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PRIVATE SECTOR ASSESSMENT (SUMMARY)1 

 

1. Cambodia’s real gross domestic product grew at more than 7% per annum during 2011-
2013, powered by the private sector, which accounts for nearly all of marketed output. With one 
of the most open economies in Southeast Asia, expanding market opportunities as Cambodia 
integrates more closely with the Greater Mekong Subregion, and a government that sees 
business as central to the country’s future prosperity, the outlook for private enterprise in 
Cambodia is encouraging. Nevertheless, significant challenges, including a high degree of 
business informality, combine to reduce productivity and limit the growth and diversification of 
interlinked supply chains and high-value industries, and generally reduce Cambodia’s 
international competitiveness below its potential. ADB will support the private sector by working 
on three broad fronts: (i) interaction—engaging with the private sector to help it contribute more 
effectively to inclusive economic growth; (ii) facilitation—making markets work better for 
entrepreneurs, employees, and consumers by supporting human and physical capital formation 
and improvements in the legal, regulatory, and institutional environment of business; and (iii) 
direct support—nonsovereign investment in private sector enterprises. 

A. Structure of the Private Sector 

2. Cambodia’s private sector dominates the economy. It absorbed 91% of 1.67 million 
people engaged in 2011.2 It also represented 97% of total economic establishments in 
Cambodia in that year.3 State-owned enterprises absorbed 7.6% and nongovernment 
organizations accounted for 1.1% of total people engaged (footnote 3).  

3. Cambodia’s private sector is dominated by informal and very small enterprises and 
farms, and has only a few large, modern businesses. Microenterprises, mostly wholesale and 
retail trading and vehicle-repair services, accounted for 97.7% of the roughly 500,000 
enterprises covered by the economic census in 2011, and 58% of total people engaged. Large 
enterprises—primarily in garments, light manufacturing, construction, tourism, and 
agribusiness—represented less than 1% of businesses and 27% of total people engaged. A 
weakness in the structure of the private sector is the “missing middle,” as only 2.1% of 
enterprises fall into the category of small and medium-sized enterprises (SMEs). These 
enterprises account for 14.7% of total people engaged. The underdevelopment of this segment 
hinders development and diversification in the economy. About 42% of large establishments 
were owned by foreigners, and most of these (27.4% of large establishments) were owned by 
people from the People’s Republic of China. 

4. The large majority of establishments in the private sector are informally operated, with 
only 7.8% of the roughly 500,000 establishments registered with the government. The 
registration rate is high at about 95% for large enterprises and 71% for SMEs, but only about 
6.2% of microenterprises are registered. Informal firms are perceived to have a price advantage 
over formal firms and face less regulatory obstacles in their business. This competitive edge 
appears to prevent formal firms from operating on an equal basis. 
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5. Private sector business activities became more active during the 2000s and more 
concentrated in Phnom Penh. About 58.3% of all economic establishments started their 
business activities during 2005–2010. Business activities located in Phnom Penh represented 
19% of all establishments in 2011, accounting for almost 60% of large establishments, 35% of 
SMEs, and 18.6% of microenterprises. Battambang, Kampong Cham, Kandal, and Siem Reap 
provinces also reported high concentrations of economic activities. 

6. Business activities can be grouped into three main categories: domestic trading and 
vehicle repair services, manufacturing, and accommodation and food services. About one-third 
of total people engaged were absorbed by domestic trading and vehicle repair services 
(predominantly in microenterprises), one-third were employed in manufacturing (mostly large 
establishments in the apparel industry), and over one-ninth worked in accommodation and food 
services (mainly in microenterprises and SMEs). 

7. The principal industrial subsectors are textiles and garments, manufactured metal 
products, food products, and chemicals. Most industry caters to the domestic market, except the 
textile and garment industry, which is export-oriented and an attractive investment opportunity 
for private entrepreneurs and foreign investors. The private sector has organized associations 
according to product specialization to safeguard its interests and promote dialogue with 
stakeholders including the government and employees. For example, the Garment 
Manufacturers’ Association of Cambodia has negotiated several arrangements and agreements 
with the government and employees.  

8. The 2014 Investment Climate Assessment, which reports on business concerns 
emphasized by the private sector in 2012, found that the Cambodian economy is diversifying 
into new product areas and attracting more sophisticated investors through links to regional 
value chains.4 Logistics and trade facilitation connecting Cambodia to neighboring countries are 
critical aspects at this juncture of Cambodia’s development.  

B. The Government’s Private Sector Policy and Planning Framework 

9. Private sector development and investment to enhance export-led, pro-poor growth has 
been a key priority of the government for many years, and this is fully reflected in the 
Rectangular Strategy for Growth, Employment, Equity and Efficiency, Phase III, which provides 
the development policies for the Fifth Legislature of the National Assembly, 2013–2018. Private 
sector development and employment is a key pillar.5 The strategy calls for a transformational 
change of the private sector, providing strong emphasis to the development of multiple value 
chain links between agriculture and industry. 

10. In 2006, the government established the Private Sector Development Steering 
Committee (PSDC) chaired by the Minister for Economy and Finance, with the Minister of 
Commerce as the vice-chair. The PSDC has steering subcommittees on SME development, 
public–private infrastructure and investment, and trade facilitation and development. The PSDC 
supports ongoing dialogue involving the government, the private sector, development partners, 
and other stakeholders, such as civil society and the academic community. The government 
convenes the PSDC to discuss the reform agenda and the ways development partners can 
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carried out in five locations including large urban centers in Battambang, Phnom Penh, Kampong Cham, Siem 
Reap, and Sihanoukville provinces. The survey comprised firms in manufacturing, trade (defined as domestic 
trade, mostly retail), tourism and other sectors (mostly construction, but also resources industries). Firms in the 
formal and informal sectors were included. Responses were weighted to allow for the fact that some firms (e.g., 
large, formal ones) were more likely to respond than others. 

5
 This includes (i) strengthening the private sector and promoting investment and business, (ii) developing industry 

and SMEs, (iii) strengthening labor markets, and (iv) enhancing the banking and finance sectors. 
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assist implementation. The Ministry of Industry and Handicraft coordinates the government’s 
ongoing SME strategy through the SME secretariat of the PSDC. The PSDC allows 
development partners to enhance their policy engagement with the government.6  

C. Key Constraints and Challenges 

11. Cambodia’s production of goods and services, which is a largely private sector activity, 
is growing rapidly. However, most of the labor force is still employed in the small scale, informal 
sector, especially semi-subsistence agriculture. While there is a ready supply of labor to 
resource larger-scale, formal sector growth, it is relatively low skilled. Labor productivity is 
therefore low, so earnings from labor (wages or subsistence consumption) are also low.  

1. Constraints to Private Sector Growth and Development 

12. Recent investment surveys, value-chain studies, and sector studies have identified 
impediments to Cambodia realizing its medium-term growth potential and economic 
diversification. A survey conducted in 2012 for the 2014 ICA showed that Cambodian 
enterprises ranked electricity supply as the major constraint on their growth, citing insufficient 
access and high price. Since then, new hydropower plants have come online, and more will join 
the grid in the next few years, helping to address the shortage of power. The macroeconomic 
framework was cited as the second major constraint, followed by corruption, difficult transport, 
anticompetitive practices, the high cost of finance, and deficient skills and education. 

13. A common thread in many value-chain studies is Cambodia’s weak competition policy 
framework, broadly defined to include distortions at and behind the border. The successful 
garment and tourism sectors provide lessons for the development of other sectors, in particular 
on maintaining investor confidence. In future, improving investor confidence and policy 
predictability—such as by implementing double taxation agreements—would help to diversify 
investments. 

2. Investment Climate Challenges 

14. Electricity. Electricity price, service coverage, and reliability are the most frequently 
cited concern in the ICA, for informal as well as formal enterprises, regardless of size and export 
orientation. Enterprises report that the electricity constraint has become progressively more 
critical since the early 2000s. Not only is the price per kilowatt-hour now higher in Cambodia 
than almost anywhere in the region but the service is patchy and inefficient, so that diesel 
generators are used for about 30% of manufacturing. In the special economic zones, where 
electricity is cheaper, the bigger problem is the intermittent supply rather than its cost.  

15. Macroeconomic uncertainty. The significance of the second ranked constraint—
macroeconomic uncertainty—is less clear, given that public sector debt management and 
inflation are under control in Cambodia, and in a dollarized economy exchange rates cannot 
matter much. Respondents may therefore have interpreted the question as asking about 
perceptions of political rather than economic uncertainty. 

16. Corruption. Corruption remains a major concern, but it has fallen to third place in the 
ranking of constraints since the previous survey, in 2008. This may be partly because the 
amount of informal fees paid as a proportion of overall sales has declined. However, the 
incidence of informal practices has not diminished, implying that while officials may be 
demanding less payment, the proportion of firms paying informal fees has not diminished (and 
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forum meets about twice a year and provides the Cambodian private sector with a voice in dialogue with the 
government on policy and regulatory issues. The forum has eight working groups. 
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there are indications that for certain activities such as importing goods, the proportion of firms 
giving “gifts” has increased). 

17. Based on firm responses, the ICA calls for the following priority reform measures: (i) 
address the high cost of electricity with a comprehensive national plan and reform of specific 
regulations that contribute to the high cost of energy; (ii) accelerate automation of government 
processes to reduce corrupt and informal practices; (iii) encourage new investment, particularly 
in the special economic zones; (iv) continue improvements in trade facilitation; (v) complete the 
competition law and set up an independent competition agency; (vi) design and implement 
incentives for business registration; and (vii) focus on implementing policies. 

D. ADB Role in Private Sector Development and Private Sector Operations 

18. ADB will support the government’s ambitious plans to transform the role of the private 
sector in Cambodia by working on the following three broad fronts:  

19. Interaction—private sector engagement. In its interaction with the private sector, ADB 
will engage with business associations in Cambodia to (i) learn of the private sector’s perception 
of key issues relating to private sector development, (ii) understand private sector’s priorities, 
and (iii) discuss with the private sector ADB’s own thinking about how best to support private 
enterprise. Interaction will be extended and supplemented by technical assistance (TA). Much of 
this engagement could be supported by the Mekong Business Initiative, particularly measures to 
improve (i) institutional aspects of Cambodia’s private sector, and (ii) the regulatory business 
environment.7 8  

21. Facilitation—private sector development. ADB will address private sector 
development with programs to transform agriculture from subsistence farming to a commercial 
orientation, improve transport infrastructure, extend financial inclusion, stimulate small 
enterprise (including commercial farm development), and promote private sector involvement in 
regional integration. ADB will implement a sequential program to support public–private 
partnerships (PPPs) in Cambodia, involving initiatives to (i) enhance the policy, legal, regulatory, 
and institutional framework; (ii) implement a PPP capacity development TA project across PPP-
related line ministries and the private sector; and (iii) prepare a project loan, including the 
identification of viable PPP projects.  

22. Direct support—private sector operations. ADB’s Private Sector Operations 
Department (PSOD) will respond to the needs of private sector investors, especially in 
government priority areas. The operations will focus on energy, finance and private equity, 
transport, agribusiness, water supply and sanitation, and trade and supply chain finance for 
SMEs. PSOD will collaborate with the Cambodia Resident Mission to identify investments and 
create synergies with ADB's public sector assistance. TA will be considered to facilitate project 
development, address entry barriers, improve governance, and develop capacity. To be eligible 
for ADB financial assistance, private sector projects and companies must meet ADB’s criteria 
for nonsovereign investments, including financial viability; significant and positive development 
impact; good corporate governance; and compliance with ADB's safeguard, integrity, and anti-
corruption policies. PSOD is extending the Trade Finance Program in Cambodia.  
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 The institutional aspects include strengthening the organization and governance of business associations, fostering 

the emergence of more inclusive corporate business models, and regionalizing and standardizing vocational 
training certification. Business regulatory reform includes shifting the emphasis from disincentives for firms to 
formalize to incentives, and strengthening the framework for arbitration and dispute resolution. 

8
  The Mekong Business Initiative, a regional project involving Cambodia, is being prepared in 2014 to provide quick 

and flexible assistance to enhance business environments in the Greater Mekong Subregion.  


