17% to 
32.3%, and the share of services increased from 35% to 39.5%. This pattern is typical of a fast-
growing, low-income country undergoing structural transformation. Cambodia has benefited 
substantially from the rapid expansion of the tourism industry, with the number of international 
arrivals increasing to 5.6 million in 2017 from 287,000 in 1998, an almost 20-fold increase. 

7. Cambodia has traditionally been a destination for export-seeking FDI, based on its 
strategic geographical location and supply of cheap, unskilled labor. However, its export basket 
has changed little in the decade to 2018. Most of Cambodia’s garment exports target the low-
quality, low-price segment of the EU and US markets. After a decade of unchanged low salaries 
and following the establishment of an effective wage-setting mechanism, the garment sector 
minimum wage nearly doubled from $75 in 2013 to $153 a month in 2017, but productivity 
improvements have not kept pace. Cambodia’s minimum wage is already significantly higher than 
that of Bangladesh and Pakistan (both of which are garment exporters) and similar to that of Viet 
Nam, where labor productivity is higher. Manufacturing shows signs of diversification with the 
entry of some high value-added manufacturers such as electrical appliances and components, 
bicycles, television parts, and auto parts. 

8. Investment. Cambodia has achieved robust investment growth since 1998, although 
rates remain lower than for its comparators. Investment has been financed by domestic resources 
and development partner inflows and, increasingly, foreign investment. In 2018, the Council for 
the Development of Cambodia approved 148 investment projects outside SEZs worth $5.8 billion, 
$1.9 billion of which was locally financed. Gross capital formation as a percentage of GDP 
averaged less than 20% from 1999 to 2018, which is lower than comparator countries and much 
lower than Thailand and Viet Nam during their boom years; but the public sector share of 
investment has been a healthy 7% of GDP. 

9. Labor productivity gains have been lower than in other rapidly growing economies, partly 
because of lower capital accumulation of machinery and equipment. During 2008–2016, average 
labor productivity growth in Cambodia registered 4% compared with 13% in Viet Nam. 

10. Fiscal policy. Cambodia has a long tradition of fiscal prudence and has been one of a 
few developing countries that have been able to implement countercyclical fiscal policy. Public 
finances are expected to remain sustainable. External public debt was about $7.02 billion (29% 
of GDP) at the end of 2018. Cambodia has almost no domestic debt. 

11. In 2018, domestic revenue, including tax and non-tax revenue, was budgeted at 18% of 
GDP, while actual revenues fared better at 19.9%. Public spending was planned at 23% of GDP 
in 2018 (and realized at 23.6% of GDP) compared with planned figures of 21% of GDP in 2016 
and 22% in 2017. Although the fiscal stance has become expansionary since 2015, public 
finances are expected to remain sustainable with a actual fiscal deficit of 3.7% of GDP in 2018 
compared to a planned deficit of 5% of GDP. The 2018 debt sustainability analysis by the 

                                                           
8   Government of Cambodia. National Institute of Statistics.2018. Cambodia Socio-Economic Survey. Phnom Penh. 



3 

International Monetary Fund (IMF) indicates that Cambodia remains at low risk of external debt 
distress. 

12. Cambodia has increased efforts to boost tax revenue by implementing the Revenue 
Mobilization Strategy, 2014–2018.9 The strategy emphasizes strengthening tax administration, 
including improved implementation of import tariffs, anti-smuggling efforts, arrears collection, and 
tax compliance enhancements with a focus on tax audits and taxpayer services. These efforts, 
coupled with rapid economic growth, have helped lift tax revenue to about 17% of GDP in 2018 
from about 10% in 2010. This has allowed Cambodia to catch up with and surpass the average 
for lower middle-income economies. 

13. Monetary policy. The high level of dollarization in Cambodia has supported growth and 
macroeconomic stability, but it also hampers the government’s ability to effectively utilize 
monetary and exchange rate policies. Strong economic growth has been underpinned by fast 
broad money growth under dollarization. The strong economic performance is not without 
macrofinancial risks stemming from dollarization and high FDI inflows. About 35% of FDI goes to 
the banking sector, partly fuelling strong lending to the construction and real estate sectors. In 
addition, 80% of broad money is in foreign currency deposits while foreign exchange reserves 
make up 60% of foreign deposits. To address financial risks, the government has been tightening 
macroprudential regulations by raising the capital requirements of the banks, but further measures 
are likely to be needed to regulate real estate lending. Cambodia’s foreign currency reserves 
continued to build to $10 billion by the end of 2018, or 5.6 months of import cover. The 2018 IMF 
Article IV Consultation considers them an adequate buffer against external shocks (footnote 3). 

14. Finance sector. Cambodia’s finance sector is characterized as free and market-based 
with limited capital flow restrictions. Cambodia’s banking sector encompasses the entire finance 
sector. In December 2017, total bank assets amounted to $28 billion or 142% of GDP, while 
credits aggregated to $16 billion and represented 81% of GDP. Reported aggregate capital ratios 
have declined in response to rapid asset growth but remain well above regulatory minimums. 
Nonperforming loan ratios have continued to decline from a peak in 2009 and stood at 2.0% of 
total loans and 1.4% of total loans net of reserves at the end of 2017.10 Banks have maintained 
adequate liquidity positions, with liquid assets representing 16% of total liabilities at the end of 
2017. However, liquid assets are well below international norms relative to short-term liabilities.11 

15. The IMF noted the increasing systemic importance of the microfinance sector and of 
several large deposit-taking institutions (footnote 3). Since the global financial crisis, assets and 
credit at microfinance institutions have grown at more than 40%–50% per year.12 Growth rates 
since 2015 have moderated but remained high at about 25% per year.13 The financial 
performance of the sector has been sound. Nonperforming loans represented 2.1% of gross loans 
at year-end 2017. In December 2017, the industry capital adequacy ratio was 20.7%, above the 
minimum requirement of 15%. 

16. The nonbank finance sector (insurance companies and pensions funds) remains 
underdeveloped. Capital markets (the money and government bond markets) do not exist. The 
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government established the Securities and Exchange Commission of Cambodia in 2008 and the 
Cambodia Securities Exchange in 2011. Five companies are listed, including two ports, an SEZ, 
a garment manufacturer, and a water company. The limited development of capital and security 
markets reduces the opportunities for investors to diversify their portfolios and has increased the 
propensity for investments in real estate, thus heightening macroeconomic risks. 

17. Agriculture and rural development. Agriculture remains a crucial sector in the 
Cambodian economy. Primary production, processing, transportation, and trade of agriculture 
products accounted for 34% of GDP in 2016. However, the growth of the sector is slowing, and 
averaged 1.1% per year during 2014–2018.14 This stagnation reflects the downturn in 
international commodity prices, low labor productivity in agriculture relative to other countries, and 
adverse weather conditions. Agricultural products were Cambodia’s second-largest export 
product group (8%) in 2018, a small fraction of the textiles and garments group (75%).15 The 
transition from traditional subsistence to a modern commercial agriculture sector in Cambodia is 
occurring slowly.16 Nearly 40% of women were employed in agriculture in 2016. Elderly women 
are particularly dominant in the sector. Rural incomes are significantly lower than urban ones. In 
2017, monthly household incomes averaged about KR2.85 million in Phnom Penh, KR2.50 million 
in other urban areas, and KR1.76 million in rural areas.17 Rural areas also lag urban areas in other 
socioeconomic indicators and access to basic public goods and services. Although national 
targets for access to improved sanitation and drinking water have been met, rural areas still have 
significantly lower access to improved sanitation facilities (56% in rural areas versus 100% in 
urban areas in 2017) and improved water supply (73% in rural areas versus 79% in urban areas 
in 2017).18 

18. Human capital development. Education services improved greatly (1999–2018), 
broadening access for students of all socioeconomic and geographic backgrounds. The Ministry 
of Education, Youth and Sport budget was 18.5% of government budget in 2019. However, the 
budget allocation for the Ministry of Labor and Vocational Training remains low at $64 million. 

19. Intensive efforts to improve access to education led to the achievement of the Cambodian 
goal on universal access to primary education. The net enrolment rate for primary education 
(including private schools) reached 98% (98.5% for females) in school year (SY) 2018/19 from a 
low of 78% in SY1997/98.19 High primary enrolment and completion rates have contributed to 
higher secondary enrolments. Gross enrolment in lower and upper secondary education was 
59.1% (63.8% females) and 29.7% (32.9% females) in SY2018/19.20 

20. The number of trainees benefiting from formal technical and vocational education and 
training (TVET) programs in the country’s 39 public training institutes more than doubled from 
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12,526 in 2013 to 27,790 (21% female) in SY2016/17.21 Non-traditional areas of study struggle to 
attract female students. At the tertiary level, the number of higher education institutions has 
increased from 100 in 2012 to 125 in 2018, of which 48 are public, with about 250,000 students 
enrolled. The number of students pursuing a bachelor’s degree reached 168,242 (49.68% female) 
in 2017, a significant increase from 75,986 (33% female) in 2005. 

21. Despite significant achievements, the education system has not kept up with the increased 
demand for a skilled workforce spurred by rapid economic growth and diversification. Cambodia 
has the lowest share of adults with lower secondary education among economies of the 
Association of Southeast Asian Nations and other peers. Only 24% of working-age people had a 
secondary education in 2017.22 With low enrolment in lower and upper secondary schools (59% 
and 29%, respectively in 2018), this situation is changing only slowly.23 

22. Trends in poverty and inequality. The proportion of the population with incomes below 
the national poverty line declined from 47.8% in 2007 to 13.5% in 2014 (the latest year for which 
data are available). In the aftermath of the global financial crisis, Cambodia also had the highest 
growth rate of mean consumption among the bottom 40% compared with its peers, including Viet 
Nam. The pro-poor growth pattern is mirrored in declining inequality. The Gini coefficient fell from 
36.5 in 2007 to 24.3 in 2013. Poverty is concentrated in rural areas, and elderly women and 
households headed by women are particularly vulnerable. More than 22% of women are heads 
of households in Cambodia (footnote 8). Most Cambodians who are not in extreme poverty are 
moderately poor or economically vulnerable; 41% of the population lived on less than $2 a day in 
2011 (at purchasing power parity).24 

23. Human capital limitations begin early in life because of poor nutrition, lack of nurturing 
care, and an absence of early stimulation. Malnutrition prevalence has declined since the 1990s, 
but 32% of children under 5 years of age were stunted in 2014. More than 50% of children do not 
start school at the earliest possible age, and only 36% of 3–5-year-olds were enrolled in early 
childhood education during SY2014/15. Cambodia also has one of the highest maternal mortality 
ratios in the region, with 161 maternal deaths per 100,000 live births in 2016, indicating problems 
in the quality of and access to health care, and urban and rural inequality in access to health. 

24. Overall, Cambodia has made significant progress on the non-income dimensions of 
poverty. The country has (i) decreased the maternal mortality ratio from 1,020 per 100,000 live 
births in 2009 to 161 per 100,000 in 2016; (ii) brought down child mortality from 117 per 1,000 in 
1990 to 16 per 1,000 in 2016; (iii) made significant progress in combating HIV/AIDS, lowering the 
incidence rate from 0.08 per 100 people in 2001 to 0.01 in 2017; (iv) nearly achieved gender parity 
in primary and secondary education; and (v) improved access to safe water and sanitation. 

25. Gender equality and women’s empowerment. Cambodia stands out in women’s 
economic participation. The country’s population–employment ratio for women aged 15 years or 
older is about 10 percentage points lower than that for men, but at 79% in 2016, it significantly 
outperforms its peers. Gender wage gaps exist across most sectors and are highest in those that 
are not dominated by women. Women are also often engaged in the lower-level and lower-paying 
activities within these sectors. Women occupy 20% of parliamentary seats in the lower house and 
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16% in the upper house (placing Cambodia in the top half of countries globally) but hold only 7% 
of ministerial posts (placing it in the bottom 20% globally). Women’s representation in the public 
service is also low and many ministries struggle to meet their gender targets. 

26. Women’s representation in manufacturing industry employment (23% in 2016) is 
predominantly a result of their high participation rate in the garment industry: in 2016 the garment 
industry accounted for 87% of women in the manufacturing sector (footnote 16). In 2016, the 
wage gap for manufacturing and services—the sector with the highest share and growth of female 
wage employment—was insignificant.25 Given the high numbers of women who rely on the 
garment industry for their income, and the industry’s declining global competitiveness, it will be 
important to ensure that women and girls have the skills they need to move into alternative, 
growing sectors. In 2014, only 5.3% of women in the labor force had post-secondary education 
compared with 8.0% for men (footnote 16). 

27. Women earn substantially less than men, but the earnings gap narrows with the 
attainment of upper secondary and tertiary education (footnote 24). The gender earnings gap in 
2014 was as high as 30% among those with low education but dropped to 7% among college 
graduates. There is no evidence of same-job wage discrimination; however, within the same 
sector, there are more female workers in lower-paid positions. Persistent disparities in attainment, 
especially of upper secondary and tertiary education, perpetuate the gender earnings gap in 
Cambodia. Female students had a lower chance (12%) of completing upper secondary and higher 
education than male students (20%) in 2014. The gap in secondary school enrolment is smaller, 
at 3 percentage points in 2014. 

28. Violence against women remains widespread in Cambodia. In 2015, 32% of partnered 
Cambodian women experienced emotional abuse; 21% had faced physical and or sexual abuse; 
and 8% of women stated they had been physically or sexually abused in the last 12 months.26 
Within households, final decision-making rests with the man, with women having to accept a 
man’s decision, including decisions about whether they should work or stay at home. 

B. Key Impediments to Inclusive and Sustainable Growth 

29. Structural transformation. While Cambodia will continue to realize a demographic 
dividend, its growth model of attracting FDI that takes advantage of the abundance of inexpensive 
low-skilled labor is unlikely to remain viable for much longer. Cambodia faces the challenges of 
rapidly increasing real wages, an expected decline in preferential trade treatment, and more 
intense competition in the garments industry from neighbouring countries. This is gradually 
undermining external competitiveness. Sustaining high growth and job creation will require (i) 
diversifying the economy with new industries to enhance competitiveness, (ii) improving the 
business climate, and (iii) investing in infrastructure and human capital. 

30. Poor business climate. Cambodia ranked 135th of 190 economies in the 2018 World 
Bank Doing Business Indicators.27 This compares with 68th for Viet Nam and 26th for Thailand. 
Cambodia has not improved its relative position since 2011. Burdensome formalization processes 
make Cambodia one of the most difficult places in the world to register a business; Cambodia 
ranks 180th of 189 countries on this dimension. It ranks 179th of 190 countries on enforcing a 
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contract through official channels. Businesses report spending 173 hours per year filing and 
paying major taxes and making 40 payments. Cambodia has introduced substantial 
improvements in trade facilitation and logistics, but its export charges are significantly higher than 
those of neighbouring countries. Weak corporate governance practices in public and private 
enterprises, partly because of suboptimal accounting infrastructure, limit the reliability of financial 
data for financial monitoring and planning. 

31. The high costs of establishing and operating a firm in Cambodia are often seen as related 
to structural weaknesses of the private sector, including the high share of informal businesses, 
the “missing middle” segment of businesses,28 an absence of significant investment in backward 
integration in the garment sector,29 and limited local entrepreneurship in the manufacturing sector. 
The capacity, financial, and institutional problems that small and medium-sized enterprises 
(SMEs) face and which characterize the broader domestic business environment contrast starkly 
with the open, business-friendly FDI and macroeconomic environment. 

32. Strengthening the modern services sector could be a way for Cambodia to move from its 
current labour-intensive, low value-added mode of global value chain participation. Modern 
services, such as finance, insurance, telecommunications, and transport and logistics, are critical 
inputs for manufacturing exports, and an efficient services market is essential to enhance a 
country’s competitiveness. The contribution of services in Cambodia’s manufacturing exports 
improved to 6% but is still one of the lowest shares in the region and lags countries that have 
successfully integrated into global value chains. 

33. The most critical source of job creation and long-term economic growth will come from 
Cambodia’s industrialization, with new industries as well as manufacturing breaking into new 
markets with high value-added products. Most of Cambodia’s jobs—and better-quality jobs—are 
likely to be created in the industry and services sectors. 

34. Finance sector. Cambodia’s finance sector development strategy aims to develop a 
sound finance sector that can contribute to poverty reduction by supporting economic growth and 
increasing access to finance for the poor.30 Generating more jobs to sustain growth and raise 
income levels depends on diversifying the economy and deepening and broadening 
intermediation. To meet this objective, several constraints must be addressed, including (i) limited 
financial inclusion, (ii) the lack of a functional financial stability framework, and (iii) weaknesses in 
key finance sector infrastructure relative to international norms and standards. 

35. In 2017, about 16% of total population borrowed from banks and microfinance institutions 
and about 34% of the population saved at these institutions. However, financial literacy among 
the population is low at 18%, and households may therefore be overborrowing following enhanced 
access to credit, thereby increasing their risk exposure. The National Bank of Cambodia has 
made some progress in improving financial consumers’ awareness about their rights and 
responsibilities, which is an important step toward improving consumers’ financial decision-
making capacity. 
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36. The rapid credit growth is a source of potential systemic risks to the finance sector, 
including the large banking sector. These risks are magnified by weaknesses in risk management 
systems, including (i) limited ability to identify problematic credits in a timely manner; (ii) high 
lending concentration to the real estate sector; and (iii) heavy reliance on external funding in US 
dollars. Cambodia’s gross official reserves cover only about 60% of foreign current deposits, 
severely limiting the government’s capacity to act as a lender of last resort. More must be done 
to strengthen banking supervision and the capacity of finance sector regulators generally. 
Consumer protection mechanisms, such as a legal framework and a deposit insurance scheme, 
are also lacking. Efforts to introduce consumer protection legislation are underway. 

37. Cambodian authorities have recently introduced a series of macroprudential measures to 
improve the finance sector’s resilience, including new minimum capital requirements for finance 
sector institutions, new reserve requirements for foreign borrowing, and a higher liquidity 
coverage ratio. 

38. Over the long term, pervasive dollarization constrains the wider use of market-based 
instruments in implementing monetary policy and reduces the government’s flexibility in times of 
financial stress as lender of last resort. To address this, the government has promoted the use of 
local currency focusing on (i) retail and relatively small recurrent transactions and (ii) tax payments 
of more than KR40 million. Development of a local currency government bond market could also 
enhance the National Bank of Cambodia’s policy tools and would serve as a keystone for the 
continuing development of the financial markets. 

39. Efforts to develop a larger and more diverse local currency securities market would also 
provide suitable and appropriate investment options for financial intermediaries that would support 
financial inclusion. The launch in 2012 of the Credit Bureau Cambodia, which covers the banking 
and microfinance sectors, is a welcome development but must be further expanded to lower the 
overall cost of credit. Meanwhile, credit risk management must be strengthened and could be 
supplemented with guarantee schemes in sectors perceived to carry elevated credit risk. 

40. To support comprehensive finance sector growth, the government must support 
development with legislation to enable market innovation and diversification. It must continue to 
upgrade financial market infrastructure, especially clearing, payment, and settlements systems. 
More needs to be done to foster an enabling environment for mobile money and cashless payment 
systems to bring banking services to the underserved rural poor.31 The Credit Bureau Cambodia’s 
database must be expanded to capture a broader spectrum of borrowers. Weaknesses in the 
conduct of anti-money-laundering activities should be addressed to improve the type of 
transactions and increase the extent of financial transactions of global counterparts with 
Cambodian financial institutions. The Cambodia Financial Intelligence Unit is drafting an action 
plan to address the findings of the Asia/Pacific Group on Money Laundering’s 2016 evaluation. 

41. Urbanization. Cambodia is urbanizing rapidly but is still at a relatively early stage of 
urbanization. Only 24% of the population lived in urban areas in 2018 (footnote 17), and this is 
expected to rise to 30% by 2030.32 Urban population growth averaged 7% per year from 2015 to 
2017, and urban areas produced 50% of the nation’s GDP.33 The rural population grew more 
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slowly. The implications of higher density and spatial concentration must be addressed urgently, 
including traffic congestion, social and environmental problems associated with dense living, 
increased income disparities, and land degradation and natural resource depletion. 

42. While urban environmental infrastructure and services remain underdeveloped, the 
government has made considerable progress in improving water supply and sanitation services. 
In 2017, 79% of the urban population (excluding Phnom Penh at 98%) had access to improved 
water supply services, compared with 58% in rural areas; about 57% of urban households had 
access to a piped water supply (96% in Phnom Penh), compared with only 16% in rural areas. 

About 90% (99% in Phnom Penh) of the urban population and 71% in rural areas had access to 
improved sanitation in 2017, and 26% still practice open defecation. More than 75% of households 
in Cambodia’s urban areas (excluding Phnom Penh) do not have access to solid waste services. 
Despite frequent flooding, most urban areas are poorly equipped to deal with this risk, which is 
expected to increase in intensity because of climate change (footnote 17). 

43. Limited financial resources and revenue streams for urban infrastructure and services is 
a key constraint affecting capital investment and operation and maintenance (O&M) of assets. In 
most municipalities, cost recovery through user charges, fees, and taxes is very low, resulting in 
inadequate O&M and poor delivery of urban services. Inadequate management of public 
investments is also a key constraint. 

44. Cambodia does not have a holistic strategy for integrated urban development. A lack of 
coordination and overlapping responsibilities among government agencies, and lack of clarity on 
jurisdictional and administrative boundaries means that land-use planning is the exception rather 
than the rule. Outside Phnom Penh, technical capacity for urban planning is generally low. Except 
for the city of Battambang, none of Cambodia’s towns have a master plan or a land-use plan. 
Therefore, Cambodia’s urban areas lack a clear strategic vision for how they will grow, or a sense 
of the scale of investments that are needed. 

45. With a shortage of affordable housing options, informal housing is often the only solution 
to meet the needs of the growing urban population. More than half of the country’s urban 
population lives in urban poor settlements. Cambodia’s poorly planned and managed urban 
development also heightens its vulnerability to the impacts of natural disasters and climate 
change, which may constrain economic growth. 

46. Transport. Because of initiatives by the government and development partners, 
considerable investment has been made in transport infrastructure, mainly road transport. 
However, the transport network is not keeping pace with rapid economic growth, posing 
challenges for the provision of public infrastructure to ensure economic competitiveness. The 
network is highly vulnerable to extreme weather events, with a substantial part of the network at 
risk. A major cause of the poor quality of roads, particularly in the provinces, is the overloading of 
trucks. The Law on Road Traffic, 2014 covers such areas as technical regulation, road use, fund 
sources, inspection, and penalties, but it has not been effectively implemented.34 Road safety and 
growing congestion throughout urban areas are major concerns. Overall issues in the transport 
sector include the lack of (i) a refined sector policy and effective legislative implementation; (ii) 
selective infrastructure investment to meet national and regional needs; and (iii) sustainability in 
social, environmental, and financial aspects. 

47. Energy. Cambodia’s power system expanded significantly from 2011 to 2018, more than 
tripling in size and becoming nearly self-sufficient. By the end of 2018, Cambodia had 2,208 

                                                           
34  Government of Cambodia. 2014. Law on Road Traffic. Phnom Penh. 
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megawatts (MW) of installed capacity produced by domestic power generation plants. In the same 
year, Cambodia imported 442 MW from the Lao People’s Democratic Republic, Thailand, and 
Viet Nam.35 From 2011 to 2016, energy generation doubled from 2,564 gigawatt-hours to 7,953 
gigawatt-hours and the household electrification rate increased from 24% to 72% (footnote 35). 

Cambodia will continue to face challenges in supplying this rapid demand growth while further 
expanding access to previously unserved areas and addressing issues of energy security, 
affordability, and environmental sustainability. 

48. The price of electricity remains high in Cambodia compared with neighbouring countries 
because transmission and distribution are fragmented. This has made access unaffordable to the 
poor and has reduced competitiveness and hindered the growth of value-added production that 
requires increased mechanization. However, grid extension and a reduced reliance on diesel and 
imports have brought down the cost of supply. The government introduced a strategic plan and 
subsidy program in 2016 to reduce the electricity tariffs in areas receiving supply from the national 
grid from 2016 to 2020. 

49. Cambodia’s lack of a comprehensive energy sector plan with clear targets for renewable 
energy is stifling the development of the sector and further economic growth and competitiveness. 
The current Power Development Plan, 2015–203036 does not consider the need to diversify to 
renewable resources to increase energy security, reduce costs, and limit the environmental 
impact. The rise of decentralized energy, such as rooftop solar and renewable-based mini-grids, 
should be considered in the cost–benefit analysis of potential options, particularly for industrial 
consumption and rural electrification. Employing a multi-stakeholder approach to energy planning 
will help Cambodia develop a competitive strategy for investment and sector growth. 

50. Agriculture and rural development. Cambodia’s rural population accounts for about 
70% of the total population, and the share of agriculture value added in total GDP remains one of 
the highest among lower middle-income countries (the shares of Bangladesh, the Philippines, 
and Viet Nam are all less than 20%). Cambodia’s agriculture sector is characterized by low 
productivity, low value added, and low resource efficiency. Only about 10% of Cambodia’s 
agricultural goods are processed within the country.37 It is important to address the major 
challenges of the sector, including (i) poor and climate-vulnerable infrastructure and services that 
support agriculture and rural development, and poor O&M;38 (ii) underdeveloped agricultural value 
chains; and (iii) unsustainable natural resources management exacerbated by climate change. 

51. Farming remains mostly subsistence and rain-fed. Cambodia has about 2,300 irrigation 
schemes, 85% of which are not fully operational (footnote 37). Irrigation covers about 40% of 
arable land (4 million ha), but double-cropping is not practiced in at least 50% of irrigation 
schemes.39 Investment in irrigation has not sufficiently factored in O&M requirements to support 
long-term sustainability, as well as returns on the investment given volatile agriculture commodity 

                                                           
35  Ministry of Mines and Energy. 2018. Salient Features of Power Development in the Kingdom of Cambodia. Phnom 

Penh. 
36  Chugoku Electric Power Co., Inc. 2015. The Project on Revision of Cambodia Power Development Master Plan. 

Presentation prepared for the Government of Cambodia. Phnom Penh. September. Unpublished. 
37

  Government of Cambodia. 2015. Cambodia Industrial Development Policy, 2015–2025. Phnom Penh 
38 For example, only about 1 million hectares (ha) of the 4 million ha of agricultural land in Cambodia were within the 

command area of 2,300 irrigation schemes in 2017. Of these schemes, about 20% are seriously damaged, 40% 
are damaged, 25% partly functioning, and only 15% are functioning. 

39  Government of Cambodia, Ministry of Water Resources and Meteorology. 2019. Strategic Development Plan, 
2019–2023. Phnom Penh. 
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prices such as for rice. The performance of farmer water user communities for irrigation schemes 
has been variable, and their legal status is not yet settled. 

52. High energy costs and poor-quality road networks contribute to high production and 
distribution costs. The drying, storage, and processing facilities at farm cooperatives are 
rudimentary, leading to poor quality and safety of food products. Market liberalization and 
changing global trade rules that require stringent quality and food safety standards are making it 
harder for Cambodian farmers to access competitive markets. 

53. Agribusiness value chains in Cambodia remain less developed, more fragmented, less 
resource-efficient, and less competitive than those in neighbouring countries such as Thailand 
and Viet Nam. Agri-processing’s share of value added in the economy is still very limited. GDP 
figures for 2017 suggest that the total combined value from the manufacture of food, beverages, 
and tobacco products; wood, and paper, and publishing; rubber products; and non-metallic 
manufacturing is still only 4% of GDP.40 Most commodities are exported in their raw form, and 
most of the value addition to Cambodia’s agricultural products occurs in Thailand and Viet Nam. 

54. Farm mechanization is limited, while internal and external migration have heightened the 
labor shortage in rural areas. Men migrate to Cambodian cities to work in construction, while 
women work mainly in garment factories. International migrants work in fruit, rubber, and 
sugarcane plantations. In 2015, there were about 900,000 registered Cambodian migrants (6% 
of the total Cambodian population) in Thailand alone, as well as a significant number of 
undocumented migrants. 

55. The overwhelming majority of private agricultural enterprises are small, informal, 
uninformed, and unskilled. There are very few large-scale businesses, and the few SMEs that 
exist lack access to finance, market information, and technology, and have improper accounting 
practices and lack basic business skills. Access to long-term investment funding and credit for 
commercial agriculture and agri-processing operations remains difficult for Cambodian 
entrepreneurs. Foreign investors typically mobilize funds from overseas sources. In 2015, 
agriculture and agribusiness represented only about 10% of all formal finance use in Cambodia.41 

56. Human capital development. The slow growth of an emerging consumer class in 
Cambodia can be traced to three factors that reflect weaknesses in the current development 
model. First, households’ human capital (education and health) and physical asset (land) 
endowments are low. Second, households are highly exposed to shocks. Third, limited economic 
diversification has led to slower growth in economic opportunities outside the garment sector. 
These factors are generally exacerbated by poor public sector service provision. 

57. Cambodia’s education and TVET systems still face many binding constraints, including 
inequitable access to schools; low quality and relevance; and weak institutional capacity to plan, 
deliver, and manage education services. The National Technical and Vocational Education and 
Training Policy, 2017–2025 emphasizes the challenges Cambodia faces in adapting to rapid 
changes in technology and transforming the country from low middle-income to upper middle-

                                                           
40  Ministry of Planning. 2018. National Accounts Data 2017. Phnom Penh. 
41  O. Kula, C. Turner, and S. Sar. 2015. An Analysis of Three Commodity Value Chains in Cambodia: Rice, 

Horticulture, and Aquaculture. Washington, DC: US Agency for International Development. 
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income status given the overwhelmingly low-skilled workforce.42 Skills training does not meet the 
needs of industry, which in turn suffers from low productivity. 

58. Many students leave upper secondary school with insufficient content, cognitive, trade, 
and workplace skills to meet employers’ expectations.43 The small size of the formal training 
system limits TVET’s capacity to contribute to economic development. As a result, only 30% of 
Cambodia’s working-age population of 10.4 million had completed lower secondary education, 
and only 7% of this cohort had completed post-secondary education (footnote 19). 

59. Low participation and a high dropout rate at the upper secondary level are attributed to 
demand-side constraints, including the high opportunity cost of schooling that acts as a 
disincentive to school attendance, especially for poor students; and supply-side constraints, such 
as a shortage of qualified teachers, especially in rural and remote areas. The lack of teachers in 
rural and disadvantaged areas because of difficult teaching and living conditions, discourages 
student attendance. Many upper secondary schools in the disadvantaged provinces are too far 
from home, overcrowded, in a state of disrepair, and or lack water supply and sanitation. Many 
communes do not have an upper secondary school. Only 7% of higher education institutions offer 
science, technology, engineering, and mathematics courses, and more than 40% of students are 
enrolled in business and accounting courses. 

60. TVET continues to face numerous reputational, financial, regulatory, and operational 
challenges. Potential learners with limited foundational skills are not eligible to enter TVET 
certificate-level courses. Attracting students to TVET is another challenge, as Cambodians 
perceive TVET as a “second rate” education compared to attending university, while others do 
not want to give up work to attend training. Youth also receive little career guidance on 
employment options after graduation. 

61. The TVET system lacks the industry links that would make training more relevant. The 
private sector regards the public training system as low-quality, outdated, and ineffective. Critically 
missing are (i) flexibility in training provision; (ii) mapping and forecasting of industry needs; (iii) 
diverse skills standards and curriculum and learning materials, especially for certificate and 
diploma training programs; (iv) qualified or industry-experienced trainers; (v) an entrepreneurial 
focus and strong links with industry; (vi) quality assurance of TVET courses and institutes; (vii) 
formal TVET training opportunities in rural areas; and (viii) adequate financial resources and 
capacity to manage the TVET system effectively. 

62. Governance and institutional capacity constraints. Although governance challenges 
have not hampered strong growth and poverty reduction thus far, they have affected firm 
competitiveness, the quality of public service delivery, and access to assets and opportunities. 
Since the 1990s, the government has pursued three interrelated reform programs to improve public 
sector management: public financial management (PFM), decentralization, and public 
administration. The improvements in PFM systems, which have been built from a very low base, 
have been gradual.44 There have been significant achievements in revenue mobilization, including 
in treasury management, such as a single treasury account that extends to municipalities and 
provinces. The government is also improving the quality of public investment management and 

                                                           
42  Government of Cambodia, Ministry of Labour and Vocational Training. 2017. National Technical and Vocational 

Education and Training Policy, 2017–2025. Phnom Penh. 
43  S. Madhur. 2014. Cambodia’s Skill Gap: An Anatomy of Issues and Policy Options. CDRI Working Paper Series. 

No. 98. Manila: Cambodia Development Resource Institute. 
44  The government-led Public Financial Management Reform Program has been implemented in stages. Stage 1 

(2005–2008) improved financial credibility, stage 2 (2009–2015) strengthened financial accountability, stage 3 
(2016–2020) aims to improve budget policy links, and stage 4 (2021–2025) will boost performance accountability.  
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expanding the financial management information system to strengthen financial management and 
accountability. 

63. While decentralization reforms have led to improvements in public service delivery and 
citizen engagement, progress at the national policy level remains more gradual. Resources and 
responsibilities are being steadily transferred to subnational levels. However, challenges remain, 
such as ensuring that finance for development and investment meet local needs, and capacity is 
available at the subnational level to take on new public service delivery functions. 

64. In 2018, Cambodia’s subnational administrative levels undertook 6.71% of general 
government expenditure, compared with the worldwide average of 25.1% and the Organisation 
for Economic Co-operation and Development average of 40.1%.45 The composition of this 
expenditure is unbalanced, with a large portion of resources allocated to recurrent costs, such as 
salaries, and limited levels of development spending. With the districts and municipalities 
increasingly prioritized in government policies and plans as a key tier of government to assume 
service delivery responsibilities, efforts are underway to integrate all line ministry offices at the 
district and municipality levels under the district and municipality administrations. The reform will 
require a medium-term horizon to ensure regulatory requirements are in place to formalize the 
integration process, clarify fund-flow arrangements, and build the capacity of districts and 
municipalities to manage these newly assigned functions and responsibilities. 

65. Integrity institutions are, at best, moderately improving following the passage of the Law 
on Anti-Corruption, 2010 and the establishment of the Anti-Corruption Unit in the same year.46 
Cambodia continues to score poorly on budget openness and transparency, ranking in the lowest 
quartile of 115 countries surveyed by the International Budget Partnership in 2017, with a score 
of 20 out of 100.47 The National Audit Authority has been pursuing enhanced external audit 
scrutiny of central and subnational government finances, but it is constrained by inadequate 
resources and capacity and a perceived lack of independence from government. 

66. Social protection issues. Social protection spending in Cambodia is among the lowest 
in the world. Social assistance (excluding scholarships and subsidized health insurance) covers 
less than 2% of the poorest quintile of the population. The few social assistance programs that 
exist and have been tested successfully (conditional cash transfers, public works, food 
assistance, and social pensions) are pilots or feature partial coverage and mostly depend on 
donor financing. However, the situation is expected to change with the implementation of the new 
National Social Protection Policy Framework, 2016–2025, which began in 2017.48 The poor, 
informal workers, and the unemployed do not receive any form of social or subsidized access to 
pensions. 

67. Environmental degradation, and climate change and disaster risk. Cambodia’s land-
based ecosystems and natural capital are under major pressure from continuing rapid economic 
development, including agriculture activities. Cambodia is known for its rich forest resources and 
forest habitat.49 Uncontrolled land-use conversion, illegal logging, infrastructure development, and 
urbanization have led to a dramatic loss of forest cover from 13.1 million hectares (ha) in 1973 to 

                                                           
45  ADB. 2018. Fiscal Decentralization Reform in Cambodia: Progress over the Past Decade and Opportunities. Manila. 
46  Government of Cambodia. 2010. Law on Anti-Corruption. Phnom Penh. 
47  International Budget Partnership. 2018. Open Budget Survey 2017. Washington, DC. 
48  Government of Cambodia. 2017. National Social Protection Policy Framework, 2016–2025. Phnom Penh. 
49  Cambodia is endowed with the largest remaining forest habitat in Southeast Asia and 80% of the region’s most 

valuable and endangered indigenous tree species. Cambodia also has one of the largest protected area systems 
in the region covering about 30% of the country’s territory. 
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8.7 million ha in 2016.50 Much of the remaining forest cover has been degraded by selective 
logging and unsustainable fuelwood extraction, with 88% of the population still relying on 
traditional biomass for cooking. Wood fuel is also used extensively by industry; 71% of factories 
use wood fuels, amounting to 43% of total energy used by factories.51 Reducing the reliance on 
firewood and fossil fuels is therefore critical. 

68. Land conversion, water pollution, and increased population threaten the ecological integrity of 

wetlands in Cambodia which currently cover an estimated 30% of the country's total area. Most 
wetlands have been identified as globally important owing to the populations of threatened 
species that they support. The Prek Toal Ramsar Site in the northwest upstream end of the Tonle 
Sap Lake has been declared Southeast Asia’s largest water bird colony.52 

69. Deforestation and agricultural expansion are also increasing land degradation and 
erosion, resulting in lower agricultural and fisheries productivity, and reduced resilience to floods. 
Fisheries are essential for food security, and overfishing represents a further threat to rural 
communities, particularly those around the Tonle Sap Lake. 

70. Forest management in the catchment areas is also critical to ensure sustainable water 
resources management and adequate water supplies to all sectors, including agriculture. Many 
of Cambodia’s catchments are constrained by (i) extreme seasonal fluctuations between dry and 
wet seasons;53 (ii) lack of water storage, especially in the flat topography of the Tonle Sap River 
Basin; (iii) rapid construction of large dams, water diversion, floodplain development; and (iv) 
water pollution. The increased frequency and severity of climate change-induced flood and 
drought events is the main strategic and operational issue for water resources management. 

71. Human-induced natural resource degradation and poorly planned development in low-
lying areas has occurred in concert with an increased incidence and intensity of natural disasters 
and a changing climate, contributing to further degradation. Cambodia ranked 13th in the Global 
Climate Risk Index (1995–2015) and 8th in the World Risk Index in 2016.54 In 2014, Standard & 
Poor’s rated Cambodia’s economy as the most vulnerable to the effects of climate change 
worldwide.55 Climate projections to 2050 suggest that Cambodia will experience changes in 
temperature and rainfall with significant adverse impacts on farming communities and 
ecosystems. Average damage from disasters has been estimated at $235 million per year, further 
stressing livelihoods and destroying infrastructure. The World Wildlife Fund estimates that 70% 
of total protein consumption in Cambodia is from fish, further underscoring the need to protect the 
environment and undertake better water and natural resource management. 

                                                           
50  Government of Cambodia, Ministry of Environment. 2018. Cambodia Forest Cover 2016. Phnom Penh. 
51  Groupe Energies Renouvelables, Environment et Solidarités. 2015. Impact Assessment of Wood fuels 

Consumption on Deforestation and Forest Degradation in Cambodia.; and Groupe Energies Renouvelables, 
Environment et Solidarités. 2016. Policy Paper: Regulating the Charcoal and Firewood Trade.  

52 Philippine Information Agency. 2019. Wetlands: Nature’s Provider, Our Defense against Climate Change. News 
release. 31 January. https://pia.gov.ph/news/articles/1018010. 

53 E. Salvadore and W Bastiaansson. 2017. Water Accounting in Selected Asian River Basins: Pilot Study in 
Cambodia. IHT Delft Institute for Water Education. 

54  S. Kreft, D. Eckstein, and I. Melchior. 2016. Global Climate Risk Index 2017. Berlin; and M. Comes et al. 2016. 
World Risk Report 2016. Bonn: Bündnis Entwicklung Hilft and United Nations University.  

55  Standard & Poor’s. 2014. Vulnerability Index. New York. 
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C. Implications for ADB Country Engagement 

72. The ADB country partnership strategy (CPS) 2019–2023 should align with and support 
the government’s core planning documents including the Rectangular Strategy Phase IV (2019–
2023), which targets an annual GDP growth rate of 7% and reducing the proportion of people 
living below the national poverty line to 9.5%.56 

73. Several lessons from ADB’s current engagement in Cambodia need to be incorporated 
into the next CPS. First, the need for integrated solutions is challenged by the fragmentation and 
overlapping mandates of line ministries. Second, early engagement, provision of technical 
assistance, and facilitation of effective institutional capacity building, including for safeguards are 
needed to improve ownership and enhance sustainability. Third, there should be greater 
integration between sovereign and nonsovereign programs to provide a full range of financing 
and innovative solutions to development problems. Finally, productivity gaps must be addressed 
by decreasing vulnerabilities including gender inequities in skills, finance, and leadership. 

74. To build on ADB’s comparative advantage, leverage change, and maximize impact, the 
CPS should focus most of its financial and human resources in a few areas that are important for 
unlocking Cambodia’s growth. It must be recognized however that, as one of Cambodia’s larger 
development partner, the government looks to ADB’s advice and technical assistance for a range 
of policy and regulatory issues, as well as investments decisions. Leveraging change also means 
coordinating with other development partners through the technical working groups of the 
government’s robust development coordination system, two of which ADB cochairs. 

75. An analysis of factors essential for Cambodia’s inclusive, resilient, and sustained growth 
can guide the selection of key areas for ADB support. Raising agricultural productivity and 
increasing commercialization adds value and builds inclusivity. Creating liveable cities will attract 
investors and skilled labor, particularly for manufacturing. Improving connectivity, such as with 
information and communication technology, rural and urban roads and waterways builds 
efficiencies and enhances integration. ADB should also continue to support PFM and 
decentralization, while building the capacity of the civil service.  

76. ADB will also need to increase its policy dialogue to highlight the risks to macroeconomic 
stability emanating from the concentration of FDI in the construction and real estate sectors. Given 
the degradation of natural capital, ADB should demonstrate the benefits of a low-carbon growth 
model and help Cambodia transition to a green, sustainable, and inclusive economy. 

77. The CPS needs to be selective and clearly contribute to ADB’s Strategy 2030.57 Looking 
at the key constraints, the CPS should focus on operational priority (OP) 1: addressing remaining 
poverty and reducing inequalities, OP3: Tackling Climate Change, Building Climate and Disaster 
Resilience and enhancing environmental sustainability,OP4: making cities more liveable, and 
OP5: promoting rural development and food security. 

                                                           
56  Government of Cambodia. 2018. Rectangular Strategy for Growth, Employment, Equity, and Efficiency Phase IV of 

the Royal Government of Cambodia of the Sixth Legislature of the National Assembly. Phnom Penh. Other key 
planning documents are the Industrial Development Policy (Government of Cambodia. 2015. Cambodia Industrial 
Development Policy, 2015–2025. Phnom Penh) and the National Strategic Plan on Green Growth (Government of 
Cambodia. 2013. National Strategic Plan on Green Growth, 2013–2030. Phnom Penh). 

57  ADB. 2018. Strategy 2030: Achieving a Prosperous, Inclusive, Resilient, and Sustainable Asia and the Pacific. 
Manila. 

 


