Rural Development for Cambodia
Key Issues and Constraints
Cambodia’s economic performance over the past decade has been impressive, and
poverty reduction has made significant progress. In the 2000s, the contribution of
agriculture and agro-industry to overall economic growth has come largely through
the accumulation of factors of production—land and labor—as part of an extensive
growth of activity, with productivity modestly improving from very low levels. Despite
these generally positive signs, there is justifiable concern about Cambodia’s ability to
seize the opportunities presented. The concern is that the existing set of structural and
institutional constraints, unless addressed by appropriate interventions and policies,
will slow down economic growth and poverty reduction. These constraints include
(i) an insecurity in land tenure, which inhibits investment in productive activities;
(ii) low productivity in land and human capital; (iii) a business-enabling environment
that is not conducive to formalized investment; (iv) underdeveloped rural roads and
irrigation infrastructure; (v) a finance sector that is unable to mobilize significant
funds for agricultural and rural development; and (vi) the critical need to strengthen
public expenditure management to optimize scarce resources for effective delivery of
rural services.
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Executive Summary

C

ambodia’s economic performance over the past decade has been impressive, and poverty has been
reduced. Over the past 10 years, economic growth has averaged 9.7% per annum, while from 2004
to 2007, it averaged nearly 11.0%. The fallout of the global financial crisis pushed gross domestic
product (GDP) growth to almost zero in 2009 for the first time, but forecasts are for a return to higher positive
growth in 2010–2011. At the same time, poverty has fallen (around 10 percentage points in a decade),
going from 35.0% in 2004 to 30.1% in 2007. As a result of such economic development, income per capita
increased from $250 in 1998 to $795 in 2008.
Agriculture continues to be the mainstay of the economy, but garments, tourism, and construction have
contributed more to GDP growth. Structural changes in the economy have shifted it from agriculture into
industry and services, while exports have increased from almost 0 to 65.0% of GDP in 2007. Further, inflows
of foreign direct investment in all sectors in recent years have made the country somewhat less aid-dependent,
and increasing levels of domestic savings have deepened the country’s ability to sustain its own growth.
In the last decade, the contribution of agriculture and agro-industry to overall economic growth has come
largely through the accumulation of factors of production—land and labor—as part of extensive growth of
activity, with only modest improvement in productivity from very low levels. Rice is still the overwhelmingly
predominant crop, but there is some diversification and regional specialization as farmers take advantage of
agro-ecological systems and market opportunities.
Despite these generally positive signs, there is justifiable concern about Cambodia’s ability to seize the
opportunities presented. Structural and institutional constraints to agricultural and rural development exist
that, unless addressed by appropriate interventions and policies, will result in a slowing of economic growth
and poverty reduction. These constraints include (i) insecurity in land tenure, which constrains investment
in productive activities; (ii) low productivity in land and human capital; (iii) market failures and coordination
issues, and a business-enabling environment that is not conducive to formalized investment; (iv) weak and
underdeveloped rural roads and irrigation infrastructure; and (v) a finance sector that is unable to mobilize
funds for agricultural and rural development.
The purpose of this report is to produce a concise, analytically based analysis that will (i) diagnose the
underlying structure of the rural economy and its evolving links to urban and peri-urban centers; (ii) identify
the binding structural and institutional constraints to faster rural development and reductions in poverty and
income inequality; and (iii) propose some remedial policy priorities for Asian Development Bank (ADB) support
to strengthen governance arrangements and institutional processes in public financial management (PFM) to
contribute to poverty reduction.
The main sources of rural economic growth in Cambodia come from (i) growth in land under production;
(ii) growth in the rural labor force; (iii) modest gains in agricultural productivity mainly in non-rice crops; (iv)
public and private investment in agriculture and rural infrastructure (i.e., transport, irrigation, and processing);
as well as (v) substantial investment in social infrastructure such as health, education, and sanitation.
Achieving the Millennium Development Goal target for poverty reduction (20% of the population by 2015)
will require average economic growth of 7.5% per annum from 2008 to 2015, inflation in the range of 3%, and
no change in the distribution of income between urban and rural families. If inequality between rural and urban
areas increases, higher growth may be necessary to achieve this target. This will not be easy, with one-half of
the population under 20 years of age, more than 85% of employment in the informal sector, and the relatively
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high rural poverty rate. Thus, increasing the efficiency of public resources targeted for rural development and
increasing private sector-led economic opportunities in rural areas will be crucial.
The Government of Cambodia has adopted a multipronged approach to foster rural development and to
empower local communities to plan and manage their development. The decentralization and deconcentration
of public services delivery; support for participatory decentralized, area-based programs; and provision of
credit to households and small businesses are some of the highlights of these efforts.
The government’s strategy for agricultural and rural development has been articulated in a number of
strategies and programs starting in 1994, which have also been continually updated. In 2004, it adopted
the Rectangular Strategy for Growth, Employment, Equity and Efficiency as the framework for the country’s
socioeconomic development. Founded on the platforms of good governance, peace, political stability, social
order, macroeconomic stability, partnership, and economic integration, the Rectangular Strategy focuses on
critical development issues such as the enhancement of the agriculture sector, rehabilitation and construction
of physical infrastructure, private sector development and employment generation, and capacity development
and human resources development.
Similar to the Rectangular Strategy, the National Strategic Development Plan, 2006–2010 (updated for
2009–2013) has the overall aim of poverty reduction, and serves as the guiding document for implementation
of the Rectangular Strategy. In it, the government indicated that the overall goal is poverty reduction and
economic growth through enhancement of agriculture sector development. The sector goal is to ensure
food security; increase incomes; create employment; and improve nutrition for all by improving productivity,
diversification, and commercialization of agriculture with environmentally sound protection and food security.
In addition, the plan recognizes the need to address rural development and makes improving the lives and
livelihoods of the rural poor a top priority. Agricultural productivity improvement is the core strategy to meet
this need.
Two sector-specific development plans are also relevant in the context of rural development and the
agriculture sector: the Agriculture Sector Strategic Development Plan, 2006–2010 and the Strategy for
Agriculture and Water, 2006–2010 (updated for 2010–2013).
Under these policies, the government has recognized the importance of growth and diversification within
the agriculture and rural sectors to drive the economy and shift the focus from food security to diversification
and commercialization. However, while the policies have been well articulated and are a sound basis for
development, there has been a disconnect between the development of policies at the national level and their
implementation at the local level.
Rural development ministries such as the Ministry of Agriculture, Forestry and Fisheries (MAFF); Ministry
of Water Resources and Meteorology (MOWRAM); and the Ministry of Rural Development (MRD) play key
roles in subnational activities. In 2005, the Strategic Framework for Decentralization and Deconcentration
was developed to guide the process of governance reform at provincial, district, and commune levels. This
framework established the basic principles and scope for a comprehensive decentralization program. This
program now forms part of the good governance strategy of the national strategic development plan. In May
2008, the Organic Law was also passed, requiring the establishment of new subnational structures and
systems and reassigning functions and resources between national and subnational levels.
During 2000–2008, total government expenditure grew faster than the economy, and capital expenditure
faster than recurrent expenditure. There has been steady growth in the government recurrent budget, with
real increases exceeding 14% annually during 2006–2008. On average, government recurrent expenditure,
in real terms, increased by 10.1% during 2000–2008, which was above the trend rate of growth in GDP. The
government recurrent expenditure–GDP ratio remained broadly unchanged over same period, at 8.0%–9.0%.
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The government capital budget has taken on increased importance. Appropriations to the government
capital budget have increased each year, increasing at an annual average rate of 17.0% in real terms from 2004
to 2008. The government capital expenditure–government recurrent expenditure ratio has also increased.
Taken together, government recurrent and capital expenditure, as a proportion of GDP, increased from 8.9%
in 2005 to 9.8% in 2008.
Of particular concern for rural development is that the line ministries that support rural development
in Cambodia are currently some of the most underfunded ministries. MAFF, MOWRAM, and MRD have
significant shortages of qualified staff members that affect effective service delivery in rural areas, reducing
economic opportunities for the rural poor. Inadequate budget resources are also deterring progress in rural
development. Public investment in agriculture averaged 2.6% of total government expenditure since 2000,
and donor funds have grown in recent years but still remain low. While there are major difficulties in accurately
estimating what portion of public resources go to rural development or the rural population, based on available
data, it ranged from 1.4% to 1.9% over 2006–2010. This has increased from 0.5% in the mid-1990s.
Although MAFF, MOWRAM, and MRD have experienced large increases in recurrent government
spending on agriculture, irrigation, and rural roads, this does not reflect any increased priority in recurrent
spending for the sectors. MAFF, which, as a service provider, is most dependent on its recurrent budget,
has the largest recurrent budget (KR65.8 billion in 2008), followed by MRD (KR45.2 billion) and MOWRAM
(KR25.8 billion). Annual recurrent expenditure growth rates during 2000–2008 for MRD (21.4%) and MOWRAM
(15.1%) exceeded the total recurrent budget growth rates in real terms, while MAFF recurrent grew at 9.2%.
MAFF’s share of total government recurrent expenditure declined from 2.4% in 2004 to 1.7% in 2008. MAFF
and MOWRAM’s combined share of total recurrent expenditure peaked at 3.1% in 2006, and declined to
2.4% in 2008. MRD’s share of total recurrent was 1.2%–1.3% in recent years.
Irrigation and rural roads have been given priority in the small but expanding government capital budget.
MOWRAM’s capital expenditure increased from KR17.9 billion in 2004 to KR148.7 billion in 2009. MRD’s
capital expenditure grew from KR64.7 billion to KR87.5 billion over the same period. Since they have been
tasked with provisioning key infrastructure, the government capital budget is more important than recurrent
expenditure for MOWRAM and MRD. MAFF effectively has no capital budget. It has received no funds for
construction and equipment since 2004.
Improvements in PFM, public administration reforms, and decentralization and deconcentration have
been identified as key governance initiatives in Cambodia. The Rectangular Strategy and national strategic
development plans have underlined the need to improve governance environment through effective
implementation of the Governance Action Plan I and II. These plans stress five crosscutting reform areas:
(i) administrative reform and anticorruption; (ii) legal and judicial reform; (iii) decentralization, deconcentration,
and police affairs reform; (iv) economic and finance reform; and (v) social development (including poverty
reduction, food security, education, health, and rural development). Regarding rural development, they stress
armed forces reform, land policy reform, and natural resources management. The government is aware that
its implementation will be a challenge, as will the time required to develop new institutional capacities and
competencies, and accountability institutions.
Unfortunately, MAFF, MOWRAM, and MRD currently use an incremental approach to planning and
budgeting that relies on donor financing for most new investment projects. Government recurrent expenditure
arising out of existing and proposed activities on donor-financed projects is usually underfunded, adversely
impacting on service delivery to the poor. The focus of these ministries is on projects, which creates a
vacuum for policy and budget strategizing. In addition, there are overlaps of responsibilities in the three
ministries. They suffer from weak interministerial and intraministerial coordination mechanisms, and tend to
operate within “policy silos.” In the future, it will be important for the three ministries to harmonize their rural
development efforts and avoid policy overlap.
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Another issue in these ministries is the low level of salaries available to government staff, including at
the director level and even above, forcing many to take on additional jobs. Work alternatives are provided by
private sector hiring or by externally funded projects where the remuneration is higher. Thus, (i) staff members
are not available to work within departments of the ministry unless special funding is available; (ii) they do not
obtain experience in their field through the ministry, only through working outside; and (iii) while the capacity
of individuals may be improved, institutional capacity is not advanced.
The key areas of weakness related to PFM in the three line ministries are (i) weak links among their
policies, programs, and budget process; (ii) program duplication (i.e., unrealistic budget estimation without
identified sources of funding); and (iii) inadequate budget execution process, including lack of effective internal
control in procurement processes. An ADB assessment of MRD conducted in May–June 2007 found that
MRD’s financial and accountability systems needed urgent strengthening. Further, the capacity for effective
internal audits in the line ministries remains low.
However, the government has made major progress toward establishing accountability and oversight
mechanisms. The Law on Audit was adopted in 2000 and the National Audit Authority was set up in 2002
as the supreme audit institution in Cambodia. Internal audit departments have been established in 36 line
ministries and agencies, and more timely audits have begun to enhance budgetary accountability. The Law
on Access to Public Information is under preparation, and considerable efforts have been made to get the
population involved in local service delivery and to participate in policy deliberations. A law guaranteeing press
freedom has been adopted, and the media regularly report incidents of corruption and other public policy
issues. Institutions working as corruption watchdogs have been restructured and strengthened. In addition,
the adoption of the Anti-Corruption Law in March 2010 is a significant milestone.
Public administration reforms, including attractive pay and other incentives for the civil service, have a
strong link to PFM that entail probity and higher-level commitments. The Council of Administrative Reforms
has undertaken several initiatives in this regard. The government has also embarked on a series of reform
measures fostering decentralization to help improve service delivery, bolster accountability, and encourage
popular participation in the development process.
Many factors constrain the development of a highly profitable rural sector in Cambodia. Basically,
the critical constraints fall into five main areas: (i) low levels of technology adoption and the human capital
required to utilize such technology; (ii) poor infrastructure (i.e., rural roads; irrigation; and postharvest storage
and handling, processing, transport, and logistics); (iii) microeconomic risks to appropriation of returns (i.e.,
property rights, corruption, and the business-enabling environment related to taxation and fees); (iv) difficulties
in coordinating markets and marketing through formalized mechanisms of exchange; and (v) difficulties in
accessing finance for agricultural investments, including the high cost of finance relative to the economic
returns to investment in agriculture and agro-industry.
Fundamentally, the underdeveloped nature of infrastructure and its unequal access are primary binding
constraints to rural development and poverty reduction. However, only when the fiscal situation sufficiently
improves will the government be able to allocate more resources to infrastructure investment. Improved
infrastructure alone is not enough to lower the cost of doing business and to stimulate private investment—it
must to be accompanied by improvements in investor confidence, which can be done through the government
adequately addressing governance concerns by implementing initiatives aimed at reducing corruption and by
strengthening the rule of law. Yet to ensure that growth can be sustained at a high level similar to that achieved
by many Southeast and East Asian economies in recent decades, the government will also need to address
the market failures (e.g., information and coordination externalities) to encourage investments in diversifying
and expanding the manufacturing sector and agro-based exports, and in upgrading the level of technology.
Security of land tenure is a precondition for investment in productive activities. Well-defined property
right improves private appropriability of returns, and owners with secure land titles are more willing to invest
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in higher-risk and potentially higher-payoff activities (e.g., irrigation and drainage systems, perennial trees,
and vegetable and cash crops). Land titles enable titleholders to use these as collateral for production and
working capital loans. The evidence demonstrates that secure land tenure on private plots raises revenue,
yields, productivity, rental value and sales value, as well as household consumption.
The poor can benefit most from improvements in agricultural productivity and technology. The huge
potentials in agriculture can only be tapped through better-informed farming practices to increase yield (thus
production) with minimal effort, even without a quick expansion in cultivated land. Agricultural productivity of
the major staple crop, rice, is far from its full potential and can be increased substantially. A clear, coherent
strategy for rice needs to be formulated around the dual objective of achieving food security and exporting.
Productivity can be improved by introducing new seeds, using fertilizers and pesticides, and improving
irrigation and drainage systems.
To leverage the benefits from improved productivity and technology, the poor can benefit from increased
access to education and vocational opportunities. Schooling has high returns to individuals in terms of
increased earnings, and there is a direct correlation between higher levels of education and higher average
incomes and standards of living. In addition to formal education systems, opportunities for adult education in
terms of agricultural extension and business training will provide substantial benefits to the rural population.
The inadequate road system is a major bottleneck to economic development. Investment in rural
roads yields high returns to poverty reduction in developing countries. Improving rural roads will help rural
populations gain access to key services, including education and health, and improve opportunities for
nonfarm income-generating activities. Further, investments in irrigation and drainage infrastructure will reduce
climatic risk, reduce yield volatility, and provide food and income security to agriculture-based households.
The government and donors have already invested heavily in irrigation-based infrastructure. This development
assistance focus should continue, and ADB (among many other donors) has already indicated a long-term
commitment to irrigation infrastructure development.
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Cause-and-Effect Analysis for Rural Development

Overall
Impacts

Persistent and
increasing poverty

Reduction and variation
in agricultural output

Reduction in
food security

Agribusiness and
agro-industrial
employment opportunities
lacking

Reduction in
beneficiary income

Slow and variable
economic growth

Area planted to
cash crops decreased

Value of agricultural
exports decreased

Impacts
Capital investment in
agriculture is low

Policy and legal framework
unable to contribute to the
development of the
agriculture and
water sectors

• Policy, regulatory
frameworks and
laws are yet to be
fully implemented
• Legal framework
for agricultural
lands is not fully
developed
• Legal framework
for water licensing
and FWUCs is
incomplete
• Marketing policies
are fragmented and
inconsistent

Primary
Causes

Slow growth and
morbidity in
agribusiness SMEs

Irrigation services
are limited

Incidence of drought or
flood-affected farmlands
are increasing

Agricultural productivity is stagnant and narrowly based on a few crops.
Water resources remain underdeveloped and underperforming

Core
Problem

Immediate
Causes

Imported processed
agri-foods are increasing

Institutions, administration,
research and education
unable to be effective in
agricultural and water
resource development and
management

• Human resources
and management
capacity is
underdeveloped
• The planning,
budget, and
financial management
systems are not
fully integrated
across line
departments and
provincial departments
• Management
Information
Systems are not
implemented across
line departments or
provincial departments

Capacity to assemble and
utilize agricultural and
water-related knowledge
information and technology
transfer is lacking

• Organizational
structure and
mechanisms in
MAFF and
MOWRAM are not
able to handle the
new challenges
facing the
agriculture and
water sectors
• REE capacity
limited
• Research and
technology is
underdeveloped

Agricultural systems and
community arrangements
are unable to ensure that
the poor and food insecure
have physical and
economic access to
sufficient, safe and
nutritious food

• Community self-reliance
for food security and
poverty reduction
is limited
• The Institutional
and Policy
Environment for
Food Security and
Nutrition (FSN) has
yet to be developed

Unsustainable and
unrepresentative
management of land and
water resources and
facilities

• Water data
management needs
to be improved
• Integrated water
resource
management is
unimplemented
• The development of
irrigation and water
management
infrastructures does
not take into
account local
stakeholder needs
or the alternative
options
• National land
resource
assessments have
yet to be undertaken
• Productivity of
lowland rice soils is low
• Productivity and
sustainability of
upland soils is low
• Smallholder land
tenure security and
productivity is low
• The management of
state land resources
is underperforming
• The implementation
of land use and land
tenure policies are
haphazardly
undertaken with
little understanding
of long-term impact

Agriculture and agribusiness are unable to
make effective use of
inputs and market
opportunities and are not
diversifying production

• Inputs and farm
production are
lacking
• Markets are
underdeveloped and
market
opportunities have
not been seized
• Extension and
outreach does not
cover all farmers
• Market
infrastructure is
limited

MAFF = Ministry of Agriculture, Forestry and Fisheries; MOWRAM = Ministry of Water Resources and Meteorology; REE = rural electricity enterprises;
SMEs = small and medium-sized enterprises.
Source: Author.
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Cause-and-Effect Analysis for Public Financial Management
Overall
Impacts

Persistence and high
rural poverty levels

Slow and variable
economic growth

Low service delivery levels
and industry output

Pro-poor development initiatives
unsustainable/low value for money

Low probability to meet
social progress in MDGs

Low capital investment
in private sector

Unpredictable funds release
creates system of arrears

Employment opportunities limited

Impacts

Core
Problem

Immediate
Cause

Reduced investment and funding pledges by international private sector
and donor community in support of Cambodia’s economic and
development opportunities

PFM policy, legal framework, and
budget control has limited
procedural and resourcing support

Limited qualified staff to establish and implement
explicit policies, procedures, and
reporting requirements
Overlapping mandates between a number of agencies
PFM and public administration reforms in infancy
Insufficient fiscal checks and balances and
limited accessibility to public finances
PBB is bargained rather than formula-based
MEF annual budget bears little relation to
original PBB planning and budgeting

Primary
Cause

Continuing inefficiencies in administering
revenue collection and enforcing compliance
Inefficient payroll and salary establishment control
Unrealistic projections for budget allocation and
limited resources to finance budget
Budget leakages—recording of transactions and
preparation of accounts subject to inaccuracies
and are noncompliant
Limitations in the quality of external audit
function and culture of nonresponse by
management of audited entities
Limited capacity of parliamentary oversight and
accountability systems

Losses and
poor value for money
from procurement
inefficiencies

Anticorruption policy
is sound but has no
measurable impact

No international standard
acceptable procurement
framework—
tax administration system
needs further
strengthening

Anticorruption policy is not
fully operationalized and
decentralized through
specific procedures
and controls

Limited compliance with
procurement rules and
regulations

Current procedures have
limited control over
endogenous abuse of
exogenous pressure

Mis-procurement
(use of force account)
Poor procurement under
local competitive bidding

Capacity development in
Stage 1 of PFMRP was
limited—reform impetus
yet to be fully achieved in
line ministries and subnational
ministries

Abuse of shopping procedures
Narrow tax base

ADB’s A-C Policy not fully
reflective of the reality of
the country, the EA, and
the project
Inadequate sanctions for
fraudulent and corrupt
activity
ADB projects are
perceived as low quality
and fuels abuse

ADB = Asian Development Bank, EA = executing agency, MEF = Ministry of Economy and Finance, PBB = program-based budgeting, PFM = public
financial management, PFMRP = Public Financial Management Reform Program.
Source: Author.

I. Introduction

C

ambodia’s economic performance over the past decade has been impressive, and poverty reduction
in the country has made significant progress. Over the past 10 years, economic growth has averaged
9.7% per annum, while from 2004 to 2007, it averaged nearly 11.0%. At the same time, poverty has
been reduced significantly (around 10 percentage points in a decade) and continues to fall, from 35.0% in
2004 to 30.1% in 2007 (Knowles 2006, 2008). As a result of economic development, income per capita
increased from $250 in 1998 to an estimated $795 in 2008 (ADB 2009b).
Despite the main sources of growth being in nonagriculture sectors, agriculture still remains a large sector
of the economy, comprising 32.5% of gross domestic product (GDP) and absorbing 59.0% of the total labor
force (ADB 2009b). Growth in agriculture has been volatile but continued to be low at 5.0%–5.5% of GDP for
2006–2008. In contrast, growth in industry and services has been double that, although concentrated in the
garments, tourism, and construction sectors. Exports have increased from almost zero to 65.0% of GDP in
2007, slightly falling to 52.7% in 2008 due to the impact of the global financial crisis (ADB 2009b).

However, there is concern that this growth has not benefited a large proportion of the population and
that sustaining this rapid growth and reducing poverty will prove difficult. Rodrik (2007) noted that the policies
required to sustain growth are different from those to initiate it, and experience from other countries shows
that very few1 have managed to achieve sustained growth over the longer term. Cambodia still has weak
infrastructure, a thin finance sector, and a business environment struggling with governance issues. Growth
has been narrowly focused on garments and tourism; the export of raw agricultural products; and construction
related to the real estate boom, which is widely seen as a speculative bubble.2 Most of the GDP in Cambodia
comes from export-orientated sectors (i.e., garments, tourism, and agriculture), and Cambodia’s top five
exports account for 60% of total exports. This illustrates the thinness of the economy and heavy reliance
on garments and tourism as engines of growth. For a small country such as Cambodia, the narrow base of
exports creates vulnerabilities to external shocks.3
While global economic history shows that the process of development usually entails a shift from
agriculture to manufacturing and services, the consensus for Cambodia is that in the short to medium term,
poverty reduction will require growth in rural areas, most likely through sustained agricultural growth and the
ability to capture value added from agroprocessing.
Historically, agricultural diversification has been weak in Cambodia, but agro-industrialization and foreign
investment appears to be increasing. Within agriculture, much attention has been given to the prospect of

1

Only 13 countries since 1950 have grown at an average rate of 7% a year or more for 25 years or longer (Commission on Growth and
Development 2008).

2

In 2006, garments accounted for 73.8% of Cambodia’s total merchandise exports (Yu et al. 2008), making Cambodia one of the
most heavily dependent in the world on a single export, with all of the potential vulnerability that this entails. In these circumstances,
sustaining growth and making it more pro-poor, especially in rural areas where the poor predominantly live, poses a monumental
institutional and policy challenge for the government (World Bank 2006).

3

The recent financial crisis in the United States, and the resulting contagion across the world, has put pressure on Cambodia’s garments
industry. Cambodia’s garment exports to the United States, the country’s largest foreign textile market, totaled $2.23 billion in 2008,
slightly down from 2007. In 2007, the sector exported $2.90 billion worth of garments, produced in 319 factories that employed more
than 380,000 workers. Some 43 garment factories closed in 2008, leaving nearly 20,000 workers unemployed. The effects of these
widespread layoffs could be devastating for many impoverished families in rural areas, as the monthly salaries of relatives working in
such factories are one of the few sources of income available to them (Rith 2008, Kurczy and Vannarin 2009).

1
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Cambodia’s development integrating with the emergence of global value chains and the move from staple
crops to high value-added products. The performance so far has not been promising, with official agriculture
exports (mainly rubber) accounting for less than 2% of total exports. Exports of raw agricultural products,
such as cassava, maize, paddy, and soybeans to Thailand and Viet Nam, are significant, although remain
unrecorded.
However, there are nascent signs of emerging rural enterprises in Cambodia concentrating on agroindustry, with the establishment of private rubber and cashew plantations, cassava starch factories for biofuel,
and a rudimentary animal feed industry sponsored by CP Thailand. Further, over 2010–2011, reports of
significant agribusiness investment pledges surfaced from Indonesia and Kuwait to develop Cambodia’s
rice industry (i.e., close to $1 billion in planned investments in irrigation, contract farming, and modern rice
mills), and there are also indications that private equity firms are standing by to invest over $600 million in
agribusiness.
Significant inflows of foreign direct investment (FDI) in all sectors in recent years have made the country
somewhat less aid dependent, and increasing levels of domestic savings have further deepened the country’s
ability to sustain its own growth. For instance, savings have gone from 2.3% of GDP in 1998 to 30.3%
in 2008 (ADB 2009b). Despite these generally positive signs, however, there is justifiable concern about
Cambodia’s ability to seize the opportunities presented. A set of structural and institutional constraints to
agricultural and rural development exist, which, unless addressed by appropriate interventions and policies,
will result in a slowing of economic growth and poverty reduction. These constraints include (i) an insecurity
in land tenure, which constrains investment in productive activities; (ii) low productivity in land and human
capital; (iii) market failures, coordination issues, and a business-enabling environment that is not conducive
to formalized investment; (iv) weak, underdeveloped rural roads and irrigation infrastructure; and (v) a finance
sector that is unable to mobilize significant funds for agricultural and rural development.
The purposes of this report are to (i) identify the underlying structure of Cambodia’s rural economy and
its evolving links to urban and peri-urban centers, (ii) identify the binding structural and institutional constraints
to faster rural development and reductions in poverty and income inequality, and (iii) propose some remedial
policy priorities for Asian Development Bank (ADB) support to strengthen governance arrangements and
institutional processes in public financial management (PFM) to contribute to poverty reduction.

II. Performance of the Agriculture
and Rural Sectors
A. Trends in Poverty and Inequality
Although Cambodia has enjoyed substantial growth along with significant poverty reduction over the past
decade, the incidence of poverty remains high, particularly in rural areas. From 1997 to 2007,4 gross domestic
product (GDP) grew by an average of 8.4% (ADB 2009b), while over the same period, poverty rates (using
comparable samples) fell from 47% to 35%5 (Table 1). Analysis of the 2007 Cambodia Socio-Economic
Survey (CSES) by Knowles (2008) suggested that over the 3 years from 2004 to 2007, poverty fell further to
30.1%, a rate of 1.6% per annum consistent with the reductions found between the 1993 and 2004 CSESs
(Table 2). However, apparent progress at the national level masks significant differences across Cambodia.

Table 1

Main Poverty Trends in Cambodia, 1993/94–2004

Poverty Headcount (%)

Poverty Gap Index

1993/94

1997

2004

1993/94

1997

2004

Cambodia

39.00

43.32

27.97

9.21

11.94

9.02

Phnom Penh

11.39

11.77

4.60

3.06

2.31

1.23

Other urban

36.62

32.40

20.54

9.66

8.72

6.55

Rural

43.12

51.37

33.66

9.99

13.57

10.17

CSES = Cambodia Socio-Economic Survey.
Note: Estimates from the 1993/94 CSES, 1997 CSES, and 2004 CSES use a consistent sampling frame.
Source: Knowles (2006).

Table 2
Cambodia
Phnom Penh

Changes in Poverty Incidence in Cambodia, 2004–2007 (%)
2004

2007

Change

Yearly Change

34.8
4.6

30.1

(4.7)

(1.6)

0.8

(3.8)

(1.3)

Other urban

25.8

21.9

(3.9)

(1.3)

Rural

39.1

34.7

(4.4)

(1.5)

( ) = negative.
Notes: The results are not comparable with those of Table 1 due to the differences in the sampling frame used. Table 1 is backward-compatible to the 1993
survey, whereas the results in this table are consistent with the 2004 sampling frame. See footnote 5.
Source: Knowles (2008).
4

The only comprehensive surveys of poverty rates were carried out in 1997, 2004, and 2007 under the CSES (NIS 1999, 2004, 2007).
Knowles (2008) contained a preliminary analysis of the main findings of the 2007 CSES.

5

Data from Knowles (2008), in which the sampling frame was revised to permit intertemporal comparisons between the 1993/94,
1997, and 2004 surveys. The poverty rate (i.e., the percentage of the population living under the poverty line) was estimated at 35%
for 2004. It is harder to know precisely what the poverty rate was 10 years ago, because the 1993/94 household survey did not cover
the whole country; only 65% of the rural population was covered. However, the rate of change in poverty between 1993/94 and 2004
can be compared in those parts of the country that were accessible and covered in 1993/94. There, the poverty rate fell from 39%
in 1993/94 to 28% in 2004. If this rate of poverty reduction is applied to the whole country, it is estimated that poverty in Cambodia
in 1993/94 was 47% (or somewhere between 45% and 50%). This means that the poverty rate has fallen by between 10% and 15%
over the 10 years between the 1993/94 and 2004 surveys.
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The conclusion that poverty has declined is supported by other, nonconsumption indicators of well-being.
The food share of total household expenditure has fallen significantly across all consumption quintiles, while
the quality of housing and ownership of key assets have risen. The poverty gap, that is, the average distance
by which the consumption of poor households falls below the consumption poverty line, has also declined
throughout the country, indicating that those who remain below that line experienced less severe poverty in
2007 than in 1993/94 or 2004 (Knowles 2008, World Bank 2008a).
While urban areas continue to see a significant decline in poverty levels, rural areas lag behind. In those
parts of Cambodia in which trends can be compared directly (i.e., those areas that were covered by the first
survey in 1993/94), average living standards, measured as the consumption of goods and services per capita
per day, rose by 32% in real terms between 1994 and 2004 (NIS 2004; World Bank 2007). However, this
rise was associated with widening differences between the rich and the poor. In 2004, the living standards of
the poorest one-fifth of the population were only 8% higher than they were 1 decade earlier; over this same
period, the living standards of the richest one-fifth rose five times as fast (i.e., 45%). Similarly, rural living
standards rose more slowly than those in Phnom Penh and other urban centers (Figure 1).

Figure 1
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Consequently, this has resulted in increasing inequality across Cambodia, with the Gini coefficient
estimated at 0.42, up from 0.38 in 1993 and equal to the 1997 estimate (Jackson 2005). The results
indicate that the benefits of economic growth have been spread unevenly, resulting in a rise in consumption
inequality. The World Bank (2007) concluded that the rise in inequality occurred in the early part of the decade
(i.e., 1994–1997) and only in rural areas; there was no significant change in the distribution of consumption
between 1997 and 2004.
Analysis of the CSES results by the World Bank (2007) suggested that between 1993 and 1997,
the extremely rich pulled ahead, while the poorest, the poor, and the middle stagnated. The result was a
substantial, statistically significant rise in inequality between 1993 and 1997. Between 1997 and 2004, almost
every percentile in the distribution experienced similar high rates of growth in per capita consumption (i.e.,

Performance of the Agriculture and Rural Sectors

5

20%–28%). Thus, this period can be characterized as equitable, with growth broadly shared (World Bank
2007, p. 22).
The combination of different trends in 1993–1997 (i.e., growth concentrated among the rich) and
1997–2004 (i.e., broadly shared growth) resulted in rising rural inequality. The trends during 1997–2004
and 2004–2007 are also promising and suggest that there is not necessarily a structural problem with
Cambodia’s economic growth. Projecting simply on the basis of trends in these periods, growth dynamics
do not suggest a structural tendency for growth to increase inequality (World Bank 2007, p. 22).
Figure 2 shows that the levels of inequality within the two middle quartiles of income distribution were
strikingly low throughout 1993–2004, implying that the majority of rural households enjoyed similar levels of
per capita consumption clustered around the average. While inequality in the richest quartile was the highest
in all 3 survey years, at the other end of the spectrum, there was only modest inequality within the poorest
quartile group, at a level that remained essentially unchanged throughout the decade. As a result, inequality
in the richest quartile group in 1993 was double the inequality in the poorest quartile group, but became triple
the level of inequality in the poorest quartile group by 2004. Figure 3 shows how the Gini coefficients have
changed over time, from the 1997 to 2007 CSES.

Gini Coefficients of Real per Capita Consumption by Quartile Groups, 1993–2004

0.330

0.40

0.232
0.179

0.25

0.05

0.065

0.063
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0.056

0.050

0.044

0.10

0.114

0.15

0.103

0.20
0.094

Gini Coefficient

0.30

0.265

0.277

0.35

0.354

Figure 2

0.00
Poorest

Next poorest
1993

Next richest
1997

Richest

Total

2004

Sources: World Bank (2007) based on NIS (1999, 2004, and 2007).

The results of the World Bank (2007) analysis suggested that the gap between rich and poor (i.e.,
between-quartile inequality) is one of the two determinants of rural inequality. The other determinant is the
inequality within the richest quartile group. This inequality is rising and contributing much more weight to
total rural inequality over time. By contrast, the rich–poor gap is closing, albeit very gradually, as a result of
economic growth that has benefited the rural majority, in particular between 1997 and 2004. This suggests
that pulling the bottom end of the distribution out of poverty will also directly address inequality—that is, a
direct way to reduce inequality is to understand and remove the impediments to growth among the poorest.
Generating absolute increases in income for the rural majority (i.e., the bottom 50–70 percentiles) will close
the income gap as well as the lower between-quartile inequality.
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Figure 3

Gini Coefficients of Real per Capita Consumption, 1994–2007
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Source: Knowles (2008).

Knowles (2006, 2008) showed that there are clear geographical patterns of inequality within Cambodia’s
countryside, with very large interprovincial variations in the incidence and severity of poverty (Figure 4).
Kampong Thom Province has the largest incidence of poverty, with 34.0% of its total population living below
the official poverty line. This is followed by Kampong Chhnang and Pursat provinces, each with 33.7% of the
population living below the poverty line, then Siem Reap with 32.4%. The geographical distribution of poverty
closely mirrors that of infrastructure development and access to markets, with poor transport networks in
more remote and mountainous areas limiting economic opportunities for households.
The findings of the World Bank (2007) report can be summarized as (i) rising rural inequality was due to
rising inequality within the richest quartile group, (ii) rising provincial inequality coincided with increasing shares
of the richest provincial population, and (iii) rising rural inequality coincided with faster growth. It also noted
that provinces with increasing proportions of wealthy residents are more likely to experience rising inequality,
there is no evidence of concentrated wealth in any particular province, and fluctuations in provincial inequality
appear to be random. Thus, the speed and magnitude with which the population in any province makes it
into the rural richest quartile is very likely to be a result of economic growth (World Bank 2007, pp. 27–28).

B. Growth Trends in the Rural Sector
Cambodia has recorded sustained growth in recent years, but during the 2008 global financial crisis,
it experienced slow growth. In spite of accelerating inflation, Cambodia’s economy grew by 10.1% in 2007,
bolstered by strong garment exports, an increase in tourist visits, and a bumper rice crop. The year 2007
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Figure 4

Poverty Rates By Province in Cambodia, 2004–2007
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marked the fourth consecutive year of double-digit expansion, following growth rates of 10.8% in 2006,
13.3% in 2005, and 10.3% in 2004 (Table 3 and Figure 5).6
Cambodia was one of the fastest-growing economies in East Asia in 2007, but its growth, estimated at
6.7% by ADB (2009b), lagged behind that of the People’s Republic of China (PRC) (9.0%) and Lao People’s
Democratic Republic (7.2%) in 2008.7 Viet Nam underperformed compared to Cambodia, with a growth rate
of 6.2% in 2008, but it is expected to recover strongly in 2010. The medium-term forecast for Cambodia’s
economy is weak, with GDP growth predicted to fall to 6.6% by 2013, down from a high of 13.3% in 2005
due to the ongoing weaknesses in the global financial environment (IMF 2008) (Figure 5).

6

National Institute of Statistics (NIS) national account statistics are only available to 2008, and unofficial “official” data from the Ministry
of Economy and Finance (MEF) is available to the end of 2009 only for overall GDP data (Table 4). ADB (2009b) estimated GDP growth
in 2008 at 6.7%, down from 10.2% in 2007.

7

Dates of comparison vary in ADB (2009b) due to differences in reporting dates.
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Table 3

Breakdown of Real Gross Domestic Product by Sector, 2003–2008 (%)
Growth Rates

Economic Activity
Agriculture, Forestry,
Fisheries
Crops
Paddy
Other crops
Livestock and poultry
Fisheries
Forestry and logging
Industry
Mining
Manufacturing
Food, beverages,
and tobacco
Textiles, apparel,
and footwear
Wood, paper, and
publishing
Rubber
manufacturing
Other
manufacturing
Nonmetallic
manufacturing
Basic metal and
metal products
Other
manufacturing
Electricity, gas,
and water
Construction
Services
Trade
Hotel and restaurants
Transport and
communications
Finance
Public administration
Real estate and business
Other services
Taxes and Subsidies
Taxes on products
Less subsidies
Taxes on products
Less subsidies
Less FISIM
Gross Domestic Product

2004

2005

2006

2007

2008

2003

2004

2005

2006

2007

2008

10.5
21.9
22.2
21.5
5.7
1.7
(3.0)
12.0
18.1
12.3

(0.9)
(2.3)
(12.2)
9.5
3.9
(1.7)
0.8
16.6
24.2
17.7

15.7
27.6
43.7
12.2
5.6
5.6
5.1
12.7
26.3
9.7

5.5
5.3
4.4
6.5
8.2
3.8
7.0
18.3
15.9
17.4

5.0
8.2
7.5
9.0
3.7
0.8
1.1
8.4
7.7
8.9

5.7
6.6
4.1
9.5
3.8
1.5
0.9
4.0
15.8
3.1

32.0
15.0
8.2
6.8
5.2
9.3
2.6
25.5
0.3
18.9

28.8
13.3
6.5
6.8
4.9
8.3
2.3
26.9
0.4
20.2

29.4
15.0
8.2
6.7
4.5
7.7
2.2
26.8
0.4
19.6

28.0
14.2
7.8
6.5
4.4
7.3
2.1
28.6
0.4
20.8

26.7
14.0
7.6
6.4
4.2
6.6
1.9
28.1
0.4
20.5

26.5
14.0
7.4
6.6
4.1
6.6
1.8
27.5
0.4
19.8

4.7

(5.2)

9.0

3.3

3.1

5.9

2.7

2.3

2.2

2.1

1.9

1.9

16.8

24.9

9.2

20.4

10.0

2.2

13.4

15.2

14.6

15.9

15.9

15.2

(14.3)

4.2

10.0

8.4

4.9

5.0

0.5

0.4

0.4

0.4

0.4

0.4

(9.8)

(8.6)

(9.0)

3.3

9.6

9.2

0.4

0.3

0.2

0.2

0.2

0.2

7.7

8.1

17.3

15.0

6.7

6.5

2.1

2.0

2.1

2.2

2.1

2.1

11.8

14.9

21.7

20.2

10.3

9.1

0.5

0.5

0.5

0.6

0.6

0.6

11.9

14.6

21.3

20.3

7.6

7.0

0.2

0.2

0.2

0.2

0.2

0.2

5.8

4.8

15.1

12.0

4.9

5.2

1.4

1.3

1.3

1.4

1.3

1.3

9.1
11.1
5.9
3.7
(16.8)

11.2
13.2
13.2
5.8
23.4

12.5
22.1
13.1
8.5
22.3

31.7
20.0
10.1
7.1
13.7

11.5
6.7
10.1
9.5
10.2

8.5
5.8
9.0
9.4
9.8

0.5
5.8
37.6
9.5
3.6

0.5
5.9
38.6
9.1
4.0

0.5
6.4
38.5
8.7
4.3

0.6
6.9
38.3
8.4
4.4

0.6
6.7
38.3
8.4
4.4

0.6
6.6
39.1
8.6
4.6

3.2
6.6
(4.5)
23.3
13.7

9.6
20.5
(6.7)
20.3
18.0

14.5
19.6
5.9
7.8
18.3

2.1
24.0
(1.2)
10.9
17.2

7.2
22.2
0.1
10.7
12.1

7.1
19.2
2.5
5.0
12.0

6.8
1.0
1.9
7.3
7.6

6.7
1.1
1.6
8.0
8.1

6.8
1.1
1.5
7.6
8.5

6.2
1.3
1.4
7.6
9.0

6.1
1.4
1.2
7.6
9.1

6.1
1.6
1.2
7.5
9.6

0.6
1.3
15.7
8.7
8.5

27.6
26.2
1.6
17.7
10.3

6.1
6.9
24.7
15.9
13.3

7.6
10.0
55.7
10.9
10.8

45.7
37.6
(68.3)
25.0
10.2

6.7
9.0
1.5
14.0
10.2

5.7
6.1
0.3
0.9
100

6.6
6.9
0.3
1.0
100

6.2
6.5
0.3
1.0
100

6.0
6.5
0.5
1.0
100

8.0
8.1
0.1
1.1
100

8.2
8.3
10.0
1.2
100

( ) = negative, FISIM = Financial Intermediation Services Indirectly Measured.
Source: NIS (2008).
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Figure 5

Cambodia’s Gross Domestic Product Growth Rates, 2005–2011
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The main determinants of Cambodia’s economic growth since the mid-1990s have been a relatively
stable macroeconomic environment, including favorable external conditions and markets; generally
prudent domestic financial policies; and the creation of critical market economy institutions. However, in
terms of physical output, as previously mentioned, economic growth has been derived from a very narrow
base comprising the garments, tourism, and construction sectors, and to a much more limited extent, the
agriculture sector (World Bank 2006).
Compared with most Southeast Asian countries, Cambodia’s manufacturing sector is small. In 2007,
the share of manufacturing in GDP was 20.5% in Cambodia (19.8% in 2008) but was 43.0% in the PRC,
27.0% in Indonesia, 30.6% in Malaysia,8 22.0% in the Philippines, 34.9% in Thailand, and 21.4% in Viet Nam
(ADB 2008a). Likewise, the food, beverage, and tobacco sector in Cambodia is minuscule, at 1.9% of
GDP. The level of manufacturing exports has also been moderately low by regional standards. During 2007,
manufacturing exports (in constant 2000 dollars) grew at about 10.7% in Cambodia, compared with 25.7% in
the PRC, 13.3% in Indonesia, 6.4% in the Philippines, 6.4% in Thailand, and 21.9% in Viet Nam (ADB 2008a).
However, unlike other Southeast Asian countries, the bulk of exports from Cambodia was garment sales to
the United States and European Union, with very little exports of agro-based products, the mainstay of the
rural economy.

Table 4

Official Gross Domestic Product of Cambodia, 2000–2009

2000

2001

2002

2003

2004

2005

2006

2007

2008

2009

GDP at current
prices (KR billion)

14,083

15,633

16,781

18,535

21,754

25,754

29,849

35,042

1,968

43,080

GDP at current
prices ($ million)

3,649

3,984

4,280

4,663

5,339

6,293

7,275

8,614

10,337

10,385

GDP per capita ($)

288

312

331

356

402

468

534

623

738

731

Real GDP
(% increase)

8.8

8.1

6.6

8.5

10.3

13.3

10.8

10.2

6.7

0.1

14,083

15,230

16,232

17,613

19,434

22,009

24,380

26,870

28,668

28,692

GDP at constant
2000 prices
(KR billion)

GDP = gross domestic product, KR = riel.
Source: Ministry of Economy and Finance.

8

Data for Malaysia are for 2005 since the comparable figures for this country are not included in the ADB database.
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Growth in tourism and garments has weakened due to the global financial crisis, but is set to improve
from 2011. Prior to the crisis, the solid performance of the two main engines of growth (i.e., tourism and
garments) owed more to fortuitous circumstances and a narrow enclave-type of development than to effective
economy-wide growth-generating economic policies and management (World Bank 2006, p. 57). The crisis
has had a significant impact on the tourism, garments, and construction sectors, with the agriculture sector
serving to prop up the country’s economy.
Data on the contribution of the rural sector to economic growth are unavailable since rural agro-industry
and manufacturing are not separated out from the industrial sector in the national accounts. However,
available statistics indicate that the agriculture sector, inclusive of crops, livestock, fisheries, and forestry,
continues to be a key sector in Cambodia’s economy, contributing 26.5% of GDP in 2008.9 While the sector’s
share of GDP has steadily declined over time as the economy has matured (Figure 6), agricultural output has
continued to expand gradually due to productivity gains, reflecting an increase in the area under irrigation, the
use of improved agricultural inputs, and greater commercialization in farming. Compared with other sectors
during 2006–2008, agriculture has grown by a modest 5.0%–5.5%, with significant year-on-year variability in
paddy rice production due to climatic events, such as flooding and pest infestations.

Figure 6

Share of Sector Gross Domestic Product in Cambodia, 1990–2008
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The average annual growth rate of agriculture is significantly less than the industrial and service sectors
of the economy, and agriculture’s share of GDP has fallen from 55.6% in 1990 to 32.5%10 in 2008 (Figure 6).
However, the proportion of the labor force having a primary occupation in agriculture fell from 81% in 1993
to just over 59% in 2008 (Figure 7).

9

This is 28.6% when food and rubber manufacturing are taken into account.

10

ADB (2009a) estimated agriculture’s contribution as 32.5%, while the National Institute of Statistics (NIS 2008) estimated 26.5% for
2008. This report uses ADB’s longer-term time series to demonstrate how the shares have changed over time.
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Figure 7
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Labor Force Participation in Cambodia by Sector, 1993–2008
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Although there has been no significant change in the overall structure of the agriculture sector relative to
the other sectors of the economy, there have been substantial changes in individual subsector contributions
to agricultural growth. The emergence of cassava, maize, and soybeans has been in response to increasing
demand for livestock and the biofuel industry worldwide. In terms of contribution to agricultural GDP, the crop
sector contributed the largest share at 49.0% in 2007, followed by the fisheries subsector (27.9%), and the
livestock subsector (16.3%) (Table 5).11 Paddy rice production is the largest contributor to the cropping sector
(26.4% of agricultural GDP in 2007), with cassava becoming increasingly important (2.5%, up from 0.8% in
2004) for starch processing, livestock feed, and ethanol production for biofuel use.
There are significant geographical differences in crop diversification. Each crop has particular
geographical distribution, which is important in the context of poverty reduction trends. Farmlands in Pailin
and Battambang provinces, particularly along the Thailand border, and also in Kampong Cham Province,
particularly along the Viet Nam border, have seen much growth in cassava, maize, and soybean production
under contract with cross-border traders and local processors. In addition, annual Ministry of Agriculture,
Forestry and Fisheries (MAFF) statistics on areas under production by crop indicate that the expansion of
cropping in upland areas of Cambodia and out of the main rice-growing provinces suggests that benefits are
accruing in poorer areas such as Pailin, Battambang, and Kampong Cham.
Besides revenue earned from crop production, livestock is an important component of income in the
rural economy. In 2008, livestock and poultry production contributed 4.1% to total GDP and saw an annual
growth rate of 3.8% in 2007 data (Table 5). Estimates by the Economic Institute of Cambodia (EIC) (2008)
suggested that value added from livestock production increased by 6.6% in 2008 due to rising food prices,
slightly improving accessibility to credit in rural areas, and easing of the imposition of import restrictions on
pigs. This outlook for the livestock subsector was cautious, pointing to initial capital and ongoing credit
constraints in the subsector and the high dependency on imports.
Fishery production contributed around 6.6% to GDP (or 27.9% of agricultural GDP) in 2008. Year-onyear growth rates indicate a slowing of growth in this sector, from 6.5% growth in 2004–2005, 4.9% in
2005–2006, to 2.0% in 2006–2007 (Table 5). Production of prahok (fish paste) continues to be the mainstay
of small commercial fishing operations, while normal fish production lags behind (EIC 2008).12
11

Updated statistics for 2008 are unavailable for a detailed breakdown.

12

The expansion of illegal fishing operations (both in number and in scope of techniques) and the destruction of fish-rearing habitats
remain important concerns for the sustainable growth of the sector. The prospects that fish stocks will expand in the coming years
are slim (EIC 2008).
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Table 5
Outputs at
Basic Prices
Crops

Composition of Agricultural Gross Domestic Product in Cambodia
(%, constant 2000 prices)
Growth Rates

Distribution

2002–2003 2003–2004 2004–2005 2005–2006
5.1

5.8

2003

2004

2005

2006

2007

44.7

43.9

48.4

48.1

49.0

22.6

(2.0)

Paddy

23.2

(11.5)

43.5

4.6

3.0

24.5

21.8

27.0

26.7

26.4

Other crops

21.8

9.5

12.4

5.7

9.2

20.1

22.1

21.4

21.4

22.5

111.3

(18.4)

(3.5)

52.1

42.9

2.6

2.1

1.8

2.5

3.5

Maize

27.8

2006–2007

Cassava

75.3

57.8

32.0

153.7

11.3

0.5

0.8

1.0

2.3

2.5

Sweet potato

10.7

0.7

11.4

15.7

1.7

0.5

0.5

0.5

0.6

0.6

Mung beans

33.0

42.2

(0.5)

33.0

(14.9)

0.7

1.0

0.8

1.1

0.9

Soybeans

62.9

74.6

62.4

(45.1)

(3.2)

1.1

1.9

2.6

1.3

1.3

Groundnuts

87.2

36.6

9.6

16.6

13.9

0.9

1.2

1.1

1.3

1.4

Palm oil

1.6

8.5

9.8

11.2

10.0

0.0

0.1

0.1

0.1

0.1

Sesame

116.2

150.3

3.2

(56.3)

45.5

0.9

2.2

1.9

0.8

1.1

Vegetables

(1.3)

(1.0)

2.0

7.0

1.3

4.4

4.3

3.8

3.9

3.8

Sugarcane

(17.1)

(24.7)

(9.4)

19.9

35.8

0.4

0.3

0.2

0.3

0.3

0.5

2.5

30.0

15.0

10.0

0.1

0.2

0.2

0.2

0.2

Pepper
Tobacco

203.9

(63.8)

414.5

0.6

15.9

0.8

0.3

1.3

1.2

1.0

Jute

(11.8)

146.7

(40.3)

(30.4)

16.1

0.0

0.0

0.0

0.0

0.0

Rubber

(4.9)

(2.1)

(8.7)

5.2

11.4

3.0

2.9

2.3

2.3

2.5

Others

6.4

1.5

2.0

1.6

1.1

4.2

4.3

3.8

3.6

3.5

0.2

4.7

7.3

8.4

3.7

16.4

17.2

15.9

16.3

16.3

Fisheries

2.7

(0.6)

6.5

4.9

2.0

31.4

31.2

28.7

28.5

27.9

Forestry

(2.3)

1.8

5.1

7.1

0.0

7.6

7.7

7.0

7.1

6.8

9.8

(0.2)

15.9

5.7

4.0

100

100

100

100

100

Livestock and
poultry

Total agriculture
( ) = negative.
Source: NIS (2008).

Fisheries are a cardinal part of Cambodia’s rural economy, with one of the most intensive fisheries and
highest catches per inhabitant, at about 20 kilograms per annum, of any country in the world (MDLF 2010).
According to government figures released by the International Monetary Fund (IMF), the fisheries subsector
was the fourth-largest employer and also the fourth-biggest contributor to Cambodia’s GDP in 2007. The
fisheries subsector contributes more than KR2.4 trillion ($600 million) to Cambodia’s GDP, almost 7% of the
country’s total output of goods and services.
The subsector employed 385,000 people in 2007, 2% more than the previous year, and accounted
for almost 5% of the country’s workforce. In 2002, it employed 291,000 people (4% of the workforce), an
increase of 32% over 5 years (IMF 2009). Output by number of employees working in the subsector comes
in third behind manufacturing (Table 6). Yet by employee headcount, fisheries have less than one-half the
number of employed persons, matching the output levels of manufacturing, indicating the productivity of the
fisheries subsector.
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Table 6

13

Top Five Employers by Sector, 2007

Number of
Employed

% of Workforce

Output ($ million)

Output by Number
of Employees ($)

% of Gross
Domestic Product

Agriculture

4,224,000

50.6

1,699

402.25

19.9

Trade

1,196,000

14.3

762

637.12

8.9

Manufacturing

944,000

11.3

1,481

1,568.85

17.3

Fisheries

385,000

4.6

601

1,561.04

6.9

Construction

299,000

3.6

570

1,906.35

6.7

Note: Data (i.e., number of employed) are based on Table 7 (Cambodia: Employment by Sector of Activity, 2002–2007). But the data on the agriculture sector
excludes forestry and fisheries.
Source: Ministry of Planning, National Institute of Statistics, cited in IMF (2009).

The forestry subsector did not grow in 2008, compared with the 2006 growth rate of 7.1%. Forestry and
logging contribute around 1.8% of total GDP, or 6.8% of agricultural GDP (Table 5). Illegal logging remains a
problem, particularly in old-growth areas in Mondul Kiri and Ratanak Kiri provinces, and production data are
unlikely to be accurately captured in national accounts. The rubber subsector posted a –2.6% growth rate
in 2008 as old trees were cut down and the lack of investment in replanting meant that immature trees were
not ready for tapping. With recent declines in rubber prices, the subsector is expected to remain flat in the
coming years (EIC 2008).
Although agriculture remains the primary economic activity for rural households, the small and mediumsized enterprise (SME) sector in Cambodia is both large and vibrant. However, nonfarm activities and
employment will rely on the expansion of the rural business sector. SME firms account for 99% of the total
number of registered firms in Cambodia and employ around 45% of the total labor force. The sector is made
up mostly of unregistered farmers and agricultural enterprises.13 Women constitute 52% of the economically
active population, of which about 45% are self-employed, primarily in the informal sector (SME Secretariat
2005). Only about 1.5% of the labor force is involved in agribusiness, with the average microenterprise
consisting of 2–3 workers. In 2006, the Ministry of Industry, Mines and Energy estimated that there were
31,149 small industrial establishments with fewer than 50 employees (Table 7). This represents 15.7%
growth in the number of operating establishments since 2002, and over 26.0% growth since 1999. Food,
beverage, and tobacco manufactures (as an International Standard Industrial Classification of All Economic
Activities group) represent the largest number of small industrial establishments.
Table 8 presents a provincial breakdown of small industrial enterprises based on the SEILA14 database,
showing a definite concentration of business activities in the most populous and economically active provinces.
Across all establishment types, Kampong Cham and Siem Reap provinces account for 11.7% each, while a
further 9.0% are located in Prey Veng Province and 7.7% in Phnom Penh itself.

13

It is difficult to estimate the exact number of small enterprises, because there are so many unlicensed industrial establishments. Among
SMEs, rice milling is by far the most common activity, while other milling operations and starch manufacturing are a distant second.
According to the Ministry of Industry, Mining and Energy data, there are a total of 23,103 small rice-milling enterprises, of which only
47.0% have obtained operating licenses. These small rice-milling enterprises account for 74% of all small industrial establishments
and employ nearly 47,900 people. Food processing (including rice milling) accounts for 81.7% (25,455 firms) of all small enterprises,
and 51.5% of them do not have operating licenses. There are 1,689 small textile and garment enterprises, mostly weaving enterprises
and producers of textiles for the handicrafts industry.

14

The Seila Program of the Royal Government of Cambodia is an aid mobilization and coordination framework to support the country’s
decentralization and deconcentration reforms. It was launched in 1996 as a government experiment in poverty alleviation in rural
areas. Seila means “foundation stone” in Khmer.

14

Rural Development for Cambodia

Table 7

Small Industrial Establishments in Cambodia, 2006
Number of Enterprises

Sector
Manufacture of food, beverages,
and tobacco
of which rice milling
Textile and wearing apparel and
leather industries
Paper products, printing, and
publishing

Total

Women
Entrepreneurs

Labor

% of Total

Total

MIME-Licensed

Workers per
Enterprise

Total
Licensed

% of
Total

25,455

1,042

4.1

58,512

2.3

12,350

48.5

23,103

700

3.0

47,887

2.1

10,922

47.3

1,689

573

33.9

6,347

3.8

167

9.9

33

10

30.3

351

10.6

25

75.8

Chemicals

159

31

19.5

1,448

9.1

155

97.5

Nonmetallic mineral products except
petroleum and coal

797

120

15.1

8,932

11.2

652

81.8

2,380

127

5.3

8,243

3.5

1,613

67.8

636

99

15.6

3,239

5.1

435

68.4

31,149

2,002

6.4

87,072

2.8

15,397

49.4

Fabricated metal products, machinery,
and equipment
Other manufacturing industries
Total
MIME = Ministry of Industry, Mines and Energy.

Source: Ministry of Industry, Mines and Energy database cited in SME Secretariat (SME Secretariat 2007).

The provincial totals hide significant structural differences in SME activities. For example, despite Siem
Reap being one of the poorest provinces, the number of enterprises is surprisingly high, given a general
association between economic activity and poverty reduction. Table 8 shows that Siem Reap has the
second-highest number of food and retail marketing establishments after Phnom Penh, which is indicative of
the tourism market. In contrast, Siem Reap has only 7.7% of the total number of rice-milling establishments
compared with Prey Veng at 15.7% and Kampong Cham at 14.1%. Thus, while provinces such as Kampong
Cham and Prey Veng have a concentration of agro-industrial enterprises reflecting the agricultural base of
their economies, Siem Reap and Phnom Penh have a concentration of food and retail enterprises reflecting
the service base of their economies.
Despite the contribution of the SME sector to the rural economy, weak links between SMEs and agriculture
continue to hinder economic growth in the rural sector. Contrary to the experience in many other developing
countries, and for reasons associated with poor governance, the rural SME subsector in Cambodia has
not yet played a key role in forging and expanding the links between farming and industry, and thereby
accelerating the transition to a more modern and diversified economic structure. As indicated above, paddy
rice production contributes 50%–60% of total crop production by value added but contributes little to GDP
on a per ton basis, due to an almost complete lack of processing for export, despite a global market of about
12–15 times Cambodia’s surplus production (World Bank 2006).15
The agriculture sector and its associated agro-industry form the bulk of the rural economy and the
largest number of rural SME enterprises in Cambodia. Hence, agriculture and agroprocessing are the main
economic sectors driving the rural economy. Currently, agriculture accounts for 59.0% of all employment, yet
agro-industry16 provides less than 1.0% of total employment and accounts for only 1.9% of GDP. Thus, there

15

Rice exports vary wildly with no clear pattern over time, as these data are not officially reported, and raw Cambodian paddy is often
supplied to Thailand and Viet Nam for processing.

16

This is defined as the manufacturing of food, beverages, and tobacco products in the national accounts.
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Table 8

Provincial Distribution of Small Industrial Establishments in Cambodia, 2006

Small
Rice
Millers

Rice
Millers

Banteay
Meanchey

496

359

869

438

413

1,056

121

45

3,797

Battambang

425

264

916

656

683

1,098

146

49

4,237

Kampong
Cham

6,597

88

1,807

1,571

1,222

1,802

233

70

13,390

Kampong
Chhnang

2,176

17

384

729

330

489

68

17

4,210

Kampong Speu

3,843

61

727

780

414

1,207

140

9

7,181

Kampong
Thom

4,286

113

595

794

500

353

103

23

6,767

Kampot

2,514

37

471

661

338

415

80

28

4,544

Kandal

1,442

149

1,539

1,449

1,080

1,851

182

222

7,914

Province

Koh Kong

Repair
and
Electrical

Handicrafts
and
Furniture

Other
Services

Food and
Retail
Marketing

Health

Hotel and
Guesthouse
Services

Total

395

–

210

170

274

663

41

34

1,787

1,410

1

465

618

402

612

45

32

3,585

157

–

230

41

33

86

6

27

580

Phnom Penh

63

11

1,407

942

1,367

3,834

853

329

8,806

Preah Vihear

1,428

20

189

193

147

154

10

19

2,160

Prey Veng

7,365

87

968

112

575

1,062

132

11

10,312

Pursat

1,839

58

392

496

202

272

76

18

3,353

524

1

150

81

137

259

23

18

1,193

3,481

187

2,169

1,362

1,685

3,249

257

953

13,343

234

6

180

271

379

711

63

84

1,928

Kratie
Mondul Kiri

Ratanak Kiri
Siem Reap
Sihanoukville
Stung Treng

988

3

99

107

104

56

20

11

1,388

Svay Rieng

1,726

38

546

73

320

411

75

34

3,223

Takeo

3,732

64

1,552

1,182

445

854

142

14

7,985

Udor Meanchey

429

95

165

93

111

105

37

28

1,063

Kep

107

–

36

37

25

59

6

9

279

Pailin

18

1

699

79

96

62

28

5

988

Total

45,675

1,660

16,765

12,935

11,282

20,720

2,887

2,089

114,013

– = not available.
Source: SEILA commune database cited in SME Secretariat (2007).

is significant potential within the agro-industrial sector for job creation and poverty reduction by increasing the
value added to products. Partly because of low economies of scale from small and fragmented rural agroindustrial enterprises, low yields and levels of processing efficiency, and high operating costs and unofficial
fees, returns to commercial agro-processing are very low, and widespread commercial processing has failed
to take off.17

17

The most well-known exception is that of Angkor Kasekam Roongroeung, which operates on the basis of contract farming
arrangements, (along with British American Tobacco in the case of tobacco). Contract farming arrangements have helped ease some
constraints to processing activities.

16
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As noted by the World Bank (2006), weak formal institutions and excessive, unclear, and overlapping
regulations impose very high informal and formal costs on households and businesses in Cambodia. In
agriculture and the nonagricultural rural economy, the ongoing challenge is to create trade-supporting
institutions to overcome market constraints, while avoiding the problems of inappropriate institutions that are
associated with the investment climate for the urban formal sector.

C. Sources of Rural Economic Growth
In the last decade, the contribution of agriculture and agro-industry to overall economic growth has come
largely through the accumulation of factors of production—land and labor—as a part of extensive growth of
activity, with only modest improvement in productivity from very low levels. Rice is still the predominant crop,
but there is some diversification and regional specialization (e.g., maize in the northwest and soybeans and
cassava in the southeast) as farmers take advantage of agro-ecological systems and market opportunities.
The Plain and Tonle Sap zones dominate in terms of total crop production value, and these two zones
account for five to eight times the value generated in Coastal or Mountain/Plateau zones. All zones, except
Phnom Penh, get three-fourths or more of their total crop value from rice production, indicating that crop
specialization has yet to exert a significant influence on the structure of production (World Bank 2006).
The main sources of rural economic growth come from (i) a growth in land under production; (ii) a growth
in the rural labor force; (iii) modest gains in agricultural productivity, mainly in non-rice crops; and (iv) public
and private investment in agriculture and rural infrastructure (e.g., transport, irrigation, and processing), as
well as substantial investment in social infrastructure such as health, education, and sanitation. The following
subsections provide a brief analysis of these main factors.

1. Growth in Land under Production
Land is being brought into agricultural use mostly via conversion from forest and is averaging about 1% per
annum (World Bank 2006, p. 60). The largest increase in absolute area has been in cereals, although this
was also the lowest proportionate increase, while the fastest growth was for oilseeds, pulses, and roots and
tubers (Figure 8). Vegetables had the lowest growth in both absolute and proportionate terms of all major crop
groups. In Cambodia, only 7% of arable land is irrigated, well below the 20%–30% range in most neighboring
countries (World Bank 2006, p. 60).
Despite demonstrated improvements in productivity with access to water, irrigation is limited. As of 2007,
there are around 2,400 irrigation schemes in Cambodia, covering a total of 1.05 million season hectares (i.e.,
combined wet- and dry-season production). Most of these are small-scale schemes under 200 hectares, and
only 33 large-scale (i.e., 5,000 hectares or above) schemes are in operation (Table 9).
According to the Strategic Development Plan of the Ministry of Water Resources and Meteorology
(MOWRAM) (2009), MOWRAM increased the area under irrigation from 560,149 hectares in 2003 to 827,373
hectares in 2008 (representing 31.63% of the total cultivated area under paddy rice). This comprises 582,085
hectares of wet-season irrigation and 245,288 hectares of dry-season irrigation. According to its inventory
statistics, the total wet season irrigated capacity is 773,188 hectares, and total dry season is 347,058
hectares, for a total capacity of 1,120,246 hectares. Thus, most agriculture is dependent on volatile rainfall
patterns, with the attendant higher risks for the use of purchased inputs for small farmers, and reduced
capacity to undertake crop activities during the dry season.
The impact of improved irrigation and drainage on agricultural production and the concomitant reduction
in risk and volatility of yields are well documented (Yu et al. 2008). Samnang (2004) noted that if effective
irrigation was extended to 1.2 million hectares (about 50% of the total rice area), production could increase to
around 3.6 million tons in the dry season alone.
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Figure 8

10-Year Land Area, Total Production, and Yield for Paddy
and Vegetables in Cambodia, 1998–2007
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Table 9

Inventory of Irrigation Systems in Cambodia, 2007
Irrigation Systems
(No.)

Irrigation Area
(hectares)
Wet Season

Dry Season

Total

Small-scale (less than 200 hectares)

1,415

91,154

69,078

160,232

Medium-scale (200–5,000 hectares)

955

372,121

246,583

618,704

33

165,753

101,574

267,327

2,403

629,028

417,235

1,046,263

Large-scale (more than 5,000 hectares)
Total
Source: Ministry of Water Resources and Meteorology (2009).

2. Growth in the Rural Labor Force
Labor force participation in Cambodia, as in most low-income countries, is high—87% in 2007. In Cambodia,
the unemployed are officially defined as those in the labor force who do not work but are available for work
and are seeking work during the past reference week. Using this definition, the percentage of the total labor
force who are unemployed (i.e., the unemployment rate) was estimated at 3.5% in 2007 (World Bank 2008a).
Employment in Cambodia is characterized by a large proportion of the labor force that works in informal
economic activities, either self-employed or for non-registered enterprises. Formal sector employment, despite
strong growth, remains small, as only 25% of the workforce are paid employees, while the remainder are split
roughly between self-employment and unpaid family labor. There has not yet been an official consensus on
how many workers are engaged in informal economic activities, but the Cambodian Development Resource
Institute estimated that 95% were employed by the informal sector in 2000–2001, while the Economic Institute
of Cambodia estimated 85% (World Bank 2008a).
Labor force participation remains high in the agriculture sector, although it has fallen from 81% of total
employed persons in 1993 to 59% in 2008 (Figure 7). The number of working-age adults for whom agriculture
is the primary sector of activity has grown by over one-third over the last decade, or by about 3.4% per annum,
to 4.81 million in 2008 (Figure 7). The high demographic growth rate in Cambodia, and limited absorption
of labor into the secondary and tertiary sectors of the economy, leaves the agriculture sector to absorb a
growing national labor force of about 290,000 new entrants per annum since 1993 (ADB 2008a). Some labor,
however, also migrates abroad, mostly for seasonal or temporary employment (World Bank 2006).
As noted in Table 7, the manufacturing of food and beverages provides 48.5% of the total employment
in the SME sector, of which the rice-milling subsector provides almost 47.3%. Despite providing significant
levels of employment opportunities for the rural labor force, the SME sector remains significantly limited in
scope relative to other sectors in the economy.
While available data cannot provide a complete picture of employment levels, ADB (2009b) noted that
the manufacturing sector in 2008 absorbed 8.5% of the available labor force in Cambodia, or around 694,700
people (Figure 7). In 2006, this was 9.5% or 744,300 people. Comparing these data with the SEILA database
from commune-level surveys across the country in 2006, Table 8 shows that 114,013 people were involved
in SME activities, or 15.0% of total manufacturing employment.18

18

The Economic Institute of Cambodia (2008) noted that there were 368,000 people employed in the garment sector in 2006, which
comprised 43.4% of the total manufacturing employment reported by ADB (2008a). Using data from the SEILA database showing
114,013 people involved in rural SME activities, corresponding to 13.4% of total manufacturing employment, the rural SME sector
thus contributes significantly to rural labor force absorption.
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3. Increases in Productivity
Productivity is the key to increased competitiveness and creating an attractive business environment for
investors. EIC (2008) noted that the total productivity of workers in Cambodia increased by 6.1% per annum
over the last decade, while real GDP growth rose by 9.3%. This GDP growth has allowed Cambodia to remain
relatively competitive despite labor productivity not keeping pace. Labor force productivity in the industrial
sector has slowed, going from 6.2% growth in 2006 to 2.4% in 2007, to only 1.0% in 2008. There are no
current data for rural manufacturing, and the existing evidence is mixed.19
Growth in labor productivity has been limited to provinces linked with export market opportunities.
Estimates of value added per worker in the agro-industrial sector vary hugely, between $300 and $3,000 per
annum, with three provinces accounting for 95% of total output (i.e., Kampong Speu, 70%; Svay Rieng, 16%;
and Battambang, 9%). All three are located along major international trade routes, a powerful indication of
the impact of trade links to output. By all indications and by any measure, agribusiness has underperformed
over the last decade, growing by an average of only 2.7% per annum, and its share in GDP has declined
from 5.2% in 1994 to 3.3% in 2004 (World Bank 2006). In contrast to the manufacturing sector, growth in
agricultural production in 2007 and 2008 has spurred agricultural productivity. Agricultural labor productivity
grew by 3.3% in 2007, and was 4.0% in 2008 (EIC 2008).
The agriculture sector, overall, has grown very little through increases in land productivity. The simplest
measure is physical yields of output per unit of land and/or labor input. While yields of some major crops such
as cassava, maize, rice, and soybeans have grown during the past decade, the majority of crops have not
(Figure 8, Figure 9, and Table 10).20 Cambodia’s relatively modest gains in yields and productivity indicators
are telling in light of other neighboring countries’ performances (Table 11). Value added of agricultural output
expressed in terms of labor and land productivity for Cambodia were the lowest among countries in Asia
in 1978, and achieved very little progress over the subsequent 3 decades, leaving it even further behind
(World Bank 2006).
Since 2005, yield increases in rice production have been modest and are a reflection of improved rainfall
across the main rice-growing areas rather than an expansion in irrigation. As previously mentioned, maize
production has benefited through contract farming in Battambang and Pailin provinces and the provision of
improved hybrids, fertilizer, and pesticides by buyers in Thailand. Likewise, cassava production has benefited
from increased commercial interest in contract farming for livestock feed, starch, and biofuel along the borders
with Thailand and Viet Nam. The yields are due to both the procurement of high-yielding starch varieties from
Thailand and Viet Nam and the conversion of highly fertile red soil land from rubber production to cassava,
particularly in Kampong Cham Province.
Based on an analysis of the 2004 CSES and updated with 2007 data on yields and prices, Yu et al. (2008)
reported that improvements can be achieved in agricultural productivity with the increased use of fertilizer
and irrigation. Comparing the yield functions of wet and dry season agricultural production, application of
fertilizer is the largest contributor to yield increases. Irrigation is also a major determinant of yield, as is access
to markets. In addition, infrastructure services are important for both cropping seasons, although each
season has different priorities. Human capital is also important, with literacy rates and access to government
extension services shown to improve wet season yields. The results underscore the importance of modern
inputs and infrastructure for increasing agricultural production value.
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For example, the World Bank (2004b) noted that the value added per worker in agro-industry was 2.6 times lower than that for
the garment sector. In contrast, statistics from the National Institute of Statistics (NIS 2006) for gross value added in the food and
beverage SME sector indicated that labor productivity was around $3,133.00 per worker in 2005, up by 19.9% from 2004, compared
with $1,678.80 for the textile and footwear industry in 2005, down by 30.0% from 2004.

20

Of the top 12 crops by land area, yields of cassava, groundnuts, maize, rice, and soybeans have increased over the past 7 years, while
bananas, beans, coconuts, rubber, and sesame have remained stagnant or fallen.
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10-Year Land Area, Total Production, and Yield for Maize and Cassava in Cambodia, 1998–2007
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Table 10

Yields and Area of Selected Crops in Cambodia, 1985–2007
Yield
(tons per hectare)

Growth Rate
(%)

Crop

1985–
1989

1990–
1994

1995–
1999

2000–
2004

2005–
2007

1985–
1989/
1990–
1994

Rice, paddy

1.35

1.37

1.82

2.04

2.44

1.47

1990–
1994/
1995–
1999

1994–
1995/
2000–
2004

2000–
2004/
2005–
2007

Harvested
Area 2007
(‘000
hectares)

32.81

11.80

19.95

2,542.30

Maize

0.99

1.34

1.33

2.93

3.52

34.38

(0.49)

120.28

20.08

110.00

Cassava

5.61

6.33

8.81

11.14

20.45

12.88

39.21

26.38

83.61

96.00

Soybeans

1.14

1.98

1.27

1.11

1.35

74.46

(35.85)

(12.35)

21.48

84.00

Beans, dry

0.60

0.54

0.60

0.78

0.80

(8.85)

10.29

30.72

2.45

76.00

Bananas

5.47

5.50

4.83

4.33

4.32

0.65

(12.26)

(10.36)

(0.14)

30.00

Natural rubber

0.87

0.91

0.95

1.14

1.00

5.63

4.09

19.43

(11.85)

21.00

Sesame seed

0.48

0.47

0.48

0.62

0.65

(1.47)

0.56

29.52

4.51

18.50

Groundnuts

0.67

0.64

0.72

0.97

1.64

(3.72)

12.06

34.83

69.24

14.70

Coconuts

5.14

5.13

5.15

5.58

5.46

(0.19)

0.39

8.32

(2.15)

13.00

Sweet potatoes

4.84

4.74

3.60

4.13

4.74

(2.16)

(24.04)

14.64

14.87

10.50

Chilies and
peppers

0.86

0.91

0.94

0.99

1.00

6.15

2.69

6.08

0.62

10.00

Oranges

4.64

5.22

6.27

6.30

6.30

12.51

20.22

0.48

0

10.00

24.22

28.92

22.66

21.17

18.56

19.36

(21.6)

(6.59)

(12.30)

9.00

Tobacco

Sugarcane

0.52

0.53

0.77

0.91

1.68

3.58

(44.16)

17.70

85.39

8.50

Mangoes

10.66

12.03

10.75

10.00

10.00

12.82

(10.58)

(7.01)

0

3.50

Pineapples

8.95

10.23

10.70

10.19

10.00

14.26

4.64

(4.76)

(1.90)

1.60

Castor oilseed

1.15

0.91

0.86

1.00

1.00

(20.32)

(5.67)

15.90

0

1.40

Jute

1.37

0.95

0.97

1.31

1.57

(30.76)

2.07

34.86

20.23

0.52

Pepper

4.24

5.39

6.45

6.73

6.25

27.09

19.76

4.27

(7.07)

0.40

Coffee, green

0.63

0.77

0.81

0.82

0.82

21.67

5.46

0.89

(0.06)

0.38

Seed cotton

1.39

1.12

1.40

1.37

1.37

(19.42)

25.71

(2.59)

0.08

0.19

( ) = negative.
Source: Food and Agriculture Organization of the United Nations. faostat.fao.org

Yu et al. (2008) also reported geographical differences in yields with increasing use of fertilizer and
irrigation. In the wet season, fertilizer use increases yields across all zones (i.e., Plain, Tonle Sap, Coastal,
and Plateau/Mountain), while irrigation increases yields in the Plain and Plateau/Mountain zones. In the dry
season, fertilizer use is related to yield increases in the Plain and Plateau/Mountain zones, while irrigation was
only significant in the Plain Zone. However, there are substantial differences in the production relationship
across regions, especially among infrastructure service variables and the impact of government investment in
infrastructure. Technical support also varies significantly across zones.

4. Private and Public Investment in Development
Private investment. Private investment in Cambodia is modest but increasing, although agriculture sector
investment is low. Private investment from domestic sources is unexceptional, at around 17% of GDP
(Figure 10). Most are in the construction and durable equipment sectors, such as garment factory fit-outs and
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Table 11

Indicators of Factor Productivity in Selected Countries in Asia
Irrigated Land
(% arable)

Agricultural Value Added per Worker,
2003–2005, $

Fertilizer Use, 2003–2005
(kilogram per hectare)

India

32.7

219

107

Republic of Korea

47.1

6,922

389

Philippines

14.5

429

84

Viet Nam

33.9

182

245

Country

Cambodia

7.0

181

3

Thailand

26.6

554

113

Malaysia

4.8

2,898

203

Lao People’s Democratic Republic

17.2

264

Indonesia

12.7

421

91

People’s Republic of China

47.5

292

395

Source: Various sources, cited in Alamgir (2008).

other medium-sized industry. Cambodia still relies heavily on foreign direct investment (FDI) to fund investment
projects, and outflows of income continue to expand, largely in the form of dividends and profits from foreign
investments and payments for foreign technical assistance (EIC 2008). EIC (2008) noted that in 2008, the
income account was expected to reach a deficit of around $340 million, or 3.9% percent of GDP, an increase
of 19.3% from 2007. Despite this, the economy was expected to have a net surplus in its transfers account of
around $809 million, or 7.3% of GDP, due to significant net private transfers into the country for the garment,
tourism, and construction industries, as well as a large inflow of foreign aid.

Figure 10

Gross Domestic Capital Formation in Cambodia, 1990–2008
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Despite the continuous improvement in the balance of services, thanks to the expansion in the tourism
sector, the deficit in the current account was expected to reach 3.6% of GDP in 2009, down from 4.9% in
2008. This deficit is partly financed by foreign aid and foreign private investment (EIC 2008).
During 2008, the Council for the Development of Cambodia (CDC) approved21 101 investment projects
worth around $10.9 billion in fixed assets. This represents a 21.7% decrease in the number of projects from
2007 but a 310% increase in the value of investment, because most of the projects were megaprojects. Most
involve the garment and tourism sectors, with 20 tourism projects collectively accounting for $8.78 billion.
Only four investments in agro-industry and two in plantations were approved for a total of $716 million in
fixed assets, despite increases in agricultural prices and higher agricultural production during 2007 and 2008
(EIC 2008).
Figure 11 shows the level of FDI in dollar terms and as a percentage of GDP. FDI has gone from a
low of 1.7% of GDP in 2003 to over 13.0% of GDP in 2007. This has mainly been attributed to investment
in the garment, tourism, and construction sectors. Of the cumulative FDI approved over 1997–2006, the
largest share was from Malaysia (31.0%), which was the source of extensive investment in resources
development, including rubber, and tourism. Malaysia was followed by Singapore at 26.0%. The other major
sources over the same period were the PRC; Hong Kong, China; the Republic of Korea; and Taipei,China,
whose investment comes mainly from garment industry companies. The structure of investors has recently
changed, with the main source of investors being Cambodia (38.8% of all CDC-registered projects by value
over 2007–2008), followed by the PRC (33.6%), the Republic of Korea (10.2%), and the United States
(5.0%) (Figure 12).
Total investment in the agriculture sector to date has been limited. Data on private levels of investment
are unobtainable, with the exception of FDI projects registered with CDC noted above. Actual disbursements
of FDI in agriculture, estimated by the International Monetary Fund, peaked in 1996 but subsequently
ranged between 2% and 4% of GDP after 2000. The cumulative investment approved was $7.3 billion over
1995–2005.
In terms of shares relative to the whole of FDI, FDI going to the agriculture sector peaked at 21% in
2002, but dropped back to 1% in 2003 and 7% in 2004 (World Bank 2006). According to CDC data, only
20 agricultural or agribusiness investment projects were approved in the 7-year period up until the end of
2006, five of which were approved in 2000 and six in 2002 (Table 12). Over 2003–2006, only two projects
per annum were approved, but this increased to nine projects in 2007 and six projects in 2008. Anecdotal
evidence suggests that historically, private investment in agriculture has been limited, but over 2010–2011,
significant levels of FDI have been pledged from agribusiness investors in Indonesia, Kuwait, Malaysia, and
the Philippines.22 Despite the recent flurry of interest in investment that has yet to translate into concrete
action,23 the relatively low levels of total investment in agriculture activities are a clear indication that the
returns to agriculture investment are low, relative to investment opportunities in other sectors of the economy,
or that appropriation constraints more than offset the expected returns.

21

Approval does not necessarily mean that the investments were actually carried out.

22

As shown in Table 12, finance sector support to agriculture was 4.9% of the total loan portfolio in 2007. While most of the agricultural
financing comes from outside of the formal banking sector, the total funds available within Cambodia are limited. The extent of
international agribusiness investment is unknown and still at the pledge stage, but $3 billion has been reported in the domestic
newspapers. CDC notes that in 2007–2008, the 15 registered agribusiness projects had a combined investment of $69.1 million
in registered capital, with almost $250.0 million in fixed assets; the foreign investment component of this represented 47.5% of the
registered capital and 46.9% of the fixed assets.
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This interest in agribusiness investment in Cambodia is not related to internal conditions being conducive to investment. Instead, it is
due to the global environment and the rise in commodity prices around the world.
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Figure 11

Foreign Direct Investment and External Assistance in Cambodia, 1993–2007
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Figure 12
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Foreign Direct Investment in Cambodia by Source, 2007–2008
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Table 12
1997
Agriculture

1998

Foreign Direct Investment in Cambodia, 1997–2008

1999

2000

2001

2002

2003

2004 2005 2006

2007 2008 1997–2008

Ratio
(%)

19

4

8

5

1

6

2

2

2

2

9

6

66

6.36

Manufacturing

168

124

74

40

28

19

29

48

54

42

96

66

788

75.92

Wood
processing

8

7

1

0

1

1

2

1

23

2.22

Cement

4

2

1

Building material

4

0

1

2
1

1

4

1

Food processing

11

1

5

1

1

Garment

98

83

48

23

14

Footwear

13

6

5

2

Electronics

1

0

0

2

Machinery

0

2

3

2

13

2

1

19

36

53

40

1

10

0.96

9

0.87

1

1

24

2.31

39

38

504

48.55

3

2

32

3.08

4

0.39

9

0.87

1
2

Others

29

23

11

6

10

5

6

8

51

24

173

16.67

Service

17

16

11

16

10

9

16

10

6

7

23

29

170

16.38

Tourism

7

7

2

8

6

3

10

5

6

7

11

20

92

8.86

13

9

79

7.61

65

61

129

101

1,038

Others
Total

10

9

9

8

4

6

6

5

204

144

93

61

39

34

47

60

Note: Blank spaces indicate data not available.
Source: CDC et al. http://www.cambodiainvestment.gov.kh/?q=ii_fdi_trend
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External assistance and public investment. In each sector, external assistance has been guided by
both donor and government strategy. The government’s strategy for agricultural and rural development has
been articulated in a number of strategies and programs, starting in 1994, and has been continuously updated
over time. The National Program to Rehabilitate and Develop Cambodia was implemented in 1994–1995,
before being superseded by the First Socio-Economic Development Plan (SEDP), 1996–2000; and then the
Second SEDP, 2001–2005. Overlapping plans have included the long-term Triangle Strategy, 2001–2015 and
the National Poverty Reduction Strategy, 2003–2005. These were replaced by the Rectangular Strategy for
Growth, Employment, Equity, and Efficiency, 2004; and the National Strategic Development Plan, 2006–2010,
which was then updated for 2009–2013 (RGC 2009). Both of these current policy documents highlight the role
of agricultural development as a vehicle for rural development in Cambodia (Figure 13).
For more nearly 2 decades, Cambodia has been the recipient of development assistance from
international donor agencies as well as scores of nongovernment organizations (NGOs). Initial efforts in
the 1990s were directed toward famine relief, poverty alleviation, community development, and rebuilding

Figure 13

Rectangular Strategy for Growth, Employment, Equity, and Efficiency, Phase II

Improving agriculture
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Favorable macroeconomic
and financial environment

Strengthening of the
quality of education

Enhancing
health services

Capacity Building and Human Resources Development
Implementation of
gender policy

Implementation of
population policy

ICT = information and communication technology, SMEs = small and medium-sized enterprises.
Source: RGC (2009).
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Table 13

Number of Official Development Assistance Projects in Cambodia, 2007 and 2010
Number of Ongoing Projects

Sector or Subsector

Number of Ongoing Projects

Difference
2007 2010
(%)

Social

Sector or Subsector

Difference
(%)

2007

2010

124

45

(64)

35

22

(37)

Services and Cross-Sector Programs

Health

202

82

(59)

Community and social welfare

Education

218

85

(61)

Culture and arts
Environment and conservation

70

26

(63)

196

134

(32)

Gender

34

19

(44)

Economic
Agriculture
Manufacturing, mining, and trade

60

19

(68)

HIV/AIDS

156

65

(58)

Governance and administration

Banking and business services

39

15

(62)

Tourism

Urban planning and management

18

9

(50)

Rural development

Infrastructure
Information and communications

66

10

(85)

Energy, power, and electricity

40

16

(60)

Transport

72

43

(40)

Water and sanitation

46

17

(63)

42

23

(45)

315

142

(55)

12

5

(58)

Budget and balance of payments support

9

7

(22)

Emergency and food aid

7

8

14

49

19

(61)

Others

Source: Cambodia Rehabilitation and Development Board and CDC. http://cdc.khmer.biz

infrastructure. Since 2000, increasing emphasis has been placed on health, education, and good governance
initiatives. Table 13 shows the number of official development assistance projects by sector, indicating that in
2007 there were 196 projects in agriculture and 156 projects in rural development. Some of the projects in the
manufacturing sector involved SME development, which could be classified as relevant to rural development
initiatives. As also shown in Table 13, the global financial crisis has impacted heavily on official development
assistance funding allocated to Cambodia. There has been a marked drop in the number of ongoing projects
across all sectors, with the exception of emergency and food aid, which has increased.
Table 14 shows NGO funding by sector (not including direct development partner initiatives) for 2007,
while Table 15 shows the funding for 2008 and 2009. In 2007, the majority of funding went into the health
sector (43.2%, including HIV/AIDS), education (12.9%), and governance programs (12.5%). Agriculture and
rural development was only 11.7% of total NGO-financed projects in 2007. By 2009, the NGO funding
landscape had changed, as donor funding was cut due to the global financial crisis. Some 46.8% of NGO
disbursements were in the governance and administration sector, while health (including HIV/AIDS) was
reduced to 22.9% of all disbursements. Social welfare fell to 12.9% from 25.4% in 2008, while agriculture
and rural development comprised 4.6% of spending.
External assistance to Cambodia across all sectors has been modest compared with FDI. ADB (2008a)
data indicated that total grants and foreign borrowings of the central government accounted for 6.7% of GDP
in 2007, and this has slowly been rising since 2004 where it was 4.6% of GDP (Figure 11).
Table 13 shows official development assistance funding for private sector development activities by
donor and sector from 2000 to 2013 (as committed by the end of 2007). Overall, some $409.5 million was
allocated to a diverse range of initiatives, including agriculture and SME development. The data show that
despite a clear need for rural development, foreign aid flows have been skewed away from agriculture.
Despite the size of the agriculture sector, the share of foreign aid going to the sector since 1999 has only been
8%–10%. Most of this funding has been for technical assistance, often for institutional capacity building, and
the impact of such technical assistance has been largely disappointing (World Bank 2006).
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Table 14

Nongovernment Organization Disbursement by Sector, 2007
Nongovernment Organization
Funded by Donors

Sector
Health

Nongovernment Organization
Core Funds

Total

($ million)

(%)

($ million)

(%)

($ million)

(%)

22.5

22.4

32.1

41.3

54.6

30.7

Education

7.1

7.1

15.9

20.4

23

12.9

Agriculture

3.2

3.1

2.8

3.6

6

3.3

Manufacturing, mining, and trade

4.3

4.3

0.3

0.4

4.6

2.6

Rural development

7.4

7.4

7.6

9.8

15

8.4

Banking and business services

1.3

1.3

0.3

0.4

1.6

0.9

0.1

0.2

0.1

0.1

0

0

0

0

Information and communications
Transport
Water and sanitation

0.7

0.7

0.2

0.3

0.9

0.5

Community and social welfare

5.3

5.3

13.4

17.3

18.8

10.6

0.4

0.5

0.4

0.2

Environment and conservation

2.3

2.3

0.9

1.2

3.3

1.9

Gender

1.7

1.7

1.7

0.9

HIV/AIDS

18.9

18.8

3.3

4.3

22.2

12.5

Governance and administration

21.9

21.8

0.3

0.4

22.2

12.5

Culture and arts

Tourism
Others
Total

0

0

0

0

3.7

3.6

3.7

2.1

100.3

100.0

178.1

100.0

77.7

100.0

Note: Only nongovernment organization funding, does not include multilateral and bilateral donor support. Blank spaces indicate data not available.
Sources: Cambodia Rehabilitation and Development Board and CDC. http://cdc.khmer.biz

External support to agriculture and rural development in 2007 was around $114.0 million, compared
with a total aid allocation across all sectors of $790.4 million (14.4%). The CDC noted that overall external
support was equivalent to 95% of National Poverty Reduction Strategy financing requirements in 2007,
continuing reallocation toward the agriculture and rural development sectors, ensuring that priorities in the
Rectangular Strategy could be adequately supported.
Public investment in the agriculture sector, inclusive of both domestic and donor funds, has grown
in recent years but remains low. Public investment is around 1.4% of agricultural GDP or about 0.5% of
total GDP (World Bank 2006). The main vehicles for such investments in the sector were the programs of
the Ministry of Agriculture, Forestry and Fisheries (MAFF), MOWRAM, and Ministry of Rural Development
(MRD). Government investment has been limited to an average of 2.2% of total government expenditure
since 2000 and has not been related to sector performance. The data in Figure 14 show that government
expenditure shares in agriculture fluctuated widely at the same time as agricultural growth rates, but without
any correlation. As noted previously, the main driver for changes in agricultural growth has been related to the
climate, with variations in rainfall, flooding, and incidences of pest infestation affecting crop production and,
hence, agricultural GDP. Despite a significant proportion of government investment and external financing
spent on rural infrastructure, primarily roads, and irrigation schemes, these have yet to translate into reducing
production risk and yield variability.
Investment in rural infrastructure has been low, and this has resulted in lower rates of rural development.
As an example, the World Bank (2007) and Yu et al. (2008) noted that inadequate rural roads and poor road
maintenance impede development in Cambodia. The country has the least-developed road network in the
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Table 15

Nongovernment Organization Disbursement by Sector, 2008–2009
Disbursements in 2008

No.

Sector

1

Agriculture

2

Banking and
business services

3

NGO Core
Funds
1,223,649

NGO Funded
by Donors
4,197,133

67,933

Disbursements in 2009

Total

NGO Core
Funds

%

5,420,781

2.6

1,337,582

67,933

0

92,202

NGO Funded
by Donors
4,550,283

Total

%

5,887,865

1.5

92,202

0

Community and
social welfare

31,660,395

21,686,820

53,347,215

25.4

32,464,497

19,595,853

52,060,351

12.9

4

Culture and arts

112,649

314,089

426,738

0.2

128,541

222,722

351,263

0.1

5

Education

26,757,327

8,377,916

35,135,243

16.7

27,379,293

8,365,217

35,744,510

8.8

6

Energy, power,
and electricity

7

0

Environment and
conservation

0

1,536,318

9,147,203

10,683,521

5.1

4,404,327

10,053,782

14,458,109

3.6

295,790

243,267

539,057

0.1

52,058 189,089,450

189,141,508

46.8

8

Gender

232,051

111,243

343,294

0.2

9

Governance and
administration

169,676

5,056,318

5,225,994

2.5

36,818,430

27,632,047

64,450,477

30.6

32,630,879

37,792,952

70,423,831

17.4

5,305,668

15,703,667

21,009,334

10.0

3,349,034

18,817,239

22,166,273

5.5

10

Health

11

HIV/AIDS

12

Information and
communications

13

Manufacturing,
mining, and trade

14

Rural development

15

Tourism

16

(Not reported)

Total

0
121,774

454,110

575,884

0.3

1,287,356

12,161,135

13,448,491

6.4

62,795
142,239
105,435,464

0
241,035

241,035

0.1

1,402,694

11,177,729

12,580,423

3.1

466,425

540,606

0.1

174,006

0

62,795

0

74,181

142,239

0.1

174,006

104,904,476 210,339,940 100.0

103,785,084 300,615,953

404,401,037 100.0

NGO = nongovernment organization.
Note: Blank spaces indicate data not available.
Sources: Cambodia Rehabilitation and Development Board and CDC. http://cdc.khmer.biz.

region with the smallest percentage of paved roads. Of the 12,323 kilometers of the existing road network
in Cambodia, only 16.2% is paved. In comparison, Thailand has 98.0% of its road network paved; the Lao
People’s Democratic Republic, 14.4%; and Viet Nam 25.0% (Table 17). There are no secondary roads, and
tertiary roads often feed directly into the primary network. In addition, Cambodia’s rail system is in need of
major rehabilitation.
Road conditions are worse in rural areas, particularly in the northwest and northeast. In 2003, only 41.5%
of rural roads were trafficable (World Bank 2004a). Phyrum (2007) noted that only 0.3% of rural roads were
paved. In most cases, more than 70% of the unpaved rural road network is accessible in the wet season,
often forcing some parts of the country to stay isolated and face potential economic difficulties. Additionally,
about 15% of the rural population (1.6 million people) lived more than 5 kilometers away from an all-season
accessible road in 2005, and 11% of them needed to travel more than 30 minutes by motorcycle to reach the
nearest all-season road (Yu et al. 2008).
The annual investment in rural roads took up to 64% of the total infrastructure investment during
2002–2005. In absolute terms, the annual investment in rural roads has increased from $2.7 million in 2002
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Figure 14

Agricultural Growth and Government Investment Share in Cambodia, 1990–2007
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Table 16
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Development Partner Activities, 2007

Development Partner

Sectors and Cross-Cutting Issues

Funding
($ million)

Multi-development partner initiatives

Agriculture, aquaculture, irrigation, livestock, silk, tourism, natural
resource management, sanitary and phytosanitary standards

176.000

Australian Centre for International Agricultural Research

Fruits and vegetables, rice, fisheries

Asian Development Bank

Agriculture, trade-related aspects of intellectual property rights

26.000

Agence Française de Développement

Agriculture, garments, palm sugar, pepper, rice, rubber, silk,
capacity building for management of trade policy and trade sector
development, trade facilitation

17.200

Australian Agency for International Development

Rice, fruits and vegetables, capacity building for the Ministry of
Finance’s trade policy and trade sector development, investment
facilitation, climate

74.000

Canadian International Development Agency

Fruits and vegetables

Department for International Development of the
United Kingdom

Fisheries

European Commission

Agriculture, cashews, fisheries, fruits and vegetables, handicrafts,
livestock, rice, silk, capacity building for the management of trade
policy and trade sector development, trade facilitation, TRIPS

Food and Agriculture Organization

Fishery, trade promotion

0.225

Francophonie

Capacity building for the management of trade policy and trade
sector development, trade promotion

0.200

Germany-InWent

Herbs and spices

GTZ

Cashews, information and communications technology, rice,
silk, horticulture, handicrafts, tourism, investment facilitation and
climate, regional management (stakeholder cooperation)

10.000

International Finance Cooperation

Agriculture, garments, handicrafts, tourism

10.000

Japan International Cooperation Agency

Trade facilitation

0.860

New Zealand Agency for International Development

Agribusiness, garments, technical barriers to trade, sanitary and
phytosanitary standards

2.350

Swedish International Development Cooperation Agency

Garments, tourism

0.958

United Nations Development Programme

Capacity building for the management of trade policy and trade
sector development

3.500

United Nations Industrial Development Organization

Technical barriers to trade

0.620

0.640

5.000

61.600

0.087

United States Agency for International Development

Agroprocessing, bricks, fisheries, garments, livestock

10.200

World Bank

Agribusiness, canned milk, cotton and textiles, garments, rice,
trade facilitation

10.000

Total

409.440

TRIPS = Trade-Related Aspects of Intellectual Property Rights.
Source: Kula et al. (2007).

to $7.5 million in 2005. Accordingly, average travel time from a village to a nearest all-season road has
declined by 37% from around 24 minutes to 15 minutes (Phyrum 2007). Despite the current improvement,
road conditions still require tremendous work to better serve the rural population (Yu et al. 2008).
Energy and telecommunications services are only available in populous, large township areas. Cambodia
has one of the lowest electrification rates outside of sub-Saharan Africa. It has no power transmission system
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Table 17

Infrastructure Services Coverage in Cambodia and Neighboring Countries, 2001–2007
% of Total Roads
Paved

% of People with Telephone
Mainlines

6.3

0.2

14.6

People’s Republic of China

81.6

28.0

1,781.0

Indonesia

55.3

6.6

509.0

Lao People’s Democratic Republic

14.4

1.3

179.0

Malaysia

81.3

16.6

3,262.0

Myanmar

11.9

1.1

82.0

Country
Cambodia

Philippines

Electric Power Consumption
(kilowatt-hour per capita)

9.9

4.2

588.0

Thailand

98.0

11.1

1,988.0

Viet Nam

25.0

19.1

573.0

Source: World Bank (2008b).

and has developed no large generation capacity. Where electricity is available, firms and individual consumers
face some of the highest energy costs in the world. In rural areas, electrification is largely absent, making the
cost of energy in agricultural production relatively high (World Bank 2004b). Electricity consumption per capita
is less than 10% of Viet Nam and Thailand (Table 17).
An extremely low level of infrastructure (i.e., roads, electricity, and telecommunications) raises marketing
costs, reducing sale volumes and profits for smallholder farmers. There is evidence that poor transport,
electricity supply, and telecommunications have a significant, negative impact on the operation and growth
of Cambodian firms (World Bank 2004b; Yu et al. 2008). Yu et al. (2008) estimated, using 2004 CSES data,
that infrastructure improvements (e.g., reducing the distance to permanent markets, increasing the incidence
of electrification, and improving telecommunications) impact crop yields in both the wet and dry seasons,
although each season and different agro-ecological zones have different priorities.
Clearly, improved infrastructure benefits the economy in general, but the initial benefits in rural areas will
occur mostly through increases in agricultural income. For example, Purcell and Rich (2002), estimated that
improvement in export-orientated infrastructure could increase agricultural income by 5% and rice exports
by 25%.
In looking at the CSESs, the results suggest that access to infrastructure, such as roads, raises household
income primarily through the provision of better access to nonfarm opportunities, and revenue from cultivation
or crop profitability is not systematically higher among those with better road access (World Bank 2007).
The results also indicate that facilitating small agro-enterprise businesses to link with markets will provide
income generation, consistent with the premise that infrastructure allows additional opportunities for valueadded processes.

D. The Finance Sector
The finance sector services a large proportion of the commercial business sector in Cambodia and has
substantial outreach in rural areas. The Law on the Organization and Conduct of the National Bank of Cambodia
(the Central Banking Law) of 1996 established the role of the National Bank of Cambodia as the regulator and
supervisor (IFC 2007). The Law on Banking and Financial Institutions of 1999 and several decrees regulate
three types of banks: (i) commercial banks that can conduct all banking activities, (ii) specialized banks that
can conduct one category of banking activities, and (iii) licensed microfinance institutions that can offer credit.
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Table 18

Deposits and Loans in Cambodia’s Financial Institutions, 2008 and 2009 ($ million)
Outstanding Loans

Deposit Balance

No. of Borrowers

No. of Depositors

Financial Institution

31 Mar
2008

31 Dec
2009

31 Mar
2008

31 Dec
2009

31 Mar
2008

31 Dec
2009

31 Mar
2008

31 Dec
2009

ACLEDA

418.64

538.24

417.32

688.02

192,889

247,987

291,169

603,224

PRASAC

36.06

64.09

0.13

0.48

71,129

87,945

3,140

1,444

AMRET

32.28

53.15

0.88

2.93

178,710

224,708

840

3,293

CEB

27.33

HKL

17.73

31.18

0.72

1.51

26,915

41,110

29,000

47,835

1.70

28,232

19,052

TPC

14.16

17.38

0.10

0.10

75,199

91,170

16,256

4,048

VFC

13.71

21.31

0.15

0.05

58,310

98,777

84

61

AMK

13.30

25.13

0.16

0.17

130,809

217,818

14,701

5,234

CREDIT

11.92

22.37

1.15

0.61

20,498

39,358

9,157

2,191

SEILANITHIH

4.62

6.29

0.32

0.41

4,850

10,433

5,313

11,017

CHC

2.58

IPR

2.31

4.00

0

3,261

4,219

EAP

1.86

1.91

0

235

198

0.01

6,921

4,462
1

CBIRD

1.01

1.26

0.15

0.12

1,799

2,294

2,218

MAXIMA

0.96

1.71

0.01

0

1,611

2,467

4

TFMF

0.18

0.09

0

802

131

PAS

0.16

SATHAPANA

0

323

1

39.69

3.06

36,228

22,875
2,300

SAMIC

5.55

0.03

10,987

FUDF

1.44

0

2,545

GCMF

1.26

0

868

CHAMROEUN (NGO)

0.68

0.20

7,158

First Finance

0.49

0

39

Farmer Finance

0.21

0.04

66

YCP

0.12

0

40

Total

598.80

2,595

299.30

422.81

9.70

802,493

878,559

23,139
66
395,397

126,099

ACLEDA = Association of Cambodia Local Economic Development Agencies, AMK = Angkor Microheranhvatho Kampuchea, AMRET = AMRET Microfinance
Institution, CBIRD = Cambodian Business Integrated in Rural Development Agency, CEB = formerly Cambodian Entrepreneur Building Limited, CHAMROEUN (NGO)
= Chamroeun Microfinance Limited, CHC = formerly Cambodia Health Committee, CREDIT = Cambodia Rural Economic Development Initiatives for Transformation
Microfinance Institution, EAP = Entean Akpevath Pracheachun Microfinance Institution, Farmer Finance = Farmer Finance Limited, First Finance = First Finance
Microfinance Institution, FUDF = Farmer Union Development Fund, GCMF = Green Central Micro Finance Limited, HKL = Hattha Kaksekar Limited, IPR = Intean
Poalroath Rongroeurng Microfinance Institution, MAXIMA = Maxima Microfinance Institution, PAS = Sihanoukville Autonomous Port, PRASAC = PRASAC
Microfinance Institution, SAMIC = Samic Microfinance Institution, SATHAPANA = Sathapana Limited (formerly CEB), SEILANITHIH = Seilanithih Microfinance
Institution, TFMF = Tong Fang Micro Finance Limited, TPC = Thaneakea Phum Cambodia Limited, VFC = Vision Fund (Cambodia) Limited, YCP = YCP Microfinance.
Note: Blank spaces indicate data not available.
Source: Cambodian Central Bank.

As of the end of 2007, the banking system included 17 commercial banks, 7 specialized banks,
17 microfinance institutions, and 25 registered rural credit operators (NBC 2008). By the end of 2009,
the banking structure changed due to the global financial crisis, merging some microfinance institutions
and closing some nonperforming commercial banks (Table 18). The trend in private sector credit availability
rapidly declined from July 2008 and had yet to recover by 2010 (Figure 15).
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Figure 15

Growth of Private Sector Credit in Cambodia, 2007–2009
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In 2007, about 286,000 clients (i.e., companies and consumers) were serviced by commercial banks,
and 500,000 families received credit from microfinance institutions. By 2009, this had risen to just under
880,000 households receiving credit from microfinance institutions while the number of depositors had more
than halved, from just under 400,000 in 2008 down to just under 130,000 households in 2009. Most credits
were short term (i.e., 70% is less than 1 year). Formal, longer-term finance for investments in capital goods
was virtually nonexistent (IFC 2007). Most loans were relatively small in size and heavily reliant on fixed assets
for collateralization. As an example, the categorizations of lending for ACLEDA Bank are (i) micro, up to
$5,000; (ii) small, $5,000–$10,000; and (iii) large, over $10,000.
Microfinance institutions typically have set $10,000 as a loan ceiling—occasionally, they have loans or
aggregate commitments that are larger—and while this is increasing slowly, realistically, the largest amount
of credit that microfinance institutions are likely to extend is about $25,000. Conversely, commercial banks,
except for ACLEDA Bank, are not likely to lend less than $10,000. Eighteen months to 2 years is the longest
term for such loans, and commercial banks will make loans with terms of 4 years. All institutions are offering
more flexible terms than in the past, recognizing the uneven cash flows of farmers and agro-processors.
Land is regularly taken as collateral, although at a micro level, this is likely to be a land title that is certified
by the village or commune chief, attesting that the property is owned by the borrower and is pledged on
the loan. The pledging of land is likely to continue, even if financial institutions start using less conventional
collateral, because of the tremendous significance attached to land pledges. A goal in encouraging alternate
collaterals, therefore, would be for financial institutions to drop rigid loan–value requirements with respect to
land collateral.
Cambodia is dominated by private SMEs and micro-businesses, and the largest number of these
is found in rural areas. As of 2006, the number of commercial enterprises registered with the Ministry of
Commerce was 13,239, of which 99% were micro and SMEs, employing 31% of the labor force (IFC 2007).
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Historically, banks have not provided much finance for agriculture in Cambodia. As of 31 December
2009, only 12.95% of all bank credit was for agricultural loans.24 Since 2010, commercial banks have been
focusing on real estate development lending, although there are some exceptions as follows:
(i)

ACLEDA Bank. This was originally a microfinance institution that was upgraded to a commercial
bank in 2003. It has an extensive branch network and maintains a microenterprise, povertybased mission. It now offers a full range of commercial services.

(ii)

ANZ Royal Bank. In many ways, this is the market leader among the banks, especially in retail
services, as it has access to substantial technical resources from its Australia-based parent.
While it has no interest in microlending, it has been expanding its branch network into the
provinces and is offering products that are designed to meet middle-market needs. It specifically
sees SMEs as a target market.

(iii)

Canadia Bank and Cambodian Public Bank. These banks have been expanding their branch
networks. While neither is regarded as a market leader, they are likely to follow and imitate new
products being introduced to the market, thus providing some needed competition.

(iv)

Rural Development Bank. This bank provides retail banking operations to agricultural and
rural clients.25 In 2008, it had $18 million in outstanding loans, 45% in its microfinance portfolio,
and the balance in its SME portfolio.26

The microfinance sector of the financial system is robust, having benefited from considerable donor
investment and technical support. The pluses in dealing with these microfinance institutions are that they are
committed to serving farmers and small entrepreneurs, in that 40% of loan portfolios are in the agriculture
sector, and portfolio at risk measures are low.27 However, they have limited funds to lend, as they are mostly
reliant on donor and social investment fund lines of credit, hence, are already fully loaned up with the lowest
risk loans.28 The three largest microfinance institutions as of the end of 2009 were as follows:
(i)

AMRET. At present, it operates in 13 of 24 provinces, although it is expanding its branch
network countrywide. It will be applying for a deposit license, and already has more than enough
equity to qualify. It is interested in new lending mechanisms, such as lending against contracts,
and wants to do more SME lending. Almost 60% of loans are group loans, and 67% of loans
are to the agriculture sector (AMRET 2008).

24

Some loans for agricultural processing are included in the 10% of bank credit that comprises manufacturing loans.

25

The Rural Development Bank is one of the government’s specialized banks that is designed to be a conduit for foreign donor loan
funds for agriculture, as well as a wholesale lender to microfinance institutions for onlending. It has been the pass-through lender for
International Fund for Agricultural Development and Agence Française de Développement loans for family rubber plantations and rice
miller associations. Overall, the bank’s role in the market may have been overtaken because there is more credit available, but it may
be an appropriate intermediary for donor lines of credit if these are required to pass through a government agency.

26

According to the Rural Development Bank, it had 11 microfinance institutions, 6 credit operators, 9 rice miller associations, 3 SMEs,
and 1 community organization as its direct customers, along with 700 households with long-term loans under the Agence Française
de Développement Smallholder Rubber Project.

27

PRASAC has 46% of its portfolio devoted to agricultural lending. Within the agriculture sector, overdue loans only comprise 0.26% of
the total portfolio, while the Portfolio at Risk (PAR) ratio for agriculture is 0.23% (PRASAC 2008).

28

A new prakas allows microfinance institutions with sufficient capitalization to apply for a license to take deposits. While this will be
an expensive source of funding because of heavy reserve requirements, several fast-growing microfinance institutions will be getting
such licenses to expand access to lendable funds. In the future, a split between microfinance institutions into deposit-taking and
nondeposit-taking is likely, with the former comprising the larger institutions and more oriented to SME lending. Prior to the issuance
of the prakas, some of the microfinance institutions were mobilizing deposits (under uncertain regulatory authority), although they are
now allowing these deposits to run off while complying with the new prakas requirements.
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(ii)

PRASAC. Historically, this has the greatest number of clients, reached through group lending.29
Relative to other microfinance institutions, it is expected to maintain this orientation toward
smaller, poverty-addressed lending.

(iii)

CEB. Historically oriented toward individual lending, this has targeted somewhat larger loans.
It is pursuing getting a deposit license and is interested in expanding the range of acceptable
collateral and lending structures. In the past, CEB has done some agricultural lending (16% of
its loan portfolio) but is more interested in lending for equipment for agro-processing.

Table 19 shows the outstanding loan and deposit amounts for microfinance institutions and
ACLEDA Bank as of the end of March 2008 and the end of December 2009. It also shows the range of
coverage by provinces. As the figures indicate, ACLEDA Bank dominates the microfinance sector in Cambodia
in terms of loan volume, although the microfinance institutions, excluding ACLEDA, serve more loan clients.
Comparable data are not available for the commercial banking sector.

Table 19
Sector

December 2003

December 2004

%
Agriculture

43,947

Manufacturing
Construction

Finance and Credit by Sector, 2003–2009 (KR million)
December 2005

%

3.09

64,774

3.39

187,563

13.2

269,187

83,154

5.85

97,972

Wholesale
and retail

225,564

15.88

Export

117,471

8.27

Import

81,356

Finance

102,148

December 2006

December 2007

%

%

%
69,287

3.02

14.08

258,756

5.12

144,957

363,049

18.99

77,615

4.06

5.73

110,973

7.19

100,068

11.29

410,579

11.82

625,585

9.99

983,664

18.32

920,411

16.82

6.32

269,067

7.75

640,685

10.24

773,808

14.41

904,485

16.52

532,450

23.23

783,479

22.56 1,371,077

21.9

37,507

1.64

26,209

0.75

13,728

0.22

…

…

…

…

5.80

168,046

7.33

142,642

4.11

229,663

3.67

…

…

…

…

5.23

26,485

1.16

24,004

0.69

36,495

0.58

658,710

12.27

878,576

16.05

8.61

495,447

12.95

66,392

4.67

50,329

2.63

147,555

6.44

298,886

478,440

33.68

675,634

35.33

667,473

29.12

1,146,160

Others

34,569

2.43

102,568

5.36

239,925

10.47

222,388

Total

516,297

9.62

%

4.28

Services

4.88

December 2009

%

148,717

Real estate
and public
utilities

305,245

December 2008

708,874

12.95

1,617,970 30.13 1,352,907 24.72

7.91

737,442

13.37

662,826

33.01 1,802,350

28.79

…

…

…

…

6.40

11.81

81,313

1.51

45,622

0.83

739,422

1,420,604 100.00 1,912,169 100.00 2,292,442 100.00 3,472,130 100.00 6,259,697 100.00 5,369,204 100.00 5,473,701 100.00

… = data not available.
Source: NBC (2010).

Tables 20 to 23 show the most up-to-date picture on household financing in Cambodia, taken from the
CSES 2004 dataset (NIS 2004). Of interest is that only 20% of households surveyed obtained their loans
from the formal banking sector, including banks and NGOs (presumably through microfinance institutions).
Instead, the majority obtained loans from their relatives (28%), friends or neighbors (15%), or moneylenders
(25%). With the exception of moneylenders, these informal sources of credit have much lower interest rates
than banks or NGOs. Further, despite higher interest rates, moneylenders provide ready access to emergency
credit with little or no collateral. Only 24% of loans were taken out for agricultural purposes, with the rest
comprising household consumption needs (32%), health or other emergencies (13%), and nonagricultural
activities (13%).

29

The amount of money loaned to groups has declined substantially. As of 31 December 2007, some 4% of loans were under
group loans, the rest under individual loans. This was in comparison with 2006, where almost 11% of loans were made to groups
(PRASAC 2008). In 2007, group loans attracted interest rates of either 36% or 42% per annum, versus individual loans of 24%–42%.

PRASAC

AMRET

CEB

HKL

TPC

VFC

AMK

CREDIT

SEILANITHIH

CHC

IPR

EAP

CBIRD

MAXIMA

TFMF

PAS

2

3

4

5

6

7

8

9

10

11

12

13

14

15

17

16

24

Large

418

6,532

6,950

9

40

38

78

65

52

135

216

367

668

366

641

416

631

594

1,019

1,615

1,615

Commune

3,816

36,565

40,381

23

48

135

301

106

189

385

748

1,495

3,510

1,903

3,090

1,997

3,155

3,370

6,367

13,559

13,559

Village
539,101

515,720

1,879,478

2,395,198

644

717

3,821

4,030

7,424

9,230

10,323

18,476

47,675

53,210

54,852

56,641

70,920

109,335

129,103

144,255

1,135,441

(384)

114,082

113,698

157

162

341

573

51

0

4,497

1,625

899

19,732

8,924

0

6,723

6,394

29,881

33,739

Male

5,800

411,646

417,446

166

640

1,270

1,226

184

0

2,424

3,225

19,599

111,077

49,386

0

20,192

21,838

148,829

37,390

Female

14,476

788,017

802,493

323

802

1,611

1,799

235

3,261

6,921

4,850

20,498

130,809

58,310

75,199

26,915

28,232

178,710

71,129

15,657

177,232

Total

291,001

1,400,250

1,691,251

0

0

46

608

0

0

28

1,299

4,593

656

594

416

2,861

6,814

3,516

531

1,669,287

1,669,287

Amount
(KR million)

2,848

19,333

22,181

1

0

2

798

0

0

0

1,766

484

3,421

41

0

7,453

4,676

840

2,699

Male

10

65,781

65,791

0

0

2

1,420

0

0

4,462

3,547

8,673

11,280

43

0

21,547

14,376

0

441

Female

40,852

354,545

395,397

Source: Cambodian Central Bank.

1

0

4

2,218

0

0

4,462

5,313

9,157

14,701

84

16,256

29,000

19,052

840

3,140

291,169

291,169

Total

No. of Depositors

Deposit Balance

ACLEDA = Association of Cambodia Local Economic Development Agencies, AMK = Angkor Microheranhvatho Kampuchea, AMRET = Amret Microfinance Institution, CBIRD = Cambodian Business Integrated in
Rural Development Agency, CEB = formerly Cambodian Entrepreneur Building Limited, CHC = formerly Cambodia Health Committee, CREDIT = Cambodia Rural Economic Development Initiatives for Transformation
Microfinance Institution, EAP = Entean Akpevath Pracheachun Microfinance Institution, HKL = Hattha Kaksekar Limited, IPR = Intean Poalroath Rongroeurng Microfinance Institution, MAXIMA = Maxima Microfinance
Institution, PAS = Sihanoukville Autonomous Port, PRASAC = Prasac Microfinance Institution, SEILANITHIH = Seilanithih Microfinance Institution, TFMF = Tong Fang Micro Finance Limited, TPC = Thaneakea Phum
Cambodia Limited, VFC = Vision Fund (Cambodia) Limited.

105

Change

1,031

4

15

13

17

21

14

26

40

62

101

59

99

68

102

72

116

202

202

District

926
0

1

3

2

5

9

5

6

6

7

17

8

9

10

14

13

16

24

Small

Provinces

Previous Quarter

Total

ACLEDA

Organization

1

No.

Amount
(KR million)

Number of Borrowers

Outstanding Loans

Status of Financial Institutions in Cambodia, March 2008

Number in Operating Area

Table 20
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Table 21

Sources of Financing in Cambodia, 2004

Primary Loan

Secondary Loan

No.

%

Interest
% pm

%

1,747

27.12

1.13

93

1.44

1.17

15

0.23

2.00

8

0.12

1.88

950

14.75

3.40

43

0.66

4.13

3

2.42

1,626
452

25.24

8.80

23

0.35

6.61

3

7.02

3.90

14

0.22

7.36

5

Landlord
Employer

14

0.22

2.77

21

0.33

5.75

2

0.03

10.50

238

3.70

6.15

4

0.06

4.00

1,065

16.53

4.91

12

0.19

8.13

235

3.65

2.25

3

0.05

0.67

6,361

98.09

Source of Loan
Relatives in Cambodia
Relatives abroad
Friends or neighbors
Moneylender
Trader

Bank
Nongovernment
organization

Tertiary Loan

Interest
% pm

Others

No.

No.

0

No more loans taken out

1
112

Total Loans

Interest
% pm

%

No.

%

0

1,762

26.79

0

101

1.54

2.67

996

15.14

2.42

4.33

1,652

25.12

4.03

1.60

471

7.16

0

14

0.21

0

23

0.35

0

242

3.68

1,078

16.39

0

238

3.62

90.32

6,473

0.81

15.00

pm = per month.
Source: NIS (2004).

Table 22

Purpose for Borrowing Money in Cambodia, 2004
Kampong Cham

Purpose of Loan

Cambodia

No.

%

No.

%

Agricultural production

198

22.25

1,530

24.23

Nonagricultural activities

121

13.60

834

13.21

Household consumption needs

240

26.97

2,040

32.30

Illness, injury

133

14.94

791

12.53

Other emergencies

2

0.22

22

0.35

Marriage ceremony

17

1.91

103

1.63

Funeral

11

1.24

75

1.19

Other ceremonials

3

0.34

28

0.44

Purchase or improvement

50

5.62

353

5.59

Purchase for consumer

21

2.36

94

1.49

Agricultural implementation

36

4.04

95

1.50

Servicing of existing debts

13

1.46

78

1.24

Others

45

5.06

272

4.31

Source: NIS (2004).
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Table 23

Interest Rates on Loans in Cambodia, 2004
Kampong Cham

Monthly Interest Rates
No Interest
Less than 1%
1%–2%

No.
2,525

Cambodia
%
39.24

No.

%

386

42.79

19

0.30

0

0.00

255

3.96

22

2.44

2%–5%

2,214

34.41

246

27.27

5%–10%

1,017

15.81

174

19.29

300

4.66

58

6.43

10%–20%

39

20%–50%

75

1.17

14

1.55

More than 50%

29

0.45

2

0.22

Source: NIS (2004).

While interest rates in Cambodia are not that high compared to other International Development
Association (IDA) countries, they are high compared with Viet Nam and Thailand, Cambodia’s major
competitors. This means that, all other things equal, cost of production in Cambodia is relatively higher
because of a greater cost of credit.
The majority of financing for rice farmers and small businesses also comes from immediate family or
close friends. These loans tend to be fairly small and of a fixed duration. In the case of purchase of inputs for
rice production, the loans will be for at least as long as the growing season. Repayment is made at harvest
time and is either in-kind as paddy, or cash upon a sale to traders or millers. Interest rates are comparatively
high, but there are no collateral requirements or paperwork.
Some loans are taken out by farmers with small traders or input suppliers. In these cases, there is an
informal contract to deliver a fixed amount of paddy at harvest. In some cases where there is a formal contract
(e.g., with AQIP Seed Company), the cost of the inputs is deducted from the final payment for the seed.
Input suppliers for fertilizer and pesticides may extend credit, as will some rice millers, but only to farmers that
are well known to them.
Microfinance institutions have become increasingly responsive to the needs of the agriculture sector. In
2001 and 2002, several studies (JICA 2001, ACI 2002) cited the accessibility of credit as a major constraint.
Six years later, that was not the case; every small town and almost all major villages had a microfinance
institution present. Loans to farmers are commonly $300–$600 and, in some cases, as much as $10,000.
Commercial banks are not as well represented in Cambodia’s rural areas. While major banks do have
agricultural portfolios, they are not as comfortable working with small agricultural companies or farmers as
are microfinance institutions. Banks follow strict corporate procedures and require collateral for all loans,
which tend to put off borrowers since they know that they can get loans from family members or business
associates at about the same interest rates but without the bureaucracy.
NGOs and bilateral organizations have had varying degrees of success in developing and maintaining
loan programs for farmer groups. Most of these initiatives have been some sort of credit union or have
a cooperative philosophy surrounding them. In such cases, a group of farmers will donate a set amount
of money to a community account and then draw against it for small loans to purchase crop inputs or to
cover emergencies. Few of these programs last more than 1–2 years. Inadequate cash reserves and poor
repayment by borrowers soon bankrupt the accounts.
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Access to finance for both farmers and processors is a major constraint to the development of
Cambodia’s rice industry. With a lack of land titles and collateral, there are significant financial hurdles for
smallholder producers to overcome in accessing finance. Several microfinance institutions, such as ACLEDA
Bank, Cambodia Public Bank, and Canadia Bank, are taking the lead in providing financial support to
smallholder farmers, but more needs to be done to expand access to credit.
Similarly, processors find it difficult to access finance because commercial banks are often reluctant to
deal with agribusiness enterprises, most of which do not have adequate collateral. Private processors face
even higher hurdles since they do not have the land to use as collateral for bank loans.
The Rural Development Bank has a $10 million facility for financing working capital requirements for
rice milling. This comprises a $9 million line of credit from the Ministry of Economy and Finance (MEF), and
$1 million from the bank’s own finances. Some 144 rice millers are currently using the facility. The facility
works through the rice millers’ associations in nine provinces, backed up by an overall guarantee from the
Cambodian Rice Millers Association.

III. Evolution of Rural Development
Policies for Economic Growth
and Poverty Reduction
A. Rural Development Policies
Rural development is a major crosscutting issue, covering health, education, agriculture, water, and sanitation.
It is central to poverty reduction since 85% of Cambodia’s population live in rural areas, which have high
poverty incidence. The Government of Cambodia has adopted a multipronged approach to foster rural
development and to empower local communities to plan and manage their development. The decentralization
and deconcentration of public services delivery; support for participatory, decentralized, and area-based
programs; and provision of credit to households and small businesses are part of this approach.
There is a broad consensus within the government, civil society, and development partners that the engines
of growth that have driven improvements since the early 1990s (e.g., in garments, tourism, and construction)
need to be complemented with other sources of growth that are more rural, broad-based, and pro-poor.
Acceleration of poverty reduction will require (i) secure property rights to private land, particularly for smallholders;
(ii) emphasis on smallholder agriculture for both growth and poverty reduction; (iii) equitable access to common
property resources (e.g., water and forestry) as a critical source of income and security for the rural poor;
(iv) increased investment in productivity-enhancing infrastructure; and (v) improved human development and
human capital, achieved through the pro-poor delivery of basic services in education and health.
A review of the government’s development plans show a consistent approach to economic development
and growth as followed by other Southeast Asian countries, through monetary and fiscal reforms for restoring
and maintaining macroeconomic stability; trade, industrial, and financial reforms for improving economic
efficiency and competitiveness; governance reform and decentralization for improving the effectiveness of
the national and local governments; and social policies and programs for fighting poverty, improving income
distribution, and achieving Millennium Development Goals.
In 2004, the government adopted the Rectangular Strategy for Growth, Employment, Equity and
Efficiency (RGC 2005a) as the framework for the country’s socioeconomic development. This was also
incorporated into the National Strategic Development Plan, 2009–2013 (RGC 2009). Founded on the
platforms of good governance, peace, political stability, social order, macroeconomic stability, partnerships,
and economic integration, these plans focus on critical development issues such as enhancement of the
agriculture sector, rehabilitation and construction of physical infrastructure, private sector development and
employment generation, and capacity and human resources development.
In its Rectangular Strategy (RGC 2005a), the government indicated that its agriculture policy is “to improve
agricultural productivity and diversification, thereby enabling the agriculture sector to serve as the dynamic
driving force for economic growth and poverty reduction” (p. 11). The government has also highlighted the
role of land and committed to a policy of
strengthening an equitable and efficient system of land management, distribution and utilization,
including land registration and distribution, land tenure security, eradication of illegal settlements and
land grabbing, and the control of land ownership concentration for speculative purposes (p. 12).
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This strategy is supported by the ongoing implementation of new policy instruments established under
the 2001 Land Law, including social land concessions (i.e., distribution of state land to the poor), economic
land concessions (i.e., long-term contracts for plantation-type developments on large areas); state land
management (i.e., mapping, land use, and allocation procedures); and implementation of the unused land tax.
The Rectangular Strategy also highlights inclusive growth, and given Cambodia’s relatively rich natural
resources endowment and concentration of poverty in rural areas, agricultural and rural development are
the key mechanisms to achieve this. However, neither the Rectangular Strategy nor other key strategic
documents, such as the SEDP II30 (Ministry of Planning 2001) or the National Poverty Reduction Strategy,
clearly identify the role of smallholder agriculture in achieving growth, including export production.
Similar to the Rectangular Strategy, the Cambodian National Strategic Development Plan, 2006–2010,
which was also updated for 2009–2013, aims to reduce poverty, and serves as the guiding document for
implementing the Rectangular Strategy (Box 1). The plan is a combination of earlier plans, Socioeconomic
Development Plan (SEDP) I and SEDP II, National Poverty Reduction Strategy, National Population Policy,
and other sector policies and strategies aimed to ensure Cambodia‘s rapid progress toward achieving the
Cambodia Millennium Development Goals31 and other socioeconomic goals.

Box 1

Key Commitments of the National Strategic Development Plan, 2006–2010

Good governance. Implement anticorruption measures, legal and judicial reforms, administrative reform, decentralization and
deconcentration, and military reform.
Environment for the implementation of the Rectangular Strategy. Ensure peace, political stability, and social order through elections;
strengthen development partnerships; sustain a favorable macroeconomic and financial environment; further promote economic integration
into the region and the world; and address poverty, ensuring that all strategies focus on poverty reduction.
Enhancement of the agriculture sector. Formulate and implement a comprehensive agriculture and water resources strategy, improve
agricultural productivity and diversification, reform land administration and management, and invest in environmental conservation and rural
infrastructure development.
Continued rehabilitation and construction of physical infrastructure. Restore and construct transport infrastructure, improve
management of water resources and irrigation, develop energy and power grids, manage future oil and gas resources and revenues, and
develop information and communication technology.
Private sector growth and employment. Carry out the government’s Twelve Point Plan and the recommendations in the Investment
Climate Survey; promote small and medium-sized enterprises, trade, tourism, and rural credit; create jobs and ensure improved working
conditions; and establish social safety nets for the disadvantaged.
Capacity building and human resources development. Enhance the quality of education, improve health outcomes through the Health
Action Plan, foster gender equity, and implement a population policy to decrease fertility and promote birth spacing.
Source: RGC (2005a).

30

Under the SEDP II, the government has recognized the importance of growth and diversification within the agriculture sector to
drive the economy and to shift the focus from food security to diversification and commercialization. Diversification opportunities
within the current resource base lie with crops other than rice, plantation crops, and fisheries including aquaculture and intensive
livestock. Continued focus on rice production, particularly in subsistence or near-subsistence farming systems, may create a
surplus of low-quality paddy that could drive prices down and undermine efforts to raise incomes and generate employment in rural
communities. This emphasizes the need to integrate the production system with markets and their price structures.
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In 2003, the Royal Government of Cambodia (RGC) adapted the eight universally agreed Millennium Development Goals (MDGs) to
better suit the realities of the country. Recognizing that one major constraint to development is the continued contamination of mines
and explosive remnants of war (ERW), the RGC added de-mining, ERW, and victim assistance as the ninth major development goal.
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The government has indicated in its national strategic development plan that the overall goal is “poverty
reduction and economic growth through enhancement of agriculture sector development” (RGC 2009, p. 28).
The sector goal is to
ensure food security, increase incomes, create employment and improve nutrition status for all people
by improving productivity and diversification, and commercialization of agriculture with environmentally
sound protection and food security (RGC 2009, p. 28).

The government recognizes that land reform is vital to enhance social stability, develop an efficient
land market, sustain the environment, and increase agricultural productivity through the issuance of land titles
to citizens, especially to farmers who are cultivating land that they occupy. The government also recognizes
that issuing land titles is vital for improving the management of land use, especially the management of
state-owned lands, to ensure security of land tenure in a transparent, equitable manner, and to reduce
poverty by enabling the population to have access to financial markets by using their land titles as collateral.
It was estimated in 2001 that there are 6 million–7 million parcels of land for which land titles have to be
issued (RGC 2009). Thus, under the national strategic development plan, the priority is on strengthening
security of land tenure (both state land and private land) through land registration for systematic and sporadic
land-titling procedures to provide land titles to people as well as institutions entitled to tenure rights (RGC 2009).
To strengthen land management, the required policy and legal framework for effective implementation of
the Land Law has been developed and approved. The work so far has included a subdecree on state land
management; a guiding circular on illegal occupancy of state land; a prakas (declaration) on the identification,
mapping, and classification of state land; an interministerial prakas on strengthening cadastral commission; a
joint prakas on a mechanism for agricultural dissemination service delivery for social land concessions using
farmers; joint guidelines on strengthening all levels of cadastral commissions; draft policy and a subdecree on
registration of indigenous peoples’ community lands; and draft policy on a land evaluation system. In addition,
the Committee for Land Dispute Resolution has been established to promote efforts in resolving land conflicts
(RGC 2009).
In addition to overarching development goals, the national strategic development plan recognizes the
need to address rural development and makes improving the lives and livelihoods of the rural poor a top
priority. Agricultural productivity improvement is the core strategy to meet this need.
Two sector-specific development plans are also relevant in the context of rural development and the
agriculture sector, the Agriculture Sector Strategic Development Plan, 2006–2010 and the Strategy for
Agriculture and Water, 2006–2010 and 2010–2013.
Under the agriculture sector strategic development plan, it is recognized that the commercialization of
agriculture creates links with agro-industries, post-farm gate processing, and support services to ensure
that smallholder producers obtain reasonable incomes. Private sector participation and investment provide
greater income-earning opportunities (on-farm and off-farm) for the rural poor, with the government more
likely to achieve its vision of transforming agriculture into a driving force to attain higher economic growth.
Under successive policies including the SEDP II, Rectangular Strategy, the agriculture sector strategic
development plan, and the agriculture and water strategy, the government has recognized the importance
of growth and diversification within the agriculture and rural sectors to drive the economy and to shift
the focus from food security to diversification and commercialization. However, while the policies have
been well articulated and are a sound basis for development, there has been a disconnect between the
development of policies at the central level and their implementation at the local level. Since the rural
development ministries (i.e., MAFF, MOWRAM, and MRD) are tasked with the implementation of these
policies, their programs and activities are not necessarily aligned with those independently developed at
the provincial and municipal levels.
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Firstly, the national strategic development plan is organized on a sector-wide, not ministry-wide, basis
and therefore presses ministries toward planning in a cross-sector and coordinated manner (TWGAW 2007,
p. 4). Further, the government’s Strategic Framework for Decentralization and Deconcentration Reform is
mandating a progressive transfer of responsibilities and resources to councils at the provincial, municipal,
district, and commune levels. As decentralization and deconcentration are further designed and implemented,
institutional weaknesses in the agriculture and water sectors will be identified more precisely, and the lead
ministries will be required to develop remedies (TWGAW 2007, p. 4).
Secondly, there is a limited joint strategy base for the agriculture and water sectors. A national water
resources policy was promulgated in 2004, which provides a comprehensive, up-to-date statement of policy
related to all aspects of water resources management. Further, the Law on Water Resources Management
presents difficulties for regulation of water utilization. Issues related to the international waters of the Mekong
River, however, are dealt with under the Mekong Agreement, with assistance from the Mekong River
Commission. This agreement provides an overarching framework for water resources and flood management
along the Mekong Floodplain and around Tonle Sap Lake, and therefore provides a context for the more
focused strategy on agriculture and water (TWGAW 2007, p. 4).

1. Strategy for Agriculture and Water
The national strategic development plan states that the government’s priority for national development during
2006–2010 was poverty reduction and economic growth, achieved particularly through enhancement of the
agriculture sector. The strategic development plans for agriculture and water resources, prepared by the
Ministry of Agriculture, Forestry and Fisheries (MAFF) and the Ministry of Water Resources and Meteorology
(MOWRAM), state sector visions and goals that contribute to national development.
The Strategy for Agriculture and Water (TWGAW 2007) draws heavily on an analysis of strengths,
weaknesses, opportunities, and threats. The analysis is summarized in Table 24. The strengths listed
suggest that Cambodia’s strategic advantage lies in the availability of natural resources (e.g., water, land, and
biodiversity for agriculture) and manpower inputs, which at present are underutilized. Of the 10 weaknesses,
5 relate to natural resources (e.g., soil fertility and unreliable water sources) and labor. Hence, they set limits on
the extent to which natural resources and labor can be seen as strengths. In particular, the three weaknesses
that relate to labor are aspects of the effectiveness with which labor is mobilized in Cambodia. They appear
to limit the potential value of abundant labor, and firm action will be needed to deal with them.
Four more weaknesses indicate that access to three types of input—capital, information and technology,
and access to markets—is limited in Cambodia. The remaining weakness—low productivity of agricultural
labor, land, and water—summarizes the consequence of all of the other weaknesses. Taken together, the
10 weaknesses give an overview of Cambodia’s strategic disadvantages in agriculture and water, which
need to be tackled by the implementation of this strategy for agriculture and water. Three types of input are
regarded as weak, while the other two (listed as strengths in Table 24) have significant limits placed upon
them. On the other hand, there are many opportunities to develop strengths and overcome weaknesses.
The opportunities have many links with the strengths and weaknesses, and relate to four of the five types
of input mentioned above. The threats do not, in general, relate to inputs, but principally to the environment
in which agriculture and water resources function. Hence, they include four that are related to political,
governance, social, and legal factors. All of these control whether the environment enables and encourages
farmers to invest in and develop the sectors, or whether it provides disincentives and obstacles to investment.
Overall, the risk is that present commitments to the implementation of reforms could falter or issues that are
of particular relevance to agriculture and water resources are not addressed. If this were the case, then
components of a strategy that depended on an enabling environment would be difficult to implement fully.
A particular concern is that the government’s Strategic Framework for Decentralization and Deconcentration
Reform may encounter difficulties in implementation, which could hinder implementation of the strategy for
agriculture and water resources, particularly at subprovincial levels.
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Agriculture and Water Management: Summary of Strengths, Weaknesses,
Opportunities, and Threats Analysis

Strengths
1. Land resources are available.
2. Water resources are available.
3. Abundant manpower is available in rural areas at low
labor costs.
4. MAFF and MOWRAM have good human resources potential.
5. Policy and/or strategic frameworks are being developed for
MAFF and MOWRAM.
6. Stakeholders are committed to and recognize the
importance of the sector.
7. Diverse agro-ecosystems are available, with many land
types and cultivars.
8. Focus is enhanced for community empowerment and
engagement, through community councils, farmer water
user communities, and farmer organizations.
9. Agribusiness is developing.

Weaknesses
1. Institutional capacity, management, and project implementation by
MAFF and MOWRAM are weak.
2. Water resources are highly variable, and agricultural water
management technology is poorly developed.
3. There is limited capacity or interest in investing in agriculture.
4. Technology transfer is weak, and farmers and extension workers have
a low level of knowledge, access to technology, and skills.
5. Soil fertility is low in many areas.
6. Sociocultural weaknesses include low community solidarity,
vulnerability of farmers to landlessness, and a cultural focus on
subsistence agriculture.
7. Information asymmetry exists among stakeholders.
8. The productivity of agricultural labor, land, and water is low.
9. There is weak access to markets.
10. Legal instruments for agriculture and water resources are inadequate.

Opportunities
1. Improvement of governance, including government
commitment, policy definition, and political stability
2. Market development and integration with the regional and
global economy
3. Strong support from external development partners for
investment in agriculture and water resources
4. Science and new technologies
5. Exploit natural resources that are under- or unutilized
6. Availability of investment funds, including incentives, private
funds, and rural credit services
7. Decentralization and deconcentration policy

Threats
1. Market changes, including highly competitive international markets
2. High cost of oil and gas
3. Political circumstances, including competing demands for government
funds from other sectors
4. Legal circumstances, mitigated by continued efforts to enforce laws
on land, water, and forests
5. Natural disasters
6. Climate change
7. Degradation of the environment
8. Ongoing efforts to implement governance, judicial, and other reforms
9. Social and political changes, such as social conflict over access to
water, and land and labor migration
10. Decreasing external development partner support for agriculture and
water resources

MAFF = Ministry of Agriculture, Forestry and Fisheries; MOWRAM = Ministry of Water Resources and Meteorology.
Source: TWGAW (2007).

The Strategy for Agriculture and Water identifies the long-term vision for agriculture and water as
to ensure enough, safe and accessible food and water for all people, reduce poverty, and contribute
to economic growth (GDP per capita), while ensuring the sustainability of natural resources (TWGAW
2007, p. 10).

The overarching goal for agriculture and water resources management is
to contribute to poverty reduction, food security and economic growth through enhancing agricultural
productivity and diversification and improving water resources development and management
(TWGAW 2007, p. 10).

To achieve this overarching goal, the strategy recognized that focus must be on (i) increasing food
security and income of rural communities and households, (ii) reducing vulnerability of rural communities and
households, (iii) increasing surpluses of agricultural products for processing and export, and (iv) sustainable
management and development of the country’s land and water resources. The strategy recognizes that the
goal will be achieved principally by increased agricultural productivity, more efficient use and management of
land and water, and enhanced agribusiness processes. Institutional capacity building, particularly in the area
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of knowledge and technology transfer, will be also needed. Accordingly, the following development goals
were set (TWGAW 2007, p. 10):
(i)

Arrangements that provide a sound policy, legal, institutional, and administrative basis for
effective work performance in agriculture and water resources development and management.

(ii)

Agricultural systems and community arrangements that enable poor and food-insecure
Cambodians to have improved physical and economic access to sufficient, safe, and nutritious
food at all times to meet their dietary needs and food preferences for an active and healthy life.

(iii)

Agriculture and agribusiness that make effective use of inputs and market opportunities;
are steadily intensifying and diversifying production; and deliver full benefits to farmers, rural
communities, and other stakeholders.

(iv)

Sustainable and pro-poor management of water resources, water management facilities, waterrelated hazards, and land resources that is integrated, efficient, and carried out in a river basin
context.

(v)

Comprehensive and coordinated capacity to assemble and utilize agricultural and water-related
knowledge, information, and technology transfer.

Under the strategy, the first three development goals were so placed because they deliver social and
economic benefits directly to the community. The last two provide indirect benefits to the community, through
building the institutional capacity of the lead agencies to carry out their responsibilities. Nevertheless, the
five development goals have equal priority for action, as they are all necessary for success in the agriculture
and water sectors. The development goals lead directly to defining the program areas under the strategy
(Figure 16).
The six pillars of the strategy are designed as three enabling pillars and three core or implementing
pillars. Pillar A (i.e., the roof) sets the overarching policies and enabling environment for the strategy, while
pillars B and C (i.e., the supporting beams) provide capacity building to MAFF and MOWRAM to implement
strategy activities. Pillars D, E, and F (i.e., the walls) serve as the main implementation vehicle for the strategy,
concentrating on delivering interventions and services in food security, water resources management,
agricultural land management, and agricultural business and marketing. Crosscutting services, such as
gender mainstreaming functions and extension services (i.e., the foundations), are fully embedded in pillars
D, E, and F (Figure 16).

2. Strategic Framework for Decentralization and Deconcentration
Decentralization and deconcentration are key governance reforms for local democratic development and
service delivery improvement.32 Following commune council elections in February 2002, the government
engaged in a broad range of decentralization initiatives.
In 2005, the Strategic Framework for Decentralization and Deconcentration was developed to guide the
process of governance reform at the provincial, district, and commune levels. This framework established the
basic principles and scope for a comprehensive decentralization program. This program now forms part of
the good governance strategy of the national strategic development plan. In May 2008, the Organic Law was

32

The MAFF, MOWRAM, and Ministry of Rural Development (MRD) play a key role in subnational activities. The Ministry of Interior is
the leading central agency; drove the most recent legislations; and has chaired all major decentralization committees, including the
current body, the National Committee for Democratic Development. This is an interministerial body comprising four subcommittees
focused on (i) functions and resources; (ii) financial and fiscal affairs; (iii) subnational administrative personnel; and (iv) subnational
policy, legislation, and guidelines of development plans and investment programs.
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Strategy for Agriculture and Water Resources, 2009–2013 Implementation Pillars
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Source: Based on MAFF and MOWRAM (2010).

passed, requiring the establishment of new subnational structures and systems and reassigning functions
and resources between national and subnational levels.
The long-term objectives of decentralization and deconcentration are to achieve broad-based,
sustainable development and to strengthen vibrant local economic foundations so that every person has
equal opportunity to participate in local development and effective environmental and natural resources
management. Another goal targets the delivery of quality public services and to reduce poverty by focusing
on vulnerable groups, indigenous minorities, women, and children (RGC 2005b).
The immediate outputs of the strategy are as follows:
(i)

Policy and regulations. These will include the establishment of the Organic Law and various
regulations for implementing the law. Regulations will also include instruments for fiscal
decentralization and deconcentration reforms and assigning revenue and expenditures for
subnational administration (provincial, district, and commune-level administrations). Sector
policies on the division of responsibility for delivering public services that the national level
should transfer or delegate to each level will be developed. A regulatory framework to enable
commune-level authority to collect its own revenues will be finalized, and various existing
provisions will be revised to be consistent with the systems to be provided in the Organic Law.
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(ii)

Institutional management strengthening. This includes provision of management systems at
the provincial, district, and commune levels and the strengthening of commune management
systems, including the establishment of unified administrations at the provincial, district, and
commune levels and the revision of the roles and duties of ministries and institutions at the
national level. Legal instruments for institutional strengthening will be prepared to improve
effective resource mobilization (e.g., the assessment of sources of revenue, revenue collection,
and revenue sharing) and expenditure management (e.g., preparation of a strategic plan of
administration, formulation of investment programs, preparation of annual and multiyear
budgets, implementation of plans, asset management, financial and accounting reporting, and
internal monitoring). The systems and procedures of transfer or delegation of public service
delivery will be developed, and cooperation and coordination among national institutions and
provincial, district, and commune will be promoted.

(iii)

Sector development management. Provincial, district, and commune-level administrations
will deliver infrastructure, social and economic services, as well as other public services, such
as investment for natural resources management; and local socioeconomic development.

Decentralization and deconcentration have widespread implications for the agriculture sector, such as
in the provision of agricultural and marketing extension services and development of local policy and
by-laws. Projects implemented with or through local government partners will need to consider capacity levels
and to include institutional strengthening as a core activity to ensure successful outcomes. Management of
public marketplaces is already under the jurisdiction of local governments and will need to be considered
accordingly for the proposed interventions.
Decentralization and deconcentration committees have been established in each line ministry as has a
joint MEF–Ministry of Information technical working group to coordinate the reform agenda, finalize a draft
subnational finance law, and oversee public financial management (PFM) and decentralization reforms.
A 10-year national program for subnational democratic development is also being prepared by the National
Committee on Democratic Development. A strong link between national priorities and plans with decentralized
service delivery will enhance the effectiveness and efficiency of the government’s resource utilization and
strengthen accountability and transparency, including measures that will ensure revenue sharing by subnational
government levels. The Ministry of Economy and Finance (MEF) has taken the lead in fiscal decentralization,
overseeing commune intergovernmental transfer and financial management systems, and delegating some
tasks to its provincial departments.
Authority may be devolved, but the capacity of lower levels of government to plan, implement, and manage
rural development infrastructure limits infrastructure provision. Once built, the ability of local administrative
levels to raise revenues for cost recovery and operations and maintenance may remain limited and needs
to be reflected in investment design, implementation arrangements, and capacity development for effective
and efficient results. Issues include the efficiency of public infrastructure and finance and utilities, subsector
regulatory and contractual arrangements, and financial flows through levels of government.

3. Social Services Policies
Education policies. The national strategic development plan recognizes education as a crucial factor in
developing the country’s human resources, and endorses the Education Strategic Plan, a 5-year rolling plan
for developing the education sector.33 This plan articulates the vision of the Ministry of Education, Youth and

33

The current education system comprises primary (grades 1–6), lower secondary (grades 7–9), and upper secondary (grades 10–12).
Basic education is defined as grades 1–9. Entry to upper secondary level is regulated by a national examination at the end of grade 9.
Technical and vocational education programs run parallel to upper secondary programs and are the responsibility of the Ministry of
Labor and Vocational Training.
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Sports to “establish and develop human resources of the very highest quality and ethics in order to develop
a knowledge-based society within Cambodia” (ADB 2007b, p. 1).
The Rectangular Strategy includes capacity building and human resources development as one of its
four pillars, with enhancing the quality of education being the main feature. The strategy states that the
government will continue to increase budget expenditures and to mobilize increased international assistance
to (i) provide incentives for teachers; (ii) ensure quality instruction; (iii) provide educational materials, equipment,
libraries, and laboratories; (iv) build dormitories for students, especially female students; (v) continue to reform
curriculums and training programs; (vi) provide scholarships to poor students; (vii) promote informal education
programs; (viii) finance construction of schools in rural areas; and (ix) support schools’ operating costs.
The government’s goals for the expansion of education opportunities are reflected in the education
strategic plan, which was the first step toward adopting a sector-wide strategy for education development.
The plan emphasizes the strengthening of appropriate Ministry of Education, Youth and Sports departments
at central and provincial levels, including delegation of responsibilities to districts, clusters, and/or communes,
and schools. The government also accords the highest priority to the Education for All national plan
(ADB 2007b).
The education strategic plan defines the long-term mission of the Ministry of Education, Youth and
Sports as ensuring that all children and youth have equal opportunity to access quality education consistent
with the Constitution and the government’s commitment to the United Nations Convention on the Rights of
the Child, regardless of social status, geography, ethnicity, religion, language, gender, or disabilities. The plan
highlights three main policies: (i) equitable access to education services, (ii) quality and efficiency of education
services, and (iii) institutional development and capacity building for decentralization. It is supported by the
Education Sector Support Program, which is reviewed annually in consultation with development partners
and serves as the action plan to achieve the sector goals set out in the plan. The program identifies the
necessary activities and priorities in reaching the Cambodian Millennium Development Goals and the goals
set out in the Education for All national plan (ADB 2007b).
In 2006, the Council of Ministers approved a draft education law, which has been submitted to the
National Assembly for ratification. Under this law, the National Council for Education will be established to
promote the development of the education sector. The Ministry of Education, Youth and Sports has also
prepared the Policy and Strategies on Information and Communication Technology in Education (2004),
Gender Mainstreaming Strategy in Education (2006–2010), and Policy for Curriculum (2005–2009), and
provided guidelines for the integration of these policies into the broader process of education reform (ADB
2007b).
The Directorate General of Technical and Vocational Education under the Ministry of Labor and Vocational
Training is divided into three departments: (i) Department of Management, responsible for institutional
management monitoring; (ii) Department of National Competent Standards, responsible for competency
standards and the national qualifications framework; and (iii) Department of Labor Market Information, which
is also responsible for managing apprenticeships. A stakeholder-based National Training Board, chaired by
the deputy prime minister, approves the National Technical and Vocational Education Development Plan
annually, which sets overall policy (ADB 2008c).
Health policies. In Cambodia, health service delivery is defined through the Ministry of Health’s Health
Coverage Plan 2002, which designated 77 operational districts throughout the country responsible for
health care for 100,000–200,000 people each. Most operational districts are composed of a referral hospital
delivering a comprehensive package of activities and authorizing the provision of appropriate curative care for
first referral. Referral hospitals are further supported by 965 health centers, each catering to around 10,000
residents and delivering a minimum package of activities, encompassing a basic set of preventive programs,
health promotion activities, and outpatient curative health services (Ryan 2007).

50

Rural Development for Cambodia

Donor organizations have been very active since the early 1990s to support the health coverage plan and
to help build capacity and improve service delivery and infrastructure, particularly through the implementation
of the Health Sector Support Project, which has been piloted in 22 provinces and concluded in 2008. ADB,
Department for International Development of the United Kingdom, International Development Association–
World Bank, and the United Nations Population Fund, with the Ministry of Health, collaborated under a sectorwide management protocol to implement the project to improve health service quality, utilization, and access,
especially for women, children, and the poor (Ryan 2007).
The project involved building and renovating referral hospitals and health centers; supplying equipment,
drugs, and other medical essentials; as well as training staff members to deliver either minimum or
complementary package of activities. The project also financed contracting of health management
in selected operational districts to nongovernment organizations (NGOs) to improve access of poor
communities to health care, in conjunction with establishing health protection funds (Ryan 2007).
The Ministry of Health’s Health Workforce Development Plan, 2006–2015 provides an overview of the
challenges facing the public health system, in terms of future workforce and training needed to comply with
the national health strategies and service plans. The plan is intended to be a framework document to allow
planners to target optimum workforce levels to effectively deliver practical outcomes (Ryan 2007).
Water and sanitation policies. The government’s National Water Supply and Sanitation Policy (2003)
states that every Cambodian in rural areas will have access to safe water and sanitation by 2025. In line with
the Cambodian Millennium Development Goals, the government is committed to increasing the coverage of
improved water supply to 50% of the rural population by 2015, and sanitation coverage to 30%. According
to the Rural Water Supply and Sanitation Sector Investment Plan, 2005–2015 (MRD 2005), $116.0 million
in capital investment and $4.8 million in recurrent costs will be required to reach the Cambodian Millennium
Development Goals. About 58% of the investment, or $67.0 million, is expected to come from external
sources. The remaining balance needs to be financed by the government ($11.0 million) and communities
($39.0 million). The major share of the communities’ contribution ($30.0 million) is for construction materials
for sanitation works, such as latrines. External and government financing are needed for hygiene education
and awareness raising, and for financing schemes to improve access to sanitation materials and equipment,
especially for the poor (ADB 2008b).
The rural water supply and sanitation sector is supported by various NGOs and development agencies
as follows: (i) the Water and Sanitation Program of the World Bank has active projects on validating domestic
water treatment technologies and on assessing the potential of small-scale private sector involvement in
rural water supply; (ii) the Japan International Cooperation Agency is preparing the third phase of its rural
water supply project in Kampong Cham Province; (iii) the European Commission’s Humanitarian Aid Program
provides funds to various NGOs to implement health programs and to provide access to safe water and
sanitation for whole villages in the most remote rural areas; and (iv) the United Nations Development
Programme provides assistance in the fields of governance reforms, political processes, and private sector
development (ADB 2008b).
ADB is currently the only donor providing substantial investment funds ($18 million) through the Tonle
Sap Rural Water Supply and Sanitation Sector Project. It is a sector project designed to increase water
supply coverage in 6 years from 20% to 50% and to improve sanitation coverage from 10% to 30% for the
rural population of five provinces around Tonle Sap, through (i) investment in water supply infrastructure,
(ii) community mobilization and skills development, (iii) subsidies for latrine construction, and (iv) capacity
building and institutional support (ADB 2008b).
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B. Impact of Rural Development Policies
Despite the difficulties in harmonizing development programs and activities, the policies and reforms initiated
and implemented so far have had some visible impact on the economy. Particularly in the past 5 years, growth
has picked up. Apart from reduced growth in 2009, Cambodia is targeted to return to positive sustained
growth in 2010–2011. Poverty levels have consistently fallen, and most indicators for education and health
have improved.
At the same time, until the sharp spike in food prices in late 2007 to early 2008, inflation was under
control and ranged from a low of 1.8% in 2003 to a high of 6.5% in 2007. The external payments position
has also become more sustainable than in recent past decades. The strongest evidence is the fact that the
country’s domestic investment share in GDP has continued to improve, and the balance of payments has
been supported by significant inflows of foreign direct investment and foreign aid.
However, the reliance on three economic pillars (i.e., garments, tourism, and construction) as the drivers
of economic growth raises the question of whether the recent pace of growth can be sustained. While the
agriculture sector is the mainstay of the vast majority of the population, its absence as a significant contributor
to value added within the country is worrisome, and there are significant missed opportunities that need
to be exploited. Moreover, while the reduction in poverty incidence has been impressive, there are many
opportunities for improvement. The Gini coefficient remains high, suggesting that the fruits of economic
growth have not been widely shared among all Cambodians.
The patterns of poverty reduction are not unexpected given where and how growth occurred. The
main reason that the rural poor have made advances but have nonetheless fallen behind is that the twin
engines of growth over the period (i.e., garments and tourism) were generally urban-focused with weak
urban rural links. Meanwhile, agriculture, the primary livelihood of the poor, has attracted little investment in
recent years and has experienced relatively slow growth, while its level of productivity has remained very low.
Agribusiness, a traditional link to a more manufacturing-based economy, has failed to expand despite surplus
agricultural output.
In addition to sustaining its existing twin engines of growth, development also needs to be more propoor and rural-focused to accelerate poverty reduction. The obvious choices are agriculture-related activities.
Given the size of the agriculture sector, growth in this sector will have the greatest poverty reduction impact,
compared with the industrial or services sectors. In Cambodia, almost two-thirds of the heads of poor
households in 2004 report farming as their main occupation, either self-employed tending to their own land or
working for other farms (NIS 2004). Over 20% of the poor depended only on crop cultivation for over one-half
of their income (NIS 2004). Thus, because of the importance of agriculture, steps to facilitate improvement in
agricultural productivity and expansion of rural small and medium-sized enterprises (SMEs) and agro-industry
activities are necessary conditions for enduring poverty reduction.
The recent pace of growth may not be sustainable unless investment in agriculture-based activities and
rural SMEs is increased. While the public sector plays an important role in investing in infrastructure, the
private sector should be the driving force of investment in productive activities required for sustaining growth
in the medium and long term.

IV. Public Expenditure Review of the
Rural Development Ministries
A. Overall Macroeconomic Environment
Cambodia’s macroeconomic environment is robust and stable, yet concerns linger about the depth of the
finance sector and the underlying risks from poor fiduciary oversight. Cambodia’s macroeconomic situation
has stabilized in recent years, with gross domestic product (GDP) growth averaging over 10%, inflation until
2007 being around a manageable 5% per annum, and external positions improving (Figure 17). However,
investors remain wary of macroeconomic instabilities and resulting uncertainties in the country’s economic
policies. Cambodia ranked 113 out of 131 countries in terms of perception of macroeconomic stability,
much lower than its Southeast Asian counterparts such as the People’s Republic of China (PRC) (ranked 61),
Indonesia (78), Malaysia (26), the Philippines (86), Thailand (63), and Viet Nam (88) (Figure 34).
Cambodia has recorded consistent fiscal deficits since 1990 (Figure 18). The most important cause of the
deficits in recent years has been weak revenue generation. In 2008, tax revenue accounted for 85.4% of total
revenue, or 31.5% more than the amount that the government collected in taxes in 2007. Other sources of
state income, including capital revenue, represented only about 14.53% of total current revenue (ADB 2009a).

Figure 17

Inflation and Current Account Balance for Cambodia, 1990–2007
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Figure 18

Cambodian National Government Deficits, 1990–2007
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Figure 19

Government Expenditure by Type of Service, 1994–2007
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Figure 20

Government Expenditure by Economic Activity, 1994–2007
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Figure 21

Fiscal Indicators, 2005–2009
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During 2000–2008, total government expenditure grew faster than the economy, and capital expenditure
faster than recurrent expenditure. During the same period, there was steady growth in the government
recurrent budget, from KR1,215 billion in 2000 to KR4,439 billion in 2009, with real increases exceeding
14% annually in 2006–2008. On average, government recurrent expenditure, in real terms, increased by
10.1% during 2000–2008, which was above the trend rate of growth in GDP. The government recurrent
expenditure–GDP ratio has remained broadly unchanged over 2000–2008, at between 8%–9% (Figure 22)
(Mokoro 2010).

Figure 22

Government Recurrent Expenditure in Nominal and Real Terms, 2000–2009
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Trend performance of government-financed capital expenditure data is presented in Figure 23. The
government capital budget has taken on increased importance, growing from KR297 billion in 2004 to
KR1.02 trillion in 2009. Appropriations to the government capital budget have increased each year, growing
at an annual average rate of 17% in real terms between 2004 and 2008. The government-financed capital
expenditure–government recurrent expenditure ratio has increased from 16.0% in 2005 to 22.9% in 2009.
Taken together, government recurrent and capital expenditure, as a proportion of GDP, increased from 8.9%
in 2005 to 9.8% in 2008 (Mokoro 2010).
During 2004–2007, the government worked to lower fiscal deficits, but the impact of the global financial
crisis increased levels of debt for 2009 (Figure 21). The deficits were reduced mainly through deep cuts in

56

Rural Development for Cambodia

Figure 23 Government-Financed Capital Expenditure in Nominal and Real Terms
and Capital Expenditure–Recurrent Expenditure Ratio, 2000–2008
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defense spending (Figure 19), although in 2008, the budget allocations for the ministries of Defense and
Interior were 60% of the total budget, mainly in response to the Preah Vihear Temple standoff with Thailand.
Within the economic services category of expenditure, transport and communications have fallen, and there
have been only modest increases in agriculture sector spending.
Given Cambodia’s continued strong economic growth and the highly concessional structure of its
lending, debt is on a sustainable path. However, moderate risks remain, particularly given the low level of
current government revenues, continued existence of external arrears, and potential for contingent liabilities.
External debt constitutes about 95% of public debt, and about 35% of the external debt was owed to
the Russian Federation and the United States (US) (IMF and World Bank 2007). The risk of debt distress will
decline further, although low revenue collection will continue to pose risks to debt sustainability (IMF and
World Bank 2007).
With external (public and private) debt at 50.6% of gross national income in 2006, interest payments
reached 3.5% of GDP and 16.4% of the budget in 2007. Cambodia, given its large public debt, is vulnerable to
increases in interest rates, which may rise with high inflation (i.e., the rising price of food is the most immediate
threat to inflation). The risk of defaulting on foreign debt, which always dents appropriability of investment
returns, may not be high, but Cambodia is always vulnerable to currency risks, which may reverse the stable
situation very quickly, as happened during the 1997/98 Asian financial crisis. The tight fiscal situation is also
constraining the public sector’s ability to finance key infrastructure and services.
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The inflation rate jumped to double digits in December 2007 to 10.8% from only 2.8% in December
2006. External factors such as soaring crude oil and food prices, fears of an economic recession in the US
and weak economic performances in certain sectors of Cambodia’s economy have caused higher inflation.
These problems persisted through 2008.34 Year-on-year averages for the Consumer Price Index went from
4.7% in 2006 to 5.9% in 2007 and then jumped to 19.7% in 2008 (ADB 2009b).
The monetary and financial market reforms implemented by the government and the National Bank of
Cambodia since 2001 have rendered the risk of new crises low at this time, and macroeconomic risks are not
seen as a binding constraint to economic development.

B. Public Expenditure on Rural Development35
Achieving the Millennium Development Goal target for poverty reduction (i.e., 20% of the population by 2015)
will require an average economic growth of 7.5% per annum from 2008 to 2015, inflation in the range of 3.0%,
and no change in the distribution of income between urban and rural families. If inequality between rural and
urban areas increases, higher growth may be necessary to achieve this target (Oum 2007). This will not be
easy, with one-half of the population under 20 years of age and more than 85% of employment in the informal
sector (mainly subsistence agriculture), as well as the relatively high rural poverty rate. Thus, increasing the
efficiency of public resources targeted for rural development and private sector-led economic opportunities
in rural areas will be crucial to accomplishing poverty reduction. The government’s economic strategies
underline the importance of agriculture and rural development as the key to economic diversification. The
institutional framework supporting rural development, therefore, requires sustained support in public financial
management (PFM) mechanisms.
Of particular concern for rural development is that the line ministries that support rural development in
Cambodia are some of the most underfunded ministries. The Ministry of Agriculture, Forestry and Fisheries
(MAFF), Ministry of Water Resources and Meteorology (MOWRAM), and Ministry of Rural Development (MRD)
have shortages of qualified staff members that affect effective delivery of services in rural areas, reducing
economic opportunities for the rural poor. Further, public investment in agriculture only has averaged 2.6%
of total government expenditure since 2000, and donor funds have grown in recent years but still remain
low. While there are major difficulties in accurately estimating what portion of public resources go to rural
development or the rural population, based on available data, total expenditure for rural development has
been estimated to range from 1.4% to 1.9% over 2006–2010.36 This has increased over time from 0.5% in
the mid-1990s (Table 25).

34

On average, the riel appreciated by 1.3% against the dollar during the first half of 2008 compared to the same period in 2007. This
relative strength of the riel was due to the financial crisis in the US, increasing demand for the riel in rural areas during the farming
season (i.e., farmers need the riel to begin agricultural cultivation), prudent monetary policy by the National Bank of Cambodia, and a
surplus in the balance of payments (EIC 2008).

35

Unless otherwise noted, this section is based on Mokoro (2010).

36

Analyzing expenditure patterns for rural development as a sector on its own is very difficult in Cambodia, and it is unlikely that this
figure is wholly accurate. In reality, it is nearly impossible given the paucity of existing data to define exactly how much government and
donor resources is allocated to rural development to support the joint sector budgets and strategies of the three rural development
ministries. In the area of rural development, there are multiple agencies responsible for broadly similar policy and program areas,
resulting in fragmentation and even program duplication. Rural development is also not limited to the activities of the three ministries,
so suggesting a figure that only takes these ministries into account does not provide an accurate picture of the real level of expenditure
for rural development sector priorities. Finally, it is very difficult to determine expenditure patterns at the line ministry level, because
parallel negotiations also take place between provincial departments under line ministries and MEF. As incremental adjustments are
made throughout the year to cover cash deficits at the provincial level, the actual budget execution levels presented by MEF for the
sectors are likely to be inaccurate. However, increasing expenditures in productive areas will not lead to an optimum result in the
absence of serious investment in capacity development and strong support for PFM reforms in these ministries by the government
and development partners.
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MAFF, MOWRAM, and MRD have experienced large increases in recurrent government spending on
agriculture, irrigation, and rural roads, respectively. Yet this does not reflect any increased priority in recurrent
spending for the sectors, as the large nominal increases in recurrent budget are eroded by inflation. MAFF
has consistently had the largest recurrent budget of the three ministries, with its expenditure rising from
KR23.46 billion in 2000 to KR78.19 billion in 2009, an average annual increase of 14.7%. MOWRAM has had
the smallest recurrent budget, its expenditure rising from KR6.20 billion in 2000 to KR31.35 billion in 2009,
an annual average growth of 20.6%. MRD experienced the highest recurrent budget growth, rising from
KR7.55 billion in 2000 to KR54.60 billion in 2009, an average of 29.8% annually (Figure 24).

Recurrent Expenditure in Nominal and Real Terms of the
Rural Development Ministries, 2000–2009
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Source: Ministry of Economy and Finance, Tables of Government Financial Operations (Mokoro 2010).

MAFF’s recurrent expenditure as a share of total recurrent expenditure peaked at 2.5% in 2002, but
declined to 1.7% of total recurrent expenditure in 2009. The combined MAFF–MOWRAM recurrent budgets,
as a share of total government recurrent budget, show a similar trend, peaking at 3.3% in 2002 and then
declining to 2.3% of total recurrent spending in 2009. MRD’s recurrent budget, as a share of total recurrent
expenditure, experienced lesser decline, peaking at 1.3% in 2006 and then remaining steady at 1.2% to
2009. This trend is mirrored in the recurrent expenditure–agricultural GDP ratio. As a proportion of agricultural
GDP, the MAFF–MOWRAM recurrent budgets were 0.6% in 2000, peaking at 1.0% in 2002, and declining to
0.7% by 2008. MRD’s recurrent budget has more than doubled as a proportion of agricultural GDP, moving
from 0.1% in 2000 to 0.3% in 2008 (Figures 25 and 26).
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Figure 25

Combined Recurrent Expenditure as a Share of Total Government Expenditure
in the Rural Development Ministries, 2000–2009
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Figure 26

Recurrent Expenditure–Agricultural Gross Domestic Product Ratios
of the Rural Development Ministries, 2000–2008
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Capital Expenditure in Nominal and Real Terms of the Rural Development Ministries,
2004–2009
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Irrigation and rural roads have been given priority in the small but expanding government capital budget.
MOWRAM’s capital expenditure increased from KR17.9 billion in 2004 to KR148.7 billion in 2009. MRD’s
capital expenditure increased from KR64.7 billion to KR108.1 billion in 2008, and then fell to KR87,559 billion
in 2009 (Figure 27). For both ministries, the government capital budget has become more important than their
recurrent budgets. The capital budgets of the three ministries combined have accounted for around 30% of
total capital expenditure. MOWRAM’s share peaked at 21% in 2006, and despite a large increase in 2009,
declined to 15% of the total. MRD’s share of the total has also declined from a peak of 22% in 2004 to 19%
in 2009.
Since MAFF is a service provider rather than an infrastructure provider, its capital budget is small
compared with its recurrent budget, being 10%–15% in 2004–2006, falling to less than 10% in 2008. The
main provisions under the MAFF capital budget are for counterpart funding of donor projects (Table 26).
Recurrent and capital allocations to MAFF and MOWRAM combined have been running at an average of
4.8% of the total government budget between 2004 and 2008. Given the important role of agriculture in
growth and poverty reduction, this ratio appears low.
Long-term donor resource flows to agriculture, irrigation, and rural roads are hard to measure
because of the way the data are classified in the Council for the Development of Cambodia (CDC) database.
According to the very broad CDC definition of agriculture (which includes food security), resource flows
were $34 million–$54 million, on a slightly upward trend, between 2000 and 2008.
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Table 26

Ministry of Agriculture, Forestry and Fisheries: Breakdown of Government-Funded
Capital Expenditure (KR million)

Year

Construction and Equipment

Counterpart Funds

Budget Support

Total Capital

Total Recurrent

2004

372

1,984

3,335

5,691

39,368

6,738

47,110

2005

6,738

2006

2,684

459

3,143

55,941

2007

3,834

1,628

5,462

57,606

2008

2,311

3,389

5,699

65,823

Source: Ministry of Economy and Finance, Tables of Government Financial Operations (Mokoro 2010).

With the exception of MAFF, there has been no significant shift in the structure of wage and nonwage
spending in recurrent budgets, and the wage bill is relatively small. During 2000–2006, salaries were just 24%
of total recurrent expenditures for MAFF, although this increased to 34% by 2008. The share of salaries and
wages in MOWRAM rose slightly from 15% to 18%, and for MRD, it was static at 15%. Low provisioning of
wages and weak incentives are concerns across the government, but the responsibilities lie with the Council
for Administrative Reform and are outside of the mandates of the line ministries.
Operating budgets have been an area of difficulty for all three ministries. Shortfalls in the MAFF
operating budget for research and extension have been covered by donors. Historically, large parts of
the recurrent operating budgets of MOWRAM and MRD have been used for irrigation and rural road
rehabilitation works, and maintenance was not a priority. Recently, however, more funds were provided for
rural road maintenance but still at a level of only 20%–30% of that required, as estimated by the Rural Roads
Department. Meanwhile, the full responsibility for the maintenance of irrigation schemes is being shifted to
farmer water user communities (FWUCs) in an ambitious policy move by MOWRAM.
Budget execution for the three ministries has been volatile but has improved. Total government budget
execution performance has been relatively stable. Execution has been within 5% of Budget Law provisions in
6 out of 9 years between 2000 and 2009. The execution figures for the three ministries reflect considerable
expenditure volatility, in terms of underspending. MAFF and MOWRAM were within 5% of the budget in
4 years out of 9, with MRD in only 1 year out of 9 (Figure 28). Deviations from the budget were greatest during
2001–2005, where budget underspending was often more than 10% of the budget. Reportedly, this was due
to cash flow difficulties relating to the budget cash management system. Since 2006, spending performance
has improved. The average budget execution rate for the 3 years 2007–2009 was 99% for MAFF, 94% for
MOWRAM, and 91% for MRD.
Functional expenditure analysis shows that MAFF has been providing very low levels of recurrent
expenditure to research, extension, and agro-industry. During 2007–2009, 2.4% of total MAFF recurrent
expenditure was spent on agricultural extension, 4.2% on agricultural research, and 8.9% on livestock
and veterinary services. Forestry and fisheries, which are supported by dedicated joint technical working
groups, received 18.5% and 11.4%, respectively. MAFF overhead costs of policy, planning, and management
averaged 28.8% (Table 27).
On the other hand, donor funding has given priority to agricultural services, particularly extension. In
2007, 39% of total donor funding to MAFF was for extension, 18% for fisheries, and 9% for agronomy and
land improvement.37 Agricultural research received only 3% of donor funds. On average, during 2007–2009,
extension received 31.0% of total donor funding, followed by 14.5% for fisheries, 13.9% for agro-industry,
and 10.1% for livestock and veterinary services (Table 28).

37

Data from 2008 are distorted by very large farmer agricultural input support.
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Table 27

Broad Distribution of the Central Ministry of Agriculture, Forestry, and Fisheries Budget (KR million)

Agronomy and land improvement
Agricultural machinery
Agricultural extension

2007

2008

2009

3,275

3,380

2,136

Average Share (%)
6.9

609

667

257

1.2

957

1,212

932

2.4

Livestock and veterinary

2,503

3,495

6,168

8.9

Rubber production

1,842

1,865

1,558

4.1

317

514

372

0.9

Agricultural research

1,750

1,682

2,073

4.2

Agricultural education and training

5,239

5,124

6,310

12.7

Forestry

8,495

8,868

6,242

18.5

Fisheries

4,544

6,972

3,013

11.4

Policy planning and management

7,459

9,338

23,433

28.8

Total Central MAFF

36,990

43,116

52,494

100.0

Provinces MAFF

20,665

22,705

27,678

Total Central and Provincial MAFF

57,655

65,821

80,172

Agro-industry

MAFF = Ministry of Agriculture, Forestry and Fisheries.
Source: Department of Finance, MAFF, as cited in Mokoro (2010).
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Table 28

Donor Total Shares of Resource Provision in the Ministry of Agriculture, Forestry and Fisheries
(KR million)
2007

Agronomy and land improvement

2009

Average Share (%)

7,956

6,575

5,151

7.0

0

0

0

0

Agricultural machinery
Agricultural extension
Livestock and veterinary

2008

33,166

24,389

29,702

31.0

4,469

10,959

14,286

10.1

Rubber production

4,740

3,065

–

2.9

Agro-industry

3,760

31,355

6,843

13.9

Agricultural research

3,375

2,852

3,905

3.6

Agricultural education and training

2,586

3,705

6,839

4.5

Forestry

5,293

3,550

5,685

5.2

Fisheries

15,219

9,005

16,638

14.5

3,805

7,514

9,639

7.2

84,369

102,969

98,688

Policy planning and management
Total Donor Funding

Source: Estimates based on the Council for the Development of Cambodia database and the Department of International Cooperation records in Mokoro (2010).

Overall, agricultural extension is a substantial recipient of total resources. After consolidating MAFF
central and provincial recurrent expenditures with donor disbursements, agricultural extension received 24%
of the total in 2007 and 16% in 2008. However, government extension services would find it difficult to
operate without donor subsidies. Agronomy and land improvement had a 9% share of total resources in
2007, and livestock and veterinary services had 6%. Fisheries and forestry, which both have donor-supported
sector plans in place, continue to be major beneficiaries under the consolidated scenario, although forestry
receives a much lower share of donor support than support from the government budget. Some areas are
hardly financed by the government, making them extremely donor-dependent.
As previously stated, the government budget provides little for the operations and maintenance
of irrigation and inadequate levels for rural roads. Operations and maintenance accounted for less than
10% of MOWRAM’s recurrent budget during 2006–2008, but increased to 14% in 2009. Even at this level,
the operations and maintenance provision was less than $1 million for the whole country, a fraction of the
asset value, and this is generally not used for maintenance (Table 29). During 2007–2009, the government
provided over two-thirds of the resource flows to the sector, a reasonably comfortable position in terms of aid
dependency. The government’s policy on operations and maintenance is for the FWUCs to take responsibility
for all levels of scheme maintenance over a 5-year transition period, during which time the committees will
receive training and technical support. Experience from some of the larger donor-supported irrigation schemes
where this approach has been adopted shows that this is an ambitious target. Consideration should be given
to a more graduated approach based on joint government–farmer cost sharing over the medium term.

Table 29

Ministry of Water Resources and Meteorology: Breakdown of Government-Funded
Capital Expenditure (KR million)

Year

Construction and Equipment

Counterpart Funds

Budget Support

Total Capital

Total Recurrent

2004

4,981

3,686

9,191

17,859

14,305

2005

12,938

10,778

17,780

41,495

13,745

2006

40,826

7,237

31,088

79,151

18,355

2007

50,476

5,791

18,241

74,508

20,427

2008

63,157

8,365

43,071

114,593

25,861

Source: Department of International Cooperation, as cited in Mokoro (2010).
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The domestic capital budget for irrigation is substantial (it was more than double the level of donor
resources in 2007), but it is not effectively utilized. The practice is to use the capital budget to rebuild main
canals in the first instance, leaving the construction of secondary and tertiary parts of the irrigation scheme
until a later date, when funds might become available. There are serious negative economic consequences to
this approach, as many farmers are still unable to irrigate due to the lack of secondary and tertiary systems,
and the returns to the investment are delivered late. The government–total consolidated resources ratio for
the irrigation sector was favorable at 74% in 2007 and 75% in 2009 (Table 30).

Table 30

Consolidated Resource Allocation to Irrigation by Government and Donors (KR million)

Allocation

2007

2008

2009

MOWRAM recurrent

20,427

25,861

31,352

MOWRAM capital

74,508

114,593

148,691

Irrigation donors

33,570

64,975

59,768

128,505

205,429

239,811

74

68

75

Total
Government–total ratio (%)
MOWRAM = Ministry of Water Resources and Meteorology.
Source: Mokoro (2010).

The government budget for the operations and maintenance of rural roads has increased from negligible
levels in the early 2000s to KR18.8 billion in 2009 (one-third of the MRD recurrent budget), but this is still not
enough to provide adequate maintenance. The Rural Roads Department estimates that the operation and
maintenance budget is only sufficient for 20%–30% of the real periodic and routine maintenance requirement
annually (Table 31 and Table 32).

Table 31

Recurrent Expenditure of the Rural Roads Department (KR million)

Year

Periodic Maintenance

Routine
Maintenance

Operations and Maintenance Share
of MRD Total (%)

2008

14,500

1,500

35%

2009

17,300 (contracted amount)

1,497

34%

Salaries

MRD Total
45,243

281

54,296

MRD = Ministry of Rural Development.
Source: MRD, Department of Finance (Mokoro 2010).

Table 32

Ministry of Rural Development: Breakdown of Government-Funded Capital Expenditure (KR million)

Year

Construction and Equipment

Counterpart Funds

Budget Support

Total Capital

Total Recurrent

2004

60,618

1,909

2,214

64,741

16,627

2005

42,088

5,082

1,439

48,609

22,144

2006

44,976

9,624

806

55,046

30,014

2007

49,763

3,490

53,253

34,754

2008

101,978

6,133

108,111

45,243

Source: Department of International Cooperation, as cited in Mokoro (2010).

Government capital, commune/sangkhat38 funds (CSFs), and donor funds have had a positive impact
on improving Cambodia’s rural road network in the last 10 years. However, of the current total network of
33,005 kilometers, up to one-half is not kept in good condition.

38

Another word for commune.
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The CSFs are financed by a subdecree, which provides for a fixed amount of domestic government
revenues to be allocated to the funds annually. This fixed amount has increased from the original 1.5% of
domestic revenues to 2.8%. These funds are complemented by incremental funding from the Department for
International Development of the United Kingdom, Swedish International Development Cooperation Agency,
and United Nations Development Programme (about $2 million annually). Assistance is also provided through
a reimbursement arrangement with the World Bank under its Rural Investment and Local Governance Project.
In 2010, funds reached $35.3 million (Table 33). Of these funds, one-third is allocated for administration.
Of the balance, 90% is used for infrastructure, of which historically about 80% has been spent on rural roads.

Table 33

a

Commune/Sangkhat Funds Total Resources Managed by Councils, 2002–2010

Year

CS Fund

CS Targeted ($)

Total

CS Fund to Roads (KR million)

Exchange Ratea

2002

7,868,695

–

7,868,695

16,349

3,935

2003

13,184,494

13,184,494

27,706

3,980

2004

14,500,000

370,000

14,870,000

30,861

4,031

2005

16,320,988

1,787,916

18,108,904

35,470

4,116

–

2006

18,527,143

3,420,622

21,947,765

39,726

4,061

2007

21,201,160

5,601,103

26,802,263

44,810

4,003

2008

22,148,810

16,527,578

38,676,388

47,726

4,081

2009

26,985,714

16,567,280

43,552,994

59,345

4,165

2010

35,392,619

13,076,219

48,468,838

Exchange rate USD/Riel eop (EAP Brief Nov 2009 update).

Notes: CS Fund:
– of which 66% is development element
– of which 90% is infrastructure
– of development element, approximately 80% is spent on rural roads
Approximately 53% of CS Fund is spent on rural roads in 1,621 communes.
Source: National Committee for sub-National Democratic Development, as cited in Mokoro (2010).

Funding from communities and private charity groups is also important in provisioning rural roads. Private
and community funding is usually included in commune investment plans and often cofinance activities with
the CSFs. A recent survey found that funding for pagodas accounted for over one-half of the private and
community-funded spending, with schools and rural roads accounting for the majority of the rest of the
funding. The total private and community funding, excluding pagodas, was about 3 times higher than the
CSFs on average (Craig and Kimchoeun, forthcoming).
The government–total consolidated resources ratio for the rural roads sector was 60% in 2007 and 78%
in 2009 (Table 34). These levels provide a comfortable balance between government and donor funding.

Table 34

Consolidated Resource Allocation to Rural Roads by Government and Donors (KR million)
2007

2008

2009

Rural roads recurrent

Allocation

13,902

18,097

25,503

Ministry of Rural Development capital

53,253

108,111

87,559

Commune funds

44,810

47,726

59,345

Rural roads donors

75,270

52,282

38,843

187,685

226,215

221,250

60

77

78

Total
Government–total ratioa (%)
a

Because 95% of commune funds are domestically sourced, they are treated as government funds in the ratio.

Source: Mokoro (2010).
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Given the progress made with establishing new and rehabilitated rural road infrastructure and the need
to avoid high future rehabilitation costs by better maintenance, there should be a shift in resource allocation
to provide adequate funding to maintain the value of the asset stock. This might need to involve a rebalancing
of government capital and recurrent resources in the sector and changing from laterite surface road to double
bituminous surface treatment pavement.
Progress has been made with budget planning processes in government. The 3-year rolling MediumTerm Expenditure Framework is active in predicting and guiding resource flows to priority sectors within
the government. However, priorities in high-level 5-year planning documents, such as the national strategic
development framework, are very broad and may become outdated as development takes place and
circumstances change.
The ministry strategic budget frameworks, introduced under Public Financial Management Reform
Program (PFMRP) in 2007, are key policy and budget-planning tools for ministries. They are performanceand program-oriented, medium-term planning and budgeting tools. Used by line ministries to prepare their
medium-term and annual budgets as well as their program budgets, these frameworks should become the
central planning tool for the implementation of the Strategy for Agriculture and Water. At the moment, their
effectiveness is constrained by capacity limitations and by the difficulties of integrating donor flows due
to the separation around project implementation units. The movement away from projects toward more
programmatic approaches is appreciated by the donor community, reflected in the support that donors have
given to the preparation of the Strategy for Agriculture and Water and its five programs. The transition to
programs should be coordinated with the budget planning and management instruments, which are being
developed by the government. Of these, the Medium-Term Expenditure Framework and the ministry strategic
budget frameworks are probably the most crucial. Donors, in consultation with the government, are preparing
to map the way forward for this transition.

C. Public Expenditure Efficiency and Impact Analysis
The MAFF, MOWRAM, and MRD currently use an incremental approach to planning and budgeting that
relies on donors for most financing of new investment projects. Government recurrent expenditure arising out
of existing and proposed activities on donor-financed projects is usually underfunded, adversely impacting
service delivery to the poor. The focus of these ministries is on projects, which creates a vacuum for policy and
budget strategizing. In addition, there are overlaps of responsibilities in the three ministries. They suffer from
weak interministerial and intra-ministerial coordination mechanisms, and tend to operate within “policy silos”39
despite recent initiatives, such as a joint strategic plan for water and agriculture. Further, they have shortages
of qualified staff members. The key areas of weakness related to PFM in the three line ministries are (i) weak
links among their policies, programs, and the budget process; (ii) program duplication and unrealistic budget
estimation without identified sources of funding; and (iii) inadequate budget execution process, including lack
of effective internal control in the procurement processes.
An Asian Development Bank (ADB) assessment conducted in May–June 2007 found that MRD’s financial
and accountability systems needed urgent strengthening. Procurement risks for donor-assisted projects were
also identified. ADB’s Office of the Auditor General findings on the Northwest Rural Development Project
(NRDP) also raised concerns (ADB 2006). Over the years, lessons from ongoing projects also underlined
major weaknesses in internal control and procurement practices (ADB 2000, 2003a, 2003b). Internal audit
departments in MOWRAM and MAFF were established in 2007 and in MRD in 2008. However, the capacity
for effective internal audit in line ministries remains low.

39
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Public expenditure output levels have been sustained since 2002. All concerned departments maintain
management records and report these in annual reports. For extension and irrigation, these figures aim to
consolidate government and donor activity, but rural road figures are for the government alone. Table 35
summarizes the outputs and shows that the level of activity has been sustained, with some annual variation,
due to sporadic donor activity and data collection.

Table 35 Key Outputs Achieved in the Ministry of Agriculture, Forestry and Fisheries;
Ministry of Water Resources and Meteorology; and Ministry of Rural Development, 2002–2009
Units

2002

2003

2004

2005

2006

2007

2008

2009

Research
New varieties developed

13 (1999–2009)

Cash crop varieties

no.

Soil, water, harvest packages

no.

2

4

6 (1999–2009)
4

Leveling, tillage demos

no.

2

1

1

Extension
Farmers at training courses

‘000

15.4

17.1

17.4

56.4

11.0

21.3

20.7

Farmers at workshops/meetings

‘000

2.5

1.5

6.0

24.1

6.5

8.1

4.4

1.8

Farmers at field visits

‘000

0.1

0.6

1.5

1.3

Farmers at field school

‘000

2.4

2.9

3.1

5.3

0.0

0.4

4.3

0.4

Farmers at demonstrations

‘000

1.1

1.0

1.1

0.9

4.7

0.5

0.6

Farmers at demonstration days

‘000

2.4

4.7

3.0

8.4

0.8

3.2

2.2

Total farmers contacted

‘000

23.9

27.8

32.1

96.4

24.7

37.5

28.7

0.9

1.1

1.2

3.6

0.9

1.4

1.0

24.20

51.1

28

43.8

89.2

52.1

54.1

25

3.8%

7.5%

4.1%

5.9%

10.6%

5.9%

5.8%

2.7%

as % of all farmers

20

Irrigation
New areas irrigated (DoP)

‘000 ha

as % of total irrigated area
Rural Roads
Rehabilitation

km

as % of total rural road
No. of rehabilitated roads
Periodic Maintenance

no.

349

256

277

204

262

585

43

1.2%

90.0%

90.0%

70.0%

80.0%

1.8%

1.3%

11

km

as % of total rural road
Routine Maintenance

107
0.4%

km

as % of total rural road

17

11

8

13

23

34

3

297

999

609

0

353

510

50

0

1.0%

3.4%

2.0%

0

1.1%

1.6%

1.6%

82

159

124

241

334

384

535

59

0.3%

0.6%

0.4%

0.8%

1.1%

1.2%

1.7%

1.8%

DoP = Department of Planning, ha = hectare, km = kilometer.
Note: Blank spaces indicate data not available.
Sources: Cambodian Agricultural Research and Development Institute 10-year achievement report (1999–2009) and Annual Report (2003–2005), Department
of Agriculture Extension Annual Reports, MOWRAM DoP records, and Cambodian Information System on Irrigation Systems, MRD Department of Rural Roads
records. Figures aim to include government- and donor-funded activities, but not communes, nongovernment organizations, political parties, or private sector.
Cited in Mokoro (2010).

Costs per unit of output have increased for irrigation, but declined for rural roads. The total cost of achieving
outputs was analyzed by dividing total expenditure (including all overhead, expressed in real terms) by total
outputs. This is summarized in Figure 29, which shows actual figures and trend lines. Annual variations in actual
figures reflect changes in the nature of activities and in prices and the lumpy output effects of large projects.
The efficiency of extension has been constant, while irrigation costs have increased and the efficiency of rural
roads has improved. The difference in performance is not explained by variations in the prices of inputs.
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Unit Costs for Extension, Irrigation, and Rural Roads, 2004–2009
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Note: Index in real prices with 2009 = 100.
Source: Mokoro (2010).

About one-quarter of the growth in crop production can be attributed to public expenditure. An estimate
of the effects of public expenditure on rice production can be made by combining the analysis of efficiency
with evidence on the adoption rates for extension contacts and the effects of adoption and irrigation on
yields. This suggests that about 27% of the increase in rice production since 2002 can be attributed to public
expenditure, amounting to an increase of about 96,000 tons each year.
Economic returns to public expenditure have been low, except for rural roads, but have improved
dramatically since 2007. The effectiveness of public expenditure can also be measured by considering the
economic benefits, using cost–benefit analysis, including an analysis of the change in farm margins and
reductions in journey times and transport costs.40 The higher returns to rural roads are consistent with the
priority given to rural roads during this period, both by communities and politicians. Improved farm incentives
since 2008 have resulted in major improvements in benefits for research and extension. For irrigation, these
increased benefits are partly offset by increased costs. Cost–benefit ratios for roads have also increased from
2006, reflecting the higher value of savings in transport costs. Estimates of the trends in cost–benefit ratios
are presented in Figure 30.
Rehabilitation without maintenance produces low returns. The effectiveness of both irrigation and rural
roads is strongly dependent on the investment in rehabilitation being followed by sufficient maintenance.
Spending on the rehabilitation of irrigation or roads without maintenance gives cost–benefit ratios of close
to 1.0 and is therefore uncompetitive with other public expenditure. Once rehabilitation has taken place, the

40

The cost–benefit ratio measures the ratio of the net present values of benefits and costs. Values of between 2.0 and 3.0 are typically
achieved in education and health in developing countries. Until 2007, cost–benefit ratios for research and extension and for irrigation
were generally less than 2.0, and rural roads between 2.0 and 3.0, when the full costs of public support are measured, including the
overhead costs of donor projects and government ministries.
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Trends in Cost–Benefit Ratios for Extension, Irrigation, and Rural Roads, 2000–2009
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Note: The cost–benefit ratios for each year are those that would have been calculated by appraisals undertaken in that
year, if the appraisal had projected no change in future market prices. They, therefore, represent the management
information that would have been available to the government in that year. The bar chart compares the cost–benefit
ratios that were achieved in 2009 with those that would have been achieved if the performance of public expenditure
had been improved by the steps identified in this report, including improving diffusion rates and achieving a better
balance between rehabilitation and maintenance expenditures.
Source: Mokoro (2010).

spending on maintenance gives a cost–benefit ratio of close to 3.0 for irrigation and higher for rural roads,
and is therefore among the highest priorities for the government. For irrigation, the optimum economic policy
is to devote about one-third of public expenditure to maintenance and, for rural roads, the optimum share for
maintenance is about one-half of total expenditure.
The effectiveness of public expenditure in each subsector is highly variable from one location to another.
Research and extension tend to give the highest returns in areas of high agricultural potential. Irrigation
benefits are specific to the details of the scheme, but are generally higher for dry season irrigation. Rural road
benefits are related to the density of population and the distance of the road. This geographical variation
is not easy to define in zones, and current decentralization and deconcentration should help match public
expenditure with local priorities.
Public expenditure is more efficient when concentrated. If the government is concerned with maximizing
effectiveness, then there are strong arguments for concentrating expenditure in four ways. First, it should be
spent in areas where it is most effective. Second, expenditure on research and extension, irrigation, and rural
roads is generally most effective when all three are undertaken in one area. Third, where part of an investment
is undertaken (e.g., primary canals), the remainder (e.g., secondary and tertiary canals) should also be done.
Fourth, where rehabilitation work is undertaken, maintenance should follow. Following a policy of concentration
would require complementary policies to ensure equity, which could be achieved by a combination of local
development funds (such as the CSFs), targeting of social services, and welfare payments.
A rapid field survey of 270 farmers in nine villages was undertaken by the Public Expenditure Review to
examine farmers’ perceptions of extension, irrigation, and rural roads. The survey confirmed and elaborated
on the benefits from public expenditure. It also asked respondents about the main problems. The extension
service has a wide coverage with good adoption rates, but suffers from an inability to provide a sufficient
level of information. Irrigation was rated as the most important factor affecting crop production, but by far the
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largest problem is the lack of water in many schemes. Lack of canals and water-diversion facilities were also
very important. Positive views about rural roads were tempered by a belief among the majority of the farmers
that maintenance was insufficient and that benefits would not be sustained.
In the longer term, there are substantial challenges for public expenditure, and policies will change to
deal with these. For research and extension, the private sector is likely to play an increasingly important role
as the sector develops. For irrigation, once the most effective schemes have been rehabilitated and FWUCs
have taken over substantial responsibility for maintenance, there will be less demand for public expenditure.
Rural roads will remain a public sector responsibility, but there are major challenges in developing new
technologies, as laterite soil resources for road construction become more scarce.
Agricultural expenditure has a strong impact on poverty. Improved farm incomes and reduced transport
costs lead to improved economic growth and poverty reduction. Because these benefits are mainly in rural
areas, and about 90% of the poor live in rural areas, such expenditure will have a strong impact on poverty,
although wealthier farmers and rural residents will benefit more in absolute terms. However, the recent strong
growth in agricultural wages provides good evidence that the benefits are spreading through the entire
rural population.
Poorer farmers spend a much higher proportion of their income on fertilizer than wealthier farmers, and
Cambodia’s current policy of duty exemption for fertilizer is therefore reducing inequality. However, in absolute
terms, about 75% of the benefits go to the wealthiest 50% of the population. In contrast, poor farmers spend
a similar proportion of their income on farm mechanization as wealthy farmers, and this policy can only be
justified as a stimulus to growth and not a measure for poverty reduction.
Surveys and statistical analysis provide mixed messages. Recent studies have consulted rural people
on priorities. These have tended to confirm that rural roads are a top priority. They have also suggested
that extension is valued among farmers and that irrigation is highly valued, but also that many farmers are
frustrated by their lack of access to water, despite being within the command area of irrigation schemes.
Several recent studies have undertaken statistical analyses of the Cambodia Socio-Economic Survey’s
(CSES) household survey and other survey data to assess the factors that have the greatest impact on crop
production and incomes. These provide mixed messages, but the importance of fertilizer is common to all,
and most also indicate the importance of rural roads. Conclusions on irrigation and extension are important
but more mixed. Other types of rural infrastructure, including telephones and electricity, are also important.
Actual expenditure has deviated from national strategic guidelines. Comparing actual expenditure in
2007 and 2008 with the cost allocations in the agriculture sector development plan, Strategy for Agriculture
and Water, and national strategic development plan suggests that rural roads are being overfunded and that
research is being underfunded. Although irrigation and extension also tend to be overfunded, the conclusions
are more mixed.
For some decades, there has been a widespread international view that the agriculture sector should
be dominated by solutions based on the private sector and farmer communities. However, in Cambodia,
there are also important roles for the government and nongovernment organizations (NGOs). Both have
foster farmer cooperation, most notably in the FWUCs. While FWUCs are being established, the government
needs to provide transitional support to the maintenance of irrigation. NGOs can provide intensive support for
extension messages for which there is little commercial interest, and the government extension service has a
much wider outreach than NGOs and provides technical skills needed for NGOs.
Much work has been done to assess the impact of climate change on agriculture. The Climate Change
Department has led some detailed technical work on climate change modeling and the impact of climate
change on agriculture. This suggests that, because of Cambodia’s location at the edge of the monsoon
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system, predictions of climate change are difficult. The dry season is likely to become drier in all areas, and
the wet season is likely to become wetter in the south and east. Evidence of increased variability of rainfall
is mixed, and this does not seem to have a large total impact, although individual events may still have
devastating consequences for vulnerable households. Of much greater significance is the likelihood that most
areas of the country will be subject to shorter wet seasons.
The implications of climate change for public expenditure suggest that the importance of research and
extension will be greatly increased, in view of the need to develop new crop varieties with shorter growing
periods and more drought and flood resilience. The importance of irrigation will also be much higher, to ensure
that crops have water through to maturity if wet seasons are shortened. Climate change will have less impact
on the returns from rural roads.

1. Incidence of Tax Expenditure
The main source of tax expenditure in agriculture is the exemption from import duty for fertilizer and tractors.
Figure 31 presents official customs figures, which may understate the volumes and values involved, as there
is probably a degree of informal trade, at least in fertilizer. According to official figures, imports of fertilizer have
grown substantially since 2004, both in value and quantity. By 2009, nearly 200,000 tons of fertilizer and
over 20,000 tractor units were imported, according to customs data. This suggests an average application
of about 80 kilograms per hectare across the whole country. In view of the large area of rainfed rice on
which fertilizer application is problematic, this suggests that fertilizer application in irrigated crops is high, that
informal fertilizer imports are not as substantial as is sometimes reported, and/or that a significant portion of
the fertilizer is used for nonrice crops. The most common type of fertilizer imported is urea, and if all urea was
applied to fertilizer, with standard response rates of about 7 kilograms of paddy per kilogram of nitrogen, then
fertilizer imported in 2009 would be responsible for about 0.6 million tons of paddy production.
The value of imports has increased to over $40 million for fertilizer and about $20 million for tractors. The
quantity of imports of both fertilizer and tractors jumped dramatically in 2009, perhaps reflecting renewed
interest in agricultural production, after the improved returns in 2007 and 2008. If fertilizer had been taxed at
the same 20% rate as fuel imports, then the revenue generated would have been about $8 million in 2009.
If tractors had been taxed at the same 15% level as other equipment and machinery, then revenue would
have been about $3 million.

Figure 31

Imports of Fertilizer and Tractors, Quantities, and Volumes, 2002–2009
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Limited information is available about the distribution of benefits from tax exemption. However, the CSES
does include information on expenditure on fertilizer and on farm fuel, which is a good proxy for tractor use.
Figure 32 shows that fertilizer expenditure is very high, compared with total household consumption
expenditure (which excludes farm costs). It is particularly high among the lowest quartile of households. The
figure suggests that the policy of duty exemption on fertilizer will lead to a proportionally higher benefit for poor
households than rich households and to a reduction in inequality. However, in absolute terms, the poorest
quartile consume only 7.6% of all fertilizer and the poorest half consume only 22.0% of all fertilizer, so nonpoor
households benefit more than the poor in absolute terms. Expenditure on fuel is more even in comparison
with household consumption expenditure, suggesting that the exemption of tractors from duty will have little
impact on inequality in Cambodia. The analysis does not take into account household size.
The wider benefits associated with improved farm production and profitability arising from the use of
fertilizer and tractors will be distributed in a roughly similar manner to the immediate benefits of lower prices.

2. Consistency of Public Expenditure with National Strategies
Resource allocation by government and donors is guided by the national strategic development plan,
Strategy for Agriculture and Water, and the agriculture sector strategic development plan, all of which cover
2006–2010. Table 36 compares actual spending by government and donors with the guidelines presented
in these strategic documents. The analysis is complicated by the fact that the agriculture sector strategic
development plan and Strategy for Agriculture and Water include substantial allocations to food security, for
which there is no single operational responsibility in the government.41

41

Some activities in the food security programs can be assigned to research, extension, and/or crop production. However, a large part
of the agriculture sector strategic development plan is assigned to scaling up the National Program for Food Security and Poverty
Alleviation, which supports community-based development, with no pre-assigned subsector allocations.

Total MAFF/MOWRAM

1,437,450

Rural Development–MRD

246,420

862,470

862,470

123,210

248,923

352,591

337,864

2007–2009

Govt. Capital
Budget Outturn

176,845

444,337

110,518

158,313

49,763

49,395

20,959

14,528

40,862

34,089

41,958

87,257

10,131

57,200

2007–2009

Donor Exp.
Outturn

425,768

796,928

110,518

496,177

49,763

49,395

20,959

14,528

40,862

34,089

41,958

87,257

10,131

57,200

2007–2009

49.4

92.4

89.7

201.4

20.2

40.1

17.0

93.6

414.6

98.9

124.7

545.7

41.8

24.6

% of 3-yr
Strategy

Govt. Capital and
Donor Outturn

121,260

246,460

2006–2010

NSDP Recurrent
Costing

57,502

281,288

2007–2009

47.4

114.1

% of NSDP
Rec.

Govt. Recurrent
Budget Outturn

60% of 5 year total.

Sources: ASSDP 2006–2010, pp. 31–32; SAW 2006–2010, p. 31; NSDP 2006–2010, pp. 87 and 110. Cited in Mokoro (2010).

Note: ASSDP and SAW program areas exclude food security.

a

ASSDP = Agriculture Sector Strategic Development Plan; Exp. = Expenditure; gov’t = government; MAFF = Ministry of Agriculture, Forestry and Fisheries; MOWRAM = Ministry of Water Resources and Meteorology;
MRD = Ministry of Rural Development; NSDP = National Strategic Development Plan; SAW = Strategy for Agriculture and Water.

1,437,450

Agriculture–MAFF/MOWRAM

NSDP, 2006–2010

410,700
205,350

Water resource, irrigation, and land
management

246,420

123,210

205,350
410,700

Agricultural and agribusiness support

A&W research, education, and extension

Institutional capacity building and
management

9,857
15,524

123,210

16,428
25,874

Forestry reform

Total MAFF

34,472

33,637

15,990

24,215

232,867

3 Yearsa

205,350

57,453

Fisheries reform—sustainable access

SAW Programmes, 2006–2010

26,650
56,061

Market access for agricultural products

40,359

Institutional and legislative framework

388,112

Research services

Extension services

5 Years

Strategy Investment
Costing

Comparison of Actual Spending with the Agriculture Sector Strategic Development Plan, Strategy for Agriculture and Water,
and National Strategic Development Plan

ASSDP Sectoral Goals, 2006–2010

Table 36
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Table 36 suggests that the actual investment for rural roads rose to about 20% above the national
strategic development plan costing share for rural development in 2008. In contrast, actual investment in
MAFF and MOWRAM, combined, was about 40% below this costing. Recurrent allocations for all ministries
were slightly below the national strategic development plan costing. Compared with Strategy for Agriculture
and Water costing, actual outturn for investment in irrigation was slightly above in 2007 and substantially
above in 2008. The actual outturn for research, extension, and education was over double the Strategy
for Agriculture and Water costing in 2007 (largely as a result of the last year of the Cambodia–Australia
Agricultural Extension Project [CAAEP] II42), and nearly 20% higher in 2008.
Compared with the agriculture sector strategic development plan costing, research was heavily
underfunded, and extension was heavily overfunded. These comparisons demonstrate the large swings in
expenditure that have taken place, both because of emerging government priorities and the effects of large
donor projects. The relatively low share of costing assigned to extension by the agriculture sector strategic
development plan and the Strategy for Agriculture and Water may reflect the more challenging conditions
facing agriculture in 2005/06, before the demonstration of growth and the impact of world prices.

3. Public Expenditure Policy Options
As discussed previously, the recommendations for public expenditure reform closely follow that for private
sector investment options in rural development, that is, more investment should be allocated to rural roads,
irrigation infrastructure, and extension services. The major gaps not identified here refer to private sector
property rights and improvement in PFM, fiduciary oversight of the budget execution process, business
enabling environment, and finance sector intermediation.
Adjust capital to recurrent budget balance toward maintenance. For irrigation and rural roads, the
present balance between recurrent and investment expenditure is not efficient. Rehabilitated roads are not
receiving the lower-cost, routine maintenance needed to prevent premature rounds of expensive rehabilitation
in the future. For irrigation, the optimal level of maintenance expenditure should be about one-third of
total investment, and for rural roads, an average of 45% is required for periodic and routine maintenance
combined. This level of maintenance should ensure that the next major rehabilitation is not required for at
least 10 years. Table 37 illustrates the reassignment from investment to recurrent that is required to achieve
optimum effectiveness from public expenditure.

Table 37

Actual and Optimal Balance between Recurrent and Investment Expenditures (KR million)
Irrigation
Actual 2009

Rural Roads
Optimal

Actual 2009

Optimal

Recurrent

31,352

79,137

25,503

99,562

Investment

208,459

158,275

195,747

121,687

Total

239,811

239,811

221,250

221,250

Source: Mokoro (2010).

Increase resource allocation to research and extension. Government funding for research and
extension is low, and these services are dependent on donor support. The government, NGOs, and the
private sector all have roles to play in research and extension. In Cambodia, there is a strong demand and
role for public research and extension activities. An increase in funding to research and extension under the
government budget could be matched by budget-style support from a group of donors that provides clearer

42

CAAEP II was the AusAID-funded Cambodia–Australia Agricultural Extension Project Phase 2.
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continuity. The financial support from donors should not exceed 40% of total funding. Greater cooperation
and complementarity among research, extension, crop production, and agribusiness is required for this
support to be effective.
Prepare for climate change. Recent analytical work on climate change for the Vulnerability and
Adaptability Assessment suggests that trends in rainfall will be complex, with a general decrease in the
dry season and mixed patterns in the wet season (Mokoro 2010). In most places, the growing season will
shorten, at least over the next 50 years, and there is some evidence that droughts will increase and floods
will decrease in the northern part of the country, while the opposite will happen in the south. These changing
conditions increase the importance of having strong research and extension services.
Ensure the effectiveness of irrigation investment. There is an important choice to be made between
effectiveness and equity in irrigation. Currently, the government capital budget is used to rehabilitate only
primary infrastructure on irrigation schemes to allow scarce capital funds to be spread over more schemes.
However, this practice undermines the effectiveness of the investments, since the benefits for farmers and the
economy derived from the investment are substantially reduced and delayed.
Support the seed industry. Improved seeds have played a strong role in the success of Cambodia’s
agriculture in the last decade. There is currently a healthy balance between public and private sector activity
in seed research, multiplication, and marketing, but there is still inadequate private sector activity in seed
multiplication and formation of distribution networks. Public funds should be used to provide more support to
the seed sector, without disturbing this balance. Including supporting investment in the AQIP Seed Company.43
Promote increased competition in rice marketing and exports. It appears that farmers have received
a small share of the benefits of recent increased world rice prices. Official and unofficial public intervention
in export markets has contributed to this, along with a lack of trading competition and milling capacity in
Cambodia. Greater transparency and government support for competition in export marketing would help
ensure that Cambodia receives a fairer share of the increased export incentives that appear likely to be a
permanent feature of world markets.
Investigate the economic viability of new technologies for rural road construction. Rural roads have
provided positive economic returns and have consistently been ranked a top priority for public expenditure
by rural communities. Because of extensive rehabilitation, the proportion of rural roads in good condition may
now be more than 50%. However, the declining reserves of gravel mean that the costs of road rehabilitation
are increasing faster than construction costs. There are new technologies that could sustain the progress in
rural roads, and the government could invest in promoting skills in these technologies.
Increase public expenditure in agriculture. The analysis suggests that about one-quarter of growth
in rice production over the last decade has occurred as a result of public expenditure. Through much of
this period, the cost–benefit ratio from public expenditure in extension, irrigation, and rural roads has been
below 2.0; therefore, it has been difficult to justify increased public expenditure in these subsectors. However,
the jump in world food prices in 2008 will be sustained, and Cambodian farmers will eventually receive a
better share of the improved incentives arising from this. Improved food prices could double the cost–benefit
ratio of public expenditure in agriculture. As a result, extension, irrigation, and rural roads will jump from being
relatively modest performers to become one of the most effective subsectors of public expenditure and
should receive a higher share of total government expenditure (Table 38).

43

The AQIP Seed Company was founded under the AusAID-funded Agricultural Quality Improvement Project (AQIP).
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Indicative Cost–Benefit Ratios

Last Decade (2000–2009)

Next Decade

Extension

3.0

5.0

Irrigation

0.9

2.3

Rural roads

3.0

4.2

Source: Mokoro (2010).

Integrate the Strategy for Agriculture and Water into government processes. The government and
donors have succeeded in putting in place the agreed sector plan as well as a program design document
for 2010–2013. At the same time, progress has been made with budget planning processes in the
government. Mainstreaming the strategy will involve coordination and integration with the budget planning
and management instruments, which have been put in place by the government under the Public Financial
Management Reform Program (PFMRP). Donors, in consultation with the government, are preparing to map
the way forward, and this should be done as a joint government donor activity. The Strategy for Agriculture
and Water initiatives present an opportunity to establish systems for more regular and informative appraisal,
monitoring, and evaluation, and for these to be linked into budgeting decisions.

V. Governance, Competitiveness,
and Institutional Issues
in Rural Development
A. Governance Issues
Many studies have indicated that poor governance is a major concern for Cambodia, seriously affecting
appropriability for private investors, and is a critical constraint to investment and growth. Most research has
concentrated on governance at the national level, but the International Finance Corporation and the Asian
Foundation (2007), for example, have carried out provincial-level analysis, showing local issues impacting
rural business and agribusiness operations.
The prevalence of informal fees may not rank as first- or second-order constraints in the agriculture sector
but constitute the primary binding constraint to growth of rural businesses. Large agribusiness companies
have found that commercial returns to both manufacturers and traders can be attractive if (i) commercial
barriers are sufficiently reduced to compensate for the high informal fees, (ii) protection from excessive fees is
secured in exchange for the exclusive right to operate, or (iii) production occurs higher up the value chain to
cushion against high fees. However, the majority of smaller agribusiness companies do not have such options.
Even for rural companies already operating, the high uncertainty and seemingly arbitrary nature of these
fees make it impossible to plan activities, and therefore impossible to finance any expansion. Productivityenhancing investments are not made, keeping small processors small and larger processors few in number.
As has been well documented in previous studies, informal payments for licensing, securing access to domestic
markets, trade facilitation, and carrying out economic activities in general is frequent (82% of responding firms)
and substantial (5% of sales) (World Bank 2006). Worst of all, those charged with law enforcement, such as
police, customs agents, and regulators, are often the same people involved in extracting rents.
Governance outcomes collected by Kaufmann et al. (2008) indicated that, for most years that the study
covered, Cambodia scored poorly compared to other East Asian countries, although in some indicators,
small gains were made in ranking levels (Figure 33).
On individual governance aspects, the shifting pattern across countries becomes apparent, particularly
in the last few years. For corruption, Thailand has remained above other East Asian countries, particularly
Cambodia, which remains at the bottom along with Myanmar. In terms of stability, Viet Nam rates the
highest, consistently doing better than the 50th percentile. Cambodia has increased its ranking in this regard,
particularly relative to 1996.
While Cambodia has done well on aspects such as political stability, other indicators are less than
optimistic. While remaining below other countries’ rankings, Cambodia has had varied success in increasing
voice and accountability since 1996 and remains locked into the 20th–25th percentile. Similarly, government
effectiveness has been varied over time and, despite an upturn in rankings since 2006, remains depressingly
low. Rankings on the rule of law have increased steadily from a low in 2004, but remain much lower than
Cambodia’s peak ranking of being in the bottom 18% of the world in 2000.
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Despite attempts to improve private entrepreneurship and reduce poverty, Cambodia has backtracked
regarding regulatory quality and control of corruption. Findings of studies based on regression analysis are
that corruption, political instability, and weak rule of law have negative effects on investment (ADB 2007a).
More generally, the perception of worsening corruption figures into the investment rate, partly explaining the
low levels of investment. This effect is mediated largely through lending rates, which reflect a premium for
worsening corruption, regulatory quality, and the rule of law. It thus becomes evident that poor governance
weakens the appropriability of returns from investments and, in the long run, contributes to low-level real per
capita gross domestic product (GDP).
Governance issues are linked to other major constraints on growth. The thin fiscal buffer is due to
continued inefficiencies in administering revenue collection and compliance. Despite government efforts in
improving tax administration, the tax leakage remains huge. Governance issues (both in terms of bureaucratic
ineffectiveness and leaks) have perennially plagued the government’s fiscal position, leading to low levels of
spending on infrastructure and social services.
The Rectangular Strategy and national strategic development plan have underlined the need to improve
the governance environment through effective implementation of the governance action plans I and II.44
These plans stress five crosscutting reform areas: (i) administrative reform and anticorruption; (ii) legal and
judicial reform; (iii) decentralization, deconcentration, and police affairs reform; (iv) economic and finance
reform; and (v) social development (including poverty reduction, food security, education, health, and
rural development). They also emphasize reforms in three sectors: (i) the armed forces, (ii) land policy, and
(iii) natural resources management. The government is aware that implementation will be a challenge, as will
the time required to develop new institutional capacities and competencies. Accountability institutions must
take time to fully develop.
The government has made major progress toward establishing accountability and oversight
mechanisms. The Law on Audit was adopted in 2000, and the National Audit Authority was set up in 2002
as the supreme audit institution in Cambodia. Internal audit departments have been established in 36 line
ministries and agencies, and more timely audits have begun to enhance budgetary accountability. The Law
on Access to Public Information is under preparation, and considerable efforts have been made to involve
the population in local service delivery and to participate in policy deliberations. A law guaranteeing press
freedom has been adopted, and the media regularly reports incidents of corruption and other public policy
issues. The institutions working as corruption watchdogs, such as the Anti-Corruption Unit in the Council
of Ministers, the Ministry of National Assembly Relations and Inspections, and the Anti-Corruption Working
Group, have been restructured and strengthened.45 Cambodia also joined the ADB–Organisation for
Economic Co-operation and Development Anti-Corruption Initiative and Action Plan for Asia and the Pacific
in 2003. It is one of the countries that have adopted the United Nations Convention against Corruption, and
is a signatory to the Memorandum of Understanding on Preventing and Combating Corruption. The recent
adoption of the Anti-Corruption Law is a significant milestone, and its legal framework has improved with
the passage of the law in March 2010.
Improvements in public financial management (PFM), public administration reforms, and decentralization
and deconcentration reforms are also key governance initiatives. One of the thrusts of the government’s
strategy for good governance is public administration reforms, including attractive pay and other incentives
for the civil service, which have a strong link with PFM that entail probity and higher-level commitments. The
Council of Administrative Reforms has undertaken several initiatives in this regard. Further, the government

44

In 2001, the government approved the Governance Action Plan I to promote multisector and cross-sector governance reforms.
On the basis of experience gained, a second plan was formulated in 2005 and is under implementation.

45

In August 2006, the Anti-Corruption Unit was restructured, and the Corruption Complaint Office was created with the aim of enhancing
public participation in the supply and receipt of corruption-related information.

Governance, Competitiveness, and Institutional Issues in Rural Development

81

has embarked on a series of reform measures fostering decentralization to help improve service delivery,
bolster accountability, and encourage popular participation in the development process. The government’s
policy and program of decentralization is also seen as a key initiative to contributing to peace and stability.

B. The Business-Enabling Environment and Competitiveness
The business-enabling environment refers to the institutions, laws, and regulations that determine the cost of
doing business and the ability of businesses to compete in both domestic and international markets. Ease of
entry and exit of firms, free and open access to information about markets and regulations, access to input
markets, and protection of property are a few of the critical factors in a functioning enabling environment.
The business-enabling environment in Cambodia is weak, yet rural businesses have adapted to
constraints. Many businesses prefer to remain small and informal to avoid bureaucratic scrutiny, severely
restricting business growth, fiscal revenue, and economic development.
Compared with its regional neighbors, Cambodia performs badly in global competitiveness rankings,
consistently scoring over 100 out of 131 countries in business competitiveness, sophistication of company
operations, and quality of the national business environment (Figure 34). High transaction costs caused
by expensive, time-consuming, and complex regulations are linked to high levels of informality, high rates
of under- and unemployment, lack of investment, and inability of enterprises to compete with imports or
more broadly in the global market. Meanwhile, lack of meaningful regulations on quality standards—which
would enable producers to obtain higher prices—excludes enterprises from important markets and results in
competition based on cost.
The business-enabling environment is poor compared with regional neighbors, and the environment is
not improving relative to other countries. The World Bank’s Doing Business report measures the time and
cost to start, run, and close a business in Cambodia, based on the assumption of a limited liability company.
The results for Cambodia are shown in Table 39. There were no improvements in the cost of starting a
business and dealing with licenses from 2007 to 2010, but because limited liability companies are rare in
Cambodia, the results refer to only a very small percentage of Cambodian firms. The time and cost to start
a business can vary widely in Cambodia, depending on whether the business is registered through the
Ministry of Commerce46 as captured by the World Bank report or through the Council for the Development
of Cambodia (CDC), which is able to facilitate business registration much more quickly for investments over
$2 million. Lastly, it is important to note that the costs of doing business still remain far higher in Cambodia
than in other countries of the region and the world. Overall, Cambodia ranks 145th out of 183 economies.
Provinces vary regarding their business-enabling environments, which is reflective of their economic
performance. A Cambodia-specific index, the Provincial Business Environment Scorecard, was prepared for
Cambodia in late 2008 (IFC-MPDF and Asia Foundation 2007) and updated in 2009. Although Cambodia
is not a highly decentralized country, large differences in the business climates and perceptions on the ease
of doing business were measured. In 2007, Kampong Cham was the strongest performer on the scale,
while Sihanoukville was found to have the least-supportive business environment (Table 40). In 2009, the
situation was dramatically different, with Sihanoukville rising to fifth place and Phnom Penh ranking last
(Figure 35). Such geographical and temporal variations in policy implementation must be factored into donor
and government interventions.

46

It costs around $1,000 a year before 2007 to register a new business at the national level through the Ministry of Commerce, which
includes both official and unofficial charges for both the ministry and the Tax Department. The time taken to complete the necessary
paperwork is extremely rapid (overnight), while the actual processing time takes 2–4 weeks, depending on the workload of the
registration department. According to the Ministry of Commerce and ADB (2008), the official fee is KR420,000 ($105.00) for the
ministry, and KR119,000 ($29.75) for the Tax Department.

82

Rural Development for Cambodia

Figure 34

Relative Performance of Cambodia in Global Competitiveness Indicators
against Selected East Asian Countries, 2007–2008
Basic Requirements for Competitiveness

Global Competitiveness Rankings, 2007–2008
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Taxation rates are not perceived to be inhibiting businesses; however, tax compliance and procedures are
major costs to business. Of firms responding to the World Bank Enterprise Survey, only 18.6% considered the
high tax rate as a major or severe constraint to doing business in Cambodia (Figure 36). This is also apparent
from a comparison of the tax rates, which shows that the tax rate in Cambodia is the second-lowest among
comparable East Asian neighbors. Similarly, tax administration was only perceived by 20.67% of respondents
as being a major constraint, the third-lowest among Cambodia’s regional neighbors. This result is confirmed
by the results of the World Bank Doing Business Survey shown in Table 39, where Cambodia was ranked
21st in the world for ease of paying taxes and is substantially better than its neighbors in the regulatory burden
of tax. From this information, it is clear that tax itself is not a binding constraint.
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Table 39

Business Environment in Cambodia Compared with Regional Competitors
Thailand

Malaysia

Indonesia

Philippines

Lao PDR

2007

2008

Cambodia
2009

2010

2010

2010

2010

2010

2010

Doing business

146

150

135

145

12

23

122

144

167

Starting a business

164

163

169

173

55

88

161

162

89

Dealing with licenses

145

144

147

145

13

109

61

111

115

Employing workers

135

133

134

134

52

61

149

115

107

Registering property

98

102

108

116

6

86

95

102

161

Getting credit

177

180

68

87

71

1

113

127

150

Ease of...

Protecting investors

62

66

70

73

12

4

41

132

182

Paying taxes

21

22

24

58

88

24

127

135

113

Trading across borders

136

144

122

127

12

35

45

68

168

Enforcing contracts

134

135

136

141

24

59

146

118

111

Closing a business

178

181

181

183

48

57

142

153

183

Lao PDR = Lao People’s Democratic Republic.
Note: Rank out of 183 economies in 2012.
Sources: IFC and World Bank. http://www.doingbusiness.org

Table 40
Province

Entry Costs

Provincial Business Environment Scorecard, 2007
Property
Rights

Transparency

Participation

Time Costs

Kampong Cham

8.95

8.62

7.29

7.48

8.18

Svay Rieng

8.08

6.74

4.56

3.56

6.72

Kampong Chhnang

7.20

8.52

4.32

3.28

8.10

Kampot

5.49

6.31

3.68

4.24

5.86

Kandal

7.49

8.04

5.08

2.08

7.57

Battambang

6.50

8.23

6.16

4.12

1.67

Banteay Meanchey

4.13

5.40

4.50

6.40

8.00
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Figure 35

Provincial Business Environment Scorecard, 2009
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Cumbersome processes and rules tend to induce firms to engage in corrupt practices to avoid
bureaucratic red tape. Surveys of businesses in Cambodia indicate that the red tape associated with starting
and operating a business is considered a constraint. According to the World Bank Doing Business survey,
in 2009, Cambodia ranked 135th out of 181 economies on the ease of doing business, 169 for starting a
business, 147 for dealing with licenses, and 136 for enforcing contracts (Table 39). These constraints manifest
themselves in businesses trying to circumvent the problems by remaining in the informal economy as much
as possible.
The poor business-enabling environment is not conducive to formalization and thus is a constraint
to business growth. As identified in the Provincial Business Environment Scorecard (IFC-MPDF and Asia
Foundation 2007), the five levels of formalization identifiable in the Cambodian business context are (i) fully
formal, national level; (ii) fully formal, provincial level; (iii) unregistered with an operating license; (iv) possession
of patent tax; and (v) fully informal.
In most rural activities, the relatively unsophisticated nature of production, trading, and value added means
that firms are extremely small and often comprise just family businesses. In this case, registration for valueadded tax purposes is unlikely, and most will just have a patent tax registration. In most sectors of the economy,
particularly across the agriculture and rural sectors, the business-enabling environment is similar. Agribusiness
firms and rural small and medium-sized enterprises (SMEs) mainly operate in the informal economy, preferring
not to be registered lest they attract the attention of the authorities and have additional regulatory burdens and
tax burdens placed on them.

Governance, Competitiveness, and Institutional Issues in Rural Development

85

Figure 36 Relative Performance of Cambodia in Tax Administration and Tax Rate Indicators
against Selected East Asian Countries (% of firms identifying major constraints)
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Apart from the general business-enabling environment affecting all firms in Cambodia, two specific
issues are of relevance to the agriculture sector—formalization of businesses and export procedures. Unless
businesses are formalized, they are unlikely to be able to access formal sources of finance, even if they
have sufficient collateral. Formalization brings on its own problems, particularly the unwanted attention of
regulatory authorities including the tax department. Hence, despite the benefits of registration, the costs
invariably outweigh the benefits, and most firms prefer to remain in the informal sector as much as possible.
Second, export procedures are complex and time-consuming, and require a formalized company
structure in the case of formal exports through Sihanoukville Port. In addition to the additional costs of
transport to Sihanoukville, the costs associated with formal export channels are much higher than informal
exports through Viet Nam’s Saigon Port. Exports through Sihanoukville Port require extensive paperwork,
including evidence of value-added tax and export duties being paid. The additional transport costs of getting
the goods to Sihanoukville, as well as the taxes that are required to be paid, make the informal cross-border
trade much more attractive.47
The International Finance Corporation and Ministry of Commerce (2008) developed a comprehensive
handbook on export procedures for SMEs that details what is required for each of the export border

47

In 2007, to meet export paperwork requirements, there were six signatures and three stamps required on various pieces of paper:
certificate of origin, inspection certificate (customs and excise, Camcontrol, and transporter), customs declaration, factory invoice,
packing list, and customs clearance form. The cost of clearing a single container for import was $879.00, plus $655.00 for export. When
the cost of transport was included, this export cost increased to $1,044.00 per 20-foot container, or $57.12 per ton (JDI et al. 2007).
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crossings. Once this handbook obtains wide readership, SMEs will be better able to obtain a smoother
exporting experience.
Milling and processing is the main example of value-added activities in the agriculture and rural sectors.
The relatively visible nature of these operations makes millers and processors more likely to be at least
registered at the provincial level, although tax obligations are a matter of negotiations with the local tax
office. Traders are less likely to be registered, particularly those dealing with smaller amounts of volume. Rice
millers and traders tend to underreport by around one-half the annual volumes of their sales to minimize
their tax burdens48 (Chandarrot et al. 2006; DAI et al. 2008). As an example of this, Chandarrot et al. (2006)
cited a rice miller from Kampong Cham who openly admits to undervaluing his revenue so as to reduce his
tax burden.
For those involved in cross-border trade, the prevalence of cash transactions means that registration
as businesses in the formal sector is unlikely, as it will also attract unwanted attention of the provincial and
tax authorities. Traders in rural areas either registered at the provincial level or are unregistered, while export
traders are most often unregistered, but need to be registered at the national level because of their exporting
business. Interviews with export traders indicated a general desire to have the benefits of formal registration
(i.e., the ability to receive bank transfers from their buyers in Viet Nam without any questions being raised as
to where the money was coming from), but this was balanced with their reluctance to enter the real regime
and having to pay turnover and value-added taxes on their sales. This means that for those traders who are
formally registered, they receive bank transfers on part of their consignments (for those buyers who prefer to
pay through the banking system), and cash payments for the other part of their consignments. Thus, they only
have to declare tax on part of their sales.
In all rural sectors, the weaknesses in the business-enabling environment are such that firms will continue
to operate in the informal economy and continue to export unprocessed commodities to neighboring countries
in the foreseeable future. This constrains the opportunities for value addition in the agriculture sector and limits
the set of possible interventions available to the government.

C. Policy and Institutional Issues
Policy inadequacies and slow implementation of the reform process are of particular concern since they set
the environment for accelerated agricultural growth and poverty reduction. Critical issues include (i) absence
of subdecrees and supporting legislation to the 2001 Land Law; (ii) weak capacity to implement the new
Water Law and forestry subdecrees, and inadequate fishery sector reform; (iii) lack of incentive for improved
resources management and increased private sector participation, and weak support for smallholders and
agribusinesses; (iv) lack of trade and biosecurity policy reforms to enhance competitive and comparative
advantage of exports; and (v) inadequate fiscal allocation for investment in social and physical infrastructures
and public works (Alamgir 2008).
Over the past decade, the government has articulated many policy and strategy statements, legislated
laws, and issued decrees and subdecrees. Many of the reform measures have taken longer than anticipated,
gotten diluted in the process, or events have overtaken legislation. Many laws are not operational without
subdecrees and supporting legislation (Alamgir 2008).
The institutional setting of the agriculture and water sectors are complex. Although the lead government
agencies are the Ministry of Agriculture, Forestry and Fisheries (MAFF) and the Ministry of Water Resources

48

This is indicative of businesses’ adaptation to prevailing constraints and why the results of perception surveys may underreport how
Business Enabling Environment constraints are binding; see, for example, IFC-MPDF and Asia Foundation (2007).
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and Meteorology (MOWRAM), several other ministries are involved such as the Ministry of Commerce,
Ministry of Land Management, Ministry of Rural Development (MRD), and Ministry of Urban Planning and
Construction (Table 41). Others, such as the MEF and the Cambodia National Mekong Committee, have
a less direct but important interest.49 Because of the link of agriculture and water to rural affairs, other
stakeholders include provincial and subprovincial administrations, community-based organizations, and
nongovernment organizations (NGOs).

Table 41
Organization
Ministry of
Agriculture,
Forestry, and
Fisheries

Government Organizations with Agriculture and Water Management Roles
Major Roles

Agriculture-related functions such as support for dryland agriculture; upland and lowland crops; rice production and
marketing; and agricultural support services including research, extension, and education
Water resources-related functions such as support for irrigated agriculture, fisheries development, and forest and
catchment programs
Reports to the minister for Agriculture, Forestry and Fisheries

Ministry of Water
Resources and
Meteorology

Development and management of all water resources according to the Law on Water Management (2007)

Cambodia
National Mekong
Committee

Undertakes liaison between the government and the Mekong River Commission and facilitates programs of the Mekong
River Commission

Ministry of the
Environment

Responsible for the protection of the water environment and regulation of pollution, including discharges into water bodies

National
Committee
for Disaster
Management

Flood and drought included among disasters for which the committee provides support programs and organizes response
to events

Reports to the minister for Water Resources and Meteorology

Reports to the minister for Water Resources and Meteorology
Reports to the ministers for Environment and Water Resources and Meteorology

Source: Taylor (2009).

The roles, responsibility, and organization of MAFF were established by the Council of Ministers
Subdecree No. 18 (2 October 1984) and have been subsequently amended several times by Subdecree
No. 17 (7 April 2000), Subdecree No. 105 (22 August 2005), and Subdecree No. 188 (14 November 2008).
The current organizational structure of MAFF is new (from November 2008) and is presented in Figure 37.
MOWRAM is the dominant water sector ministry with overall legal responsibility for the development
and management of water resources. MOWRAM was established in 1999, although it was developed from
an agency that performed some of its current mandate. The structure of MOWRAM is shown in Figure 38.
MOWRAM has two main divisions, headed by a director-general of administrative affairs and a directorgeneral of technical affairs. Under administrative affairs are four departments: administration and human
resources, planning and international cooperation, finance, and the technical service center for irrigation
and meteorology. Under technical affairs are seven departments: water management and conservation,
hydrology and river works, meteorology, irrigated agriculture, water supply and sanitation, and engineering.
The seventh—community water user development—is recent and offices under this department are still
being developed.

49

The Cambodia National Mekong Committee coordinates the involvement of the government with the Mekong River Commission and
manages some elements of projects under the commission, but does not have a management role. The coordination arrangements
between the Cambodia National Mekong Committee, MOWRAM, and MAFF are relevant to the performance of the water sector, as
is the significance of such programs to water resources management in Cambodia.
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Figure 37

Organogram for the Ministry of Agriculture, Forestry and Fisheries, 2009
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CARDI = Cambodian Agricultural Research and Development Institute, Dept. = department, HRD = human resource development, NSAKC = Kampong
Cham National School of Agriculture, NSAPL = National School of Agriculture Prek Leap, RUA = Royal University of Agriculture, SPS = sanitary and
phytosanitary measures.
Source: MAFF. 2009. Subdecree No. 188, 14 November 2008.
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Organogram for the Ministry of Water Resources and Meteorology, 2008
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Source: Ministry of Water Resources and Meteorology, October 2008.

Provincial departments of water resources and meteorology have been established in each province. The
departments are staffed with technically qualified personnel but remain underresourced. Two or three staff
members in any department may have some engineering qualification, but the department director, who does
not perform as an engineer, is normally one of the qualified staff members (Taylor 2008).
The structure of MRD is shown in Figure 39. Like MOWRAM, MRD has two main divisions, headed by
a director general of administrative affairs and a director general of technical affairs. The general department
for administration and finance is in charge of different departments such as training and research, ethnic
minority development, and the general inspectorate. The department of internal audit and the financial
control entity are at the same hierarchy level as the other departments, but are functionally separate from the
general directorates.
Provincial and municipal departments of rural development have been established in each province or
municipality. The departments are staffed with technically qualified personnel but remain underresourced.
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Figure 39

Organogram for the Ministry of Rural Development
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ADB’s Sector Assessment, Strategy, and Road Map for Cambodia’s Rural Development Sector (ADB
2010) reviewed policy and governance issues for all three ministries involved in rural development. The
following section reviews the key issues identified by the assessment team for each subsector. Full details
can be found in the original report. An institutional analysis of MAFF, MOWRAM, and MRD is also provided,
based on the analysis carried out for the Strategy for Agriculture and Water (MAFF and MOWRAM 2010).

1. Agriculture Sector
Progress on liberalizing input and output markets has been substantial, but market functions are not
fully effective due to the remaining nonprice policy and regulatory reform agenda. The business-enabling
environment has a number of constraints, including an underdeveloped agribusiness policy; lack of clarity
in relative government agency roles and functions; and a need for better responsiveness to private sector
needs such as how to manage contract farming, cross-border arrangements, and large-scale private farming.
Research and extension policy has progressed to address access to information, technology, and know-how,
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but gaps remain on links between these services, priorities and targets are underdeveloped, and private–
public synergies are not being fully exploited.
Specific institutional and governance constraints that affect agricultural productivity include (i) agencies
involved in land titling (e.g., Ministry of Land Management, Urban Planning and Construction) lack the
resources to issue titles on a scale that is necessary to turn the majority of farmers into a class of asset-owning
micro-entrepreneurs, hence, the inability to secure property rights is a significant binding constraint to rural
development; and (ii) the agricultural research system (in particular the Cambodian Agricultural Research and
Development Institute) is underperforming, and the national agricultural extension system (especially at the
commune level) is almost nonexistent. There is an absence of information, communication, and technology
services to which farmers, traders, and processors can turn to access product and price information. As a
result, trade patterns tend to become ossified and not necessarily efficient.
Next-round policy and institutional issues include (i) the need to issue subdecrees and supporting
legislation to the 2001 Land Law and 2008 Seed Law; (ii) building technical capacity to implement the newer
aspects of the Water Law, forestry subdecrees, and fishery sector reforms; (iii) developing and applying
policies for improved common property resource pricing and demarcation; (iv) increased community-based
management of natural resources and payment for environmental services; (v) increasing legal provisions for
increasing private sector participation; (vi) further addressing access to improved farming technology and
market information; and (vii) closing the coverage and gap on standards and biosecurity institutions.

2. Analysis of the Organizational and Institutional Structure
of the Ministry of Agriculture, Forestry and Fisheries50
At the institutional level, MAFF has undergone a recent reorganization as part of the drive toward reducing
overlapping mandates and addressing some institutional weaknesses in the planning and budgeting process.
The reorganization carried out under Subdecree No. 188 (dated November 2008) is a step in the right direction,
but more time is needed before a proper evaluation is made.
In the agricultural planning process, MAFF retains a valuable role in strategic guidance for the
agriculture sector, supported by stronger planning capacity and direction at subnational levels as a
result of the decentralization and deconcentration process. The foundations exist for a better-informed,
relevant, and harmonized policy and planning process, supported by more effective communications and
information systems. There is, however, widespread recognition of the need for improvement through
rationalization of the prevailing strategic framework and institutionalizing a single, successor framework more
closely linked to policy formulation, monitoring and evaluation, and the processes of annual national and
decentralized planning.
Planning functions are supported by planning and finance specialists in each department; dedicated
planning and finance departments; and the planning, monitoring, and evaluation activities of externally
supported projects and programs. It is widely acknowledged, however, that closer links between plan
and budget formulation would lead to improvement in both service delivery and the efficiency of resource
allocation, and render the planning process more effective. Activity planning remains dominated by historical
operations, and links between activities and departments or to the availability of operational funds could be
improved. Monitoring and evaluation of activities is constrained. Mandates across departments retain some
duplication, and continue to foster independent operations among those departments.

50

See MAFF (2006) for an overview of its organizational and institutional issues.
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Policy and planning capacity is concentrated in department planning offices, and the decentralization
process is strengthening skills at the provincial, district, and commune levels. Human resources development
is supported by a number of projects, but existing human resources strategies could be improved. Planning,
monitoring, and evaluation skills are less than robust and underutilized as a result of approaches to personnel
management and ad hoc task allocation. Where donor support is provided, it tends to be project-based and
skewed to the needs of individual donors. In this environment, many activities, including planning, fall to a
limited number of skilled staff members, many of whom are overloaded with multiple duties.
Overview of the planning process. The planning environment of the agriculture sector is changing in
response to the evolving decentralization and deconcentration process, which has established a structure for
decentralized planning and decision making at the commune level through a participatory and communityoriented local planning process. In conjunction, the parallel deconcentration of service delivery to district and
provincial levels is occurring, completing the process of relocating development planning and resource allocation
from national to subnational levels through a combination of provincial, district, and commune block funding.
The decentralization and deconcentration process is further institutionalized through the Organic Law, which
provides the legal basis for delegating respective mandates to province, district, and commune authorities.
The decentralization and deconcentration process has been instrumental in realizing government strategy
as set out by the National Program for Administrative Reform. Specifically, MAFF’s role is expected to change,
focusing on (i) policy formulation and guidance to the government on the agriculture sector; (ii) generating new
technologies to support agricultural production; (iii) transferring new technologies to farmers and other private
sector stakeholders; and (iv) establishing and enforcing regulatory standards related to the agriculture sector.
The process is already facilitating these changes by shifting service delivery responsibilities away
from MAFF. The ensuing discussions and analyses should be viewed in light of this reform process and
the urgent need for MAFF personnel, systems, and procedures to adapt to these changes, particularly the
deconcentration of service delivery. The Public Financial Management Phase II Project will address capacity
development issues at the provincial level, and there is already a draft law of financial management for the
local levels.
Annual ministry activity planning. In September and October of each year, every department and all
provincial departments of agriculture prepare development plans, annual department plans, and provincial
agricultural development plans. At the national level, chiefs of each office and unit within a department consult
with their respective office chiefs in provincial departments of agriculture on planned activities for the coming
year. Each department’s planning team then coordinates with the office chiefs to generate a draft department
plan for submission to the Department of Planning and Statistics and MAFF Cabinet Office. Department
plans seek supplementary funding from supporting donors and aid agencies. Annual department plans are
independent of the respective department budget plans (i.e., recurrent budgets), and to that extent, are an
unfunded wish list for circulation to potential donors.
At the subnational level, as noted above, planning is now driven by the local planning process (LPP)
through which individual communes formulate and prioritize their own commune development plan. The
local planning process is the basic framework through which communes mobilize internal and external
resources and decide on their use to solve priority local problems. The commune development plan is an
annual plan consisting of five sections, two of which (i.e., economic, and natural resources and environmental
management) may incorporate agricultural development-oriented plans and proposals.
Individual commune development plans are subsequently brought together in a district integration
workshop that serves as a marketplace where priority needs identified in the plans are matched with
development resources from the commune/sangkhat funds (CSFs) and/or the Provincial Investment Fund.
The workshop leads to the consolidation of each plan, and the development of district and provincial sector
plans, including agriculture, which support and service the commune development programs negotiated
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at the workshop. A provincial agricultural development plan is, therefore, now borne of the local planning
process, and funded directly from the Provincial Investment Fund. The prevailing role of MAFF in this process
is the provision of sector and subsector policy and regulatory frameworks by which provincial agricultural
plans are guided and coordinated, and where it retains a competitive advantage, in the provision of technical
and capacity-building support.
Annual budget planning. The MAFF budget planning process is conducted by the Budget Unit, which
is chaired by the secretary general of MAFF and comprises representatives of the director, deputy director,
and technical officers from the Department of Accounting and Finance and the Department of Planning and
Statistics. The annual budget plans follow the Strategic Budgeting Framework,51 which is a rolling 3-year plan,
thus the scope and effectiveness of MAFF’s activities depends to a considerable extent upon resources made
available to it each year. The annual budget is composed of a program budget, nonprogram budget, and
revenue program. There are three potential sources that determine MAFF’s access to resources:
(i)

Recurrent budget. This is MAFF’s annual budget plan that it uses for its basic operating costs,
comprising the nonprogram budget as well as a smaller program budget allocation.

(ii)

Development budget. This budget is usually supported by external bilateral and multilateral
aid agencies in partnership with the government. It has followed the Medium-Term Strategic
Budgeting Framework since 2007 and comprises mainly program budget allocations.

(iii)

Nonbudget activity. This item refers to activities usually carried out in the sector by NGOs,
bilateral aid agencies (either directly or indirectly through financing NGOs), and the private sector.

Of the first two budgets, the development budget describes the volume of donor-supported resources
managed by MAFF, and as part of its partnership contribution, includes government counterpart commitments
of a capital nature. These funds are all earmarked for the respective donor-supported initiatives. What is
frequently overlooked in the development budget, however, and what subsequently contributes to the lack
of sustainability in the development investment, is the impact on the scarce resources of the government’s
operational budget.
It is this recurrent budget (i.e., the annual budget plan) that determines MAFF’s ability to undertake its
routine activities. This budget is largely derived from the operating budget of the preceding year, and is only
indirectly linked to the activity plan for the ensuing year. The budget is generated from respective department
budgets prepared in September each year and consolidated by the Department of Accounting and Finance
into a MAFF budget for submission to MEF in October or November. During this period, internal review of
the budget takes place between the Department of Accounting and Finance, Department of Planning and
Statistics, and senior managers. Budget revisions do not necessarily involve departmental stakeholders.
At the provincial level, the budgeting process followed by provincial departments of agriculture reflects
the decentralization process. The departments submit annual budgets directly to MEF, and provide financial
reporting to MEF. The departments are no longer obliged to submit budgets to the Department of Accounting
and Finance within MAFF, although some do appear to provide copies to it.
Provincial level. Several studies have been conducted looking at the institutional and management
capacity at the provincial level (Vindel 2003, Pousse 2004). The reviews highlight weaknesses in the planning
mechanism, which link back to MAFF at the national level. In particular, skills gaps in strategic planning and
analysis, and procedural constraints to effective intra-institutional coordination, are recognized as a limitation
at all levels (MAFF 2006).

51

The Medium-Term Expenditure Framework concept was developed by the World Bank and promoted in non-Organisation
for Economic Co-operation and Development countries, particularly in the context of the Poverty Reduction Strategy Papers.
The Strategic Budgeting Framework in the Royal Government of Cambodia’s terminology has replaced the Medium-Term
Expenditure Framework.
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Several issues that constrain the ability of provincial departments of agriculture to implement national and
subnational programs are as follows:
(i)

The compartmentalized structure and mandate of provincial departments of agriculture,
which consequently tend to reflect the structure at the national level; they also have
overlapping responsibilities;

(ii)

A lack of long-term, strategic planning for provincial agricultural development, with provincial
priorities not translated into integrated programs;

(iii)

No consolidated budget for department activities, with data on national-level budget allocation
not available;

(iv)

Diversity of procedures and systems in relation to different bilateral and multilateral projects
and programs;

(v)

Lack of reliable planning data, which nevertheless are subsequently relied upon for planning at
both the provincial and national levels;

(vi)

Lack of planning capacity among department staff, and a planning process often limited to
aggregation of ongoing activities;

(vii) While departments collect raw data for planning on behalf of the Department of Planning and
Statistics, they lack analytical skills to utilize those data themselves;
(viii) Limited understanding and/or recognition of the difference between policy formulation and technical
support at the national level, and local planning and implementation at subnational levels;
(ix)

Incomplete decisions regarding the deconcentration process and the division of responsibilities
and mandates among departments and MAFF at the national level;

(x)

Ineffective management approaches with vertical lines of reporting between provincial offices
and national departments that constrain integrated provincial planning and activities and do not
support interoffice collaboration or coordination;

(xi)

No direct link between department budgets and development activities or program performance,
and the deconcentration process generating two parallel systems whereby departments
participating in the decentralization and deconcentration system are required to submit budgets
and account directly to MEF but not to MAFF; and

(xii) Field staff members are underpaid and their attendance is determined by their involvement with
donor-funded projects from which means of salary supplementation may be found.

3. Water Sector
As reviewed in ADB (2010), the overall water resources management policy framework is still evolving.
There are policy documents and legal instruments that establish principles of water resources management,
notably the adoption of the Water Law in 2007, but a framework to institutionalize integrated water
resources management is not yet in place. Additional policy positions are needed on (i) the development
of tributary rivers, and the need to balance upstream and downstream benefit and related ecological
services; (ii) the conditions for operating major dams, and the mechanisms for monitoring and enforcing
such conditions; (iii) how to balance the competing economic benefits of such values as fisheries, irrigated
agriculture, and urban or tourism development; (iv) the role of water fees for the right to store or divert water;
and (v) water quality.
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A critical water resources policy area is the lack of clarity regarding irrigation service fee collection and
the operation and maintenance responsibilities of farmers. Further, the legislative framework for environmental
protection and natural resources management remains incomplete. Reform in the fisheries subsector is
ongoing, but incomplete. The adoption of the Fisheries Law in 2006 was a positive step, but the burden of
fishing within the law overwhelms small fishers. Commercial fisheries still circumvent the law and interfere with
community and small-scale fishing in the absence of strong enforcement leading to unsustainable extraction
of fisheries resources.
The lead institution in the water resources subsector is MOWRAM, which is essentially a technical ministry
responsible for irrigation services, flood and drought control, hydrology, and meteorology. MOWRAM is
mandated to manage, lead, and supervise the implementation of the Water Law, and carries out this mandate
through its national agencies and provincial departments. MOWRAM’s organizational structure and staffing
reflects its historical functions rather than the new and expanding responsibilities of regulating and authorizing
access to Cambodia’s water resources under the terms of the Water Law; thus, ad hoc organizational
arrangements dictate which new tasks associated with donor-mandated functions are performed as well as
probable overstaffing by untrained or unqualified personnel. MOWRAM has the characteristics of a supplydriven service provider with users lacking information on alternatives, and an upward government-orientated
accountability mechanism rather than accountability to users.
Other ministries with roles in water management are the (i) Ministry of Environment, which has a mandate
to maintain the quality of water and the environment; (ii) Ministry of Health, which focuses on drinking water
and the reduction of water-related diseases and hazards; and (iii) National Disaster Management Committee,
which coordinates efforts with MOWRAM on both droughts and floods, although the historical emphasis has
been on the response to events rather than planning to minimize future risk. Uncoordinated institutions with
overlapping responsibilities arising from unclear mandates and weak capacity at the provincial level remain
a constraint.

4. Analysis of the Organizational and Institutional Structure
of the Ministry of Water Resources and Meteorology
For reasons described below, the main activity occurring under MOWRAM is that of construction on a projectby-project basis, managed by a project management office. These activities are conducted separately from
the authority structure and financial management systems of MOWRAM.
MOWRAM contains line departments that are not fully functional because they lack staff and budgetary
capacity. Where donor funding becomes available to conduct project activities of a management nature, line
departments may benefit from enhanced capacity in the form of equipment, training, software, and systems.
However, these frequently become inactive after the project concludes (Taylor 2009). The impediments
to normal operations are such that investment in capacity building at this time is not strongly supported.
Investment in capacity building at the provincial, district, and grassroots levels is currently a better strategy
(Taylor 2009). Nevertheless, in the area of professional qualifications and training, it is very important to invest,
because this will improve the capacity of Cambodia as a whole, whether or not MOWRAM is capable of
capturing and retaining qualified staff.
Decision making in MOWRAM is centralized, and budget and approval delegation to the provincial level
is minimal. This situation can only persist because, apart from design and construction projects, little other
activity is occurring. An example is the registration of farmer water user communities (FWUCs) at national
level instead of at the provincial or district level (Taylor 2009). These limitations have, in turn, meant that the
provincial department capacities remain limited. In line with the decentralization and deconcentration policy,
administrative and financial decisions should be delegated further.
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Both donor- and nationally funded projects are managed through the central project management
office, its units, and subsidiary provincial project implementation units. The project management office and
its structure are not shown on the organizational chart of MOWRAM as it is outside of the line management
structure. The project management office reports to the minister via a project manager for each project,
who may be at the secretary of state level. The project management office’s financial accounting system
is separate from that of the ministry, and funds do not flow through the Department of Finance or line
departments (Taylor 2009).
The establishment of a project management office with project management units and project
implementation units outside of line departments has created overlapping mandates of line departments
and the project management offices. Staff members have been attracted from departments into the project
management units, because funding arrangements are more free and workable than in the ministry itself
(Taylor 2009). Thus, key issues for the management of the water sector is that the further support of the
project management office system is counterproductive, as it contributes to the continuing underutilization
of the line departments and, as a consequence, erodes their ability to carry out their mandated tasks. The
desire to place projects with the appropriate line department should be further discussed within MOWRAM
(Taylor 2009). In addition, it will be necessary for the financial management arrangements to comply with the
following (Taylor 2009):
(i)

The Medium-Term Expenditure Framework is introduced and operational throughout the
ministry.

(ii)

Project funds are routed to the line department accounting system under framework codes.

(iii)

Staff members responsible for implementation activities in MOWRAM are not placed in a unit
that removes them from either (a) normal lines of authority under the departmental structure; or
(b) the ministry financial system, reporting requirements, and audit mechanisms.

These measures are designed to ensure that the project is embedded within the ministry and that
knowledge and capacity transfer is improved, and financial accountability is enabled.
Provincial level. The provincial offices of MOWRAM need to strengthen capacity to implement
national and subnational programs. There is usually no more than one member of staff with an engineering
qualification, and that person is usually the director who is therefore consumed by management and cannot
work as an engineer.
The bulk of activity of the provincial departments involves small-scale construction projects and
responsibility for irrigation and other works in the province. These departments are responsible for operating
dams and reservoirs and, in theory, for the maintenance of the works. However, they have limited funding for
maintenance and may not have much knowledge of structures. Administration and financial management
capacity may also be low (Taylor 2009). Another responsibility of the provincial departments is to organize and
oversee the functioning of FWUCs after they are set up. The provincial departments are often a joint signatory
to the FWUC bank account and must agree to the expenditure of funds by the chair of the FWUC.
The provincial department structure follows the head office structure of MOWRAM, with departments
for water resources management and conservation, water supply and sanitation, irrigated agriculture,
hydrometeorology, and administration and human resources. Some departments are more notional than real,
such as the Department of Water Supply and Sanitation (Taylor 2009).
The provincial level is the logical level for the main activities in the following areas (Taylor 2009):
(i)

The planning, design, and construction of works that do not require national attention;

(ii)

The operation of hydraulic works in the province not undertaken by farmers;
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(iii)

The maintenance (including asset management planning and budgetary planning) of hydraulic
works in the province;

(iv)

Assistance to farmers to enable them to manage their level of irrigation works and activities
successfully and sustainably;

(v)

Water rights and conflict issues outside of the scope of farmer organizations; and

(vi)

Measures to remedy provincial river channel, drainage, and flooding problems, including the
investigation, design, and construction oversight for relevant works.

These are logical roles for the provincial departments and are not necessary for the national level to
undertake, except in cases where large expenditures are required, high levels of technical expertise must
be applied, or a project of national significance is involved. If undertaken at the provincial level, these
responsibilities would result in a considerable workload, but at present they are not being undertaken
comprehensively. It would also be consistent with the decentralization policies of the government to give
more formal responsibilities to provincial offices.
District level. The district level of MOWRAM is very limited in staff and function. District offices are usually
staffed with a single person who is not technically qualified and whose function is mainly as a liaison between
the commune level and the provincial level (Taylor 2009). In some districts, MOWRAM does not have its own
office, and the district officer may be located at the district office of MAFF. For this reason, irrigation scheme
management and FWUCs link directly to the provincial offices (Taylor 2009).
It will be more appropriate in the long term for the district function to be upgraded and for
management and operation issues between irrigation schemes and MOWRAM to be handled by a district
office (Taylor 2009). The district level of MOWRAM should be built up to help farmers manage irrigation
at the appropriate levels by (i) assisting farmers to form farmer irrigation organizations, (ii) supporting
irrigation organization operations and management, (iii) providing or facilitating general technical support
for irrigation, (iv) facilitating training and development of farmers in irrigation skills and knowledge, (v) liaising
between provincial departments and farmers regarding maintenance and refurbishment requirements, and
(vi) facilitating the financing of irrigation improvements.

5. Rural Infrastructure Sector
Policy issues that affect rural infrastructure provision include continued underinvestment and underallocation
of funds. This is particularly the case from the government’s own sources due to a lack of clarity in policy
on fiscal allocations for investment in physical capital infrastructure and public works. Several policy issues
affect the efficient use of limited finance; the most important of these is the underinvestment in operations
and maintenance. In the water sector, this is manifested by the failure to enforce reasonable levels of cost
recovery for irrigation scheme maintenance, and the abrogation of FWUC responsibilities leads to premature
asset deterioration.
Policy and institutional problems with operations and maintenance include (i) generalized underfunding by
national government agencies; (ii) inability of subnational authorities and communities to raise sufficient funds
for operations and maintenance, and the inability to plan on a lifecycle basis; (iii) discontinuities in planning,
such as the high-level objectives set by ministries and the lists of investment projects submitted by provincial
authorities, which do not match, resulting in projects being financed without any regard to operations and
maintenance implications; and (iv) inappropriate technical standards being applied at the design stage without
any real consideration of the ability to fund the ongoing operations and maintenance obligations.

98

Rural Development for Cambodia

Policy issues for sustainable transport include (i) market-based pricing mechanisms such as levies,
fines, betterment taxes, and road tolls to create sustainable transport funds (including hypothecated
taxation revenues); (ii) more focus on the end users of transport services and better accounting for
environmental costs in project evaluation; and (iii) a closer scrutiny of issues regarding rural roads and
network development such as excessive land take, use of recycled road construction material, and the
extent of local resource requirements.
Institutional issues include (i) the need to strengthen capacity at the national and subnational levels,
(ii) locating rural infrastructure interventions in the context of the ongoing decentralization and deconcentration
process, (iii) promoting effective community participation, and (iv) dealing with climate change impacts.
Decentralization and deconcentration are still evolving, and despite legislation that decentralizes functional
responsibility, actual authority and capacity at the local level are still limited. Authority may be devolved, but
the capacity of lower levels of government to plan, implement, and manage rural development infrastructure
limits infrastructure provision. Once built, the ability of local administrative levels to raise revenues for cost
recovery and for operations and maintenance will be limited and needs to be reflected in investment design,
implementation arrangements, and capacity development for effective and efficient results. Issues include the
efficiency of public infrastructure and finance and utilities, subsector regulatory and contractual arrangements,
and financial flows through levels of government.

6. Institutional Issues with Farmer Organizations
There has been a proliferation of committees and cooperative bodies in which farmers can participate. At the
village level, it is common for the following to exist: (i) agricultural farmer cooperatives, (ii) community disaster
committees (in flood- and drought-prone areas), (iii) savings committees or cooperatives, (iv) community
forest organizations, (v) community finance organizations, (vi) community fisheries organizations and other
commune-level committees, and (vi) FWUCs.
The most relevant formal organizations in the agriculture and water sectors are the FWUCs, which are
registered under the Water Law. In larger irrigation schemes, a scheme-wide FWUC is established, and
subgroups are created to report to the central committee. Further, farmer groups are vital, established as
cooperatives by MAFF, which enables them to enter into contracts and conduct business as a group. These
have been operating as commercial bodies, able to attract finance in various ways. The corporate structure of
the farmer organizations set up by MAFF, under the Law on Farmer Cooperatives, allows them to engage in
commercial activities. A question is whether irrigation organizations would benefit from a similar legal status.
For instance, the ability to contract out activities such as maintenance or construction could be an advantage
for irrigation farmers (Taylor 2009).
The formal FWUC program results in the registration and setting up of a committee under the regulation
pursuant to the Water Law. A chairperson and committee members are formally appointed, and an office
building may be located or provided. For larger schemes, a system of subcommittees is organized. The
main responsibilities of FWUCs are to undertake operations and maintenance of minor canals, organize the
contribution of labor for routine main canal activity, and collect water user fees from farmers to fund these
activities (Taylor 2009).
FWUCs have been seen as relatively ineffective in turning over real management from the provincial
departments to farmers due to the lack of training and capacity of FWUC members and the farmers. This has
not been supplied by the ministry or by provincial departments, as the provinces do not have the capacity
by themselves.
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The main issues with the strengthening of FWUCs are as follows (Taylor 2009):
(i)

The FWUCs are registered at the national level with MOWRAM, and the provincial departments,
in practice, have joint control of their financial accounts and liaise with the FWUCs on programs
and activities. The district office does not have a defined role in supporting or overseeing
the FWUCs. There is no reason why they cannot be registered by the province or even the
district. The district office should become the main support and capacity development arm
of the ministry. At present, the district office is not capable of providing technical support.
A strengthening strategy is required that involves staffing, training, and budget allocation.

(ii)

FWUCs are not independent of MOWRAM. The central role of FWUCs as presently constituted
is to empower the committee to collect fees from farmers for irrigation works. However, the
account is jointly controlled by the provincial departments, which must sign off withdrawals by
the FWUC chairperson and treasurer.

(iii)

The financial affairs of FWUCs are controlled by the provincial departments, although the fees
are collected from the farmers themselves. Although it is wise for the ministry to exercise some
oversight over the activities of the farmer organizations (and a proper audit procedure should
apply to collected fees), it is desirable that the farmers become as self-determining as possible
and that their finances are at their own disposal. The pilot training interventions of the Technical
Services Center (TSC) of MOWRAM appear to demonstrate that farmers, when properly trained,
are capable of more development and management work in irrigation schemes than has been
assumed. Ultimately, the financial control of the provincial departments should be cut, and
farmers allowed to determine how the money is spent. This may not readily come about without
procedures that allow the farmers to choose their leaders at regular intervals.

There is a need to set up a cooperative organizational structure for farmers. The creation of separate
agriculture and irrigation committees or organizations is not a problem provided that (i) they are not attempting
to undertake the same activities competitively, and (ii) relevant activities are undertaken cooperatively or
there is adequate communication between them. However, there must be a general understanding between
MOWRAM and MAFF about who will do what (Taylor 2009).

7. Planning, Budgeting, and Financial Management Activities and Systems
Discussions with MAFF, MOWRAM, and MRD indicated that there is a gap between the annual work
plan activities being carried out by technical departments and the information available to administrative
departments, which hampers the planning and budgeting functions. For example, the planning departments
under MAFF, MOWRAM, and MRD do not have a clear idea of the particular projects or activities being
implemented by the various technical departments and thus cannot align these activities with the national
strategies being developed at higher levels of the ministries. The finance departments are only responsible
for being the liaison between technical departments and MEF in passing on budgetary requests and the
subsequent budget allocations, and have no oversight on actual expenditures.
At the provincial level, the gap is even more pronounced, as the decentralization and deconcentration
reform has resulted in provincial departments being responsible to the provincial governor for expenditures.
At the same them, they are not providing MAFF, MOWRAM, and MRD with reports on plans or budgets. While
the Department of Finance is responsible for passing on MEF allocations, it is unable to receive adequate
feedback from the provincial level to enable a proper monitoring and evaluation system to be put into place.
The asset management procedures follow MEF guidelines but are limited in that there are no policies on asset
replacement or asset maintenance.
With the separation of MOWRAM into a general directorate of administrative affairs and a general
directorate of technical affairs, each of the technical departments has an administrative unit but not a dedicated
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finance unit. Financial responsibilities are undertaken by administrative staff. One of the proposed solutions
to the coordination issue is to establish a dedicated finance unit in each technical department staffed with
trained accountants who could then liaise directly with the Department of Finance and provide the necessary
feedback to enable the department to oversee financial disbursements and expenditures.52
Discussions with MOWRAM indicate that the Medium-Term Expenditure Framework Financial
Management Information System, currently being piloted in MAFF, needs to be expanded to include
MOWRAM and MRD. The use of a consistent financial management information system across ministries
and within ministerial departments will go a long way to enabling higher-level financial and planning units to
access information and coordinate the implementation of national strategies throughout the system.
In terms of national budget expenditures, ministries do not control government budget allocations, as
these are tightly held by MEF. Ministries must seek MEF’s approval for spending on an item-by-item basis
before the funds are disbursed to them. Similarly, ministries receive funds for salaries directly from MEF but
do not have much control over expenditure for other items. Further, MEF may decide to make arbitrary cuts
to approved budget allocations for a project, which, in some cases, have rendered the project ineffective.
Within MAFF, MOWRAM, and MRD, the finance departments have difficulty getting full information on the
spending of the line departments, receiving only general statements of monies spent. MEF therefore exerts
controls, not by post-expenditure audit and review, but by controlling the funds disbursement stage, a strategy
that hinders ministry performance. In MOWRAM, the finance department has no role in control or review
of funds assigned to the project management offices or project implementation units because they report
directly to the minister. Similarly, in MAFF, the finance department has no oversight on project management
units from donor projects as only line departments are obligated to report budgetary expenditures.53
Some management consequences of these practices (in addition to the gross limits on the availability of
finance) are the following:
(i)

Line departments may be severely restricted as to their funding sources, and often find it difficult
to operate. For instance, budgets allocated by the Council of Ministers are not guaranteed to
be passed on by MEF.

(ii)

There is no financial flexibility even at the petty cash level, so routine activities can be restricted
or halted.

(iii)

Ministry staff members often seek additional work outside of the ministry, as workable projects
do not exist on which they can spend their time.

(iv)

The lack of institutional improvement is serious because it means that the government ultimately
has limited ability to undertake activities by normal administrative means and must use special
measures to get things done. So long as construction projects are being financed by external
lenders and donors, the operational inadequacies of ministries are masked to some extent.
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The situation for MAFF is similar in that there are difficulties in coordinating budget and planning functions between departments.
Under the ADB-funded Agriculture Sector Development Program, recommendations were made to separate the general directorate
into a general directorate of administrative affairs and a general directorate of technical affairs to streamline the budget and planning
functions and provide higher-level oversight to individual line department activities. MAFF felt that such a separation was not necessary
and that a planning and budget formulation unit at the general directorate level would provide the same functions and level of oversight.
Discussions within MAFF are ongoing as to the feasibility of separating administrative and technical functions at the subgeneral
directorate level.
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Put simply, under the Medium-Term Expenditure Framework, line departments are obligated to submit Form P4 (Activity Profiles), which
detail sources of funding from internal and external sources. Since project management units are formed to manage donor projects
and are therefore outside of the line department mandate, the finance departments are unable to report how official development
assistance funds are spent.
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The Council on Administrative Reform has been rolling out a reform program in some ministries,
but it has not yet been applied to MOWRAM. It may have the potential to improve some of the
difficulties described above, but will not address the salary problem.

8. Salary Supplementation and Allowances
The chief constraint on ministries in Cambodia is the low level of salaries available to government staff
members, including at the director level. The official salaries of technical staff members are $80–$250 per
month depending on seniority, clearly not enough to live on. Therefore, staff members often take alternative
work. For MAFF, MOWRAM, and MRD, alternatives include private sector hiring and working directly on
externally funded projects where the remuneration is higher. Other sources for senior officials may include fees
for participating in various committees. Thus, staff members are not available to work within departments of
the ministry unless special funding is available, nor can they gain experience in their field through the ministry,
only through working outside. While the capacity of individuals may be improved, institutional capacity is
not advanced.
Both donors and the government recognize that donors and NGOs bear some of the responsibility in
ensuring that provincial and district staff members are adequately compensated for their efforts. As such, the
secondment of government staff members to donor and NGO projects does little to ensure the longer-term
sustainability of government institutions, as they tend to choose the best-qualified staff members and leave
the rest behind to pick up the workload.
This problem is one that cannot be resolved at the level of the ministry because it is government-wide
and requires a significant change in policy and funding. Donors have attempted to address the problem
by creating the Merit-Based Pay Incentive Program, which was canceled in December 2009.54 Under this
program, some staff members became eligible for additional salary incentive payments up to $100 per month.
However, payments at these levels do not make up the difference between government and private sector
pay rates, which may differ by $400–$600 per month.
External inputs to staff salaries could come from donors in two ways: (i) via projects where incentive
payments are made or where staff members are hired directly on higher salary rates, and (ii) through
budgetary support mechanisms (following the Paris Declaration on Aid Effectiveness). These measures would
be temporary, but if budgetary support is provided directly to the government for ministry salaries, the core
responsibility of the government to remunerate its staff adequately could be undermined.
There have been some efforts by donors to ensure that government agencies at the provincial and
district levels maintain their cadre of skilled personnel. The Australian Agency for International Developmentfunded CAAEP (II) Project implemented a scheme where provincial departments were contracted out as an
entity to provide project services (e.g., agro-ecosystems analyses), thereby ensuring that government staff
members were retained within their departments, the departments’ capacities were built, and the directors
of departments could manage staff time allocations across different priority areas. The direct contracting
of provincial departments, coupled with transparent contracting arrangements (e.g., publishing of contract
terms and conditions as well as staff members allocated to specific tasks), may provide a mechanism through
which all donors can cooperate with ministries and provincial departments while ensuring institutional capacity
building, merit-based pay incentives, and efficient project implementation.
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The decision to terminate salary supplement schemes was taken within the framework of measures to address the adverse impact of
the global financial crisis and to maintain macroeconomic stability. The government’s wage bill had increased drastically in the last few
years, reaching 49.0% of total current expenditure (4.8% of GDP) in 2009. If the program had been expanded to other line ministries,
the wage bill could have been higher than 5.0% of GDP in 2010, which is much higher than in many countries in the region.

VI. Binding Constraints
to Rural Development

I

n this section, the growth diagnostics framework of Hausmann, Rodrik, and Velasco (2005) is used to
identify a set of critical and binding constraints to poverty reduction, improved productivity in the rural sector,
and improved private and public engagement in increasing value added (Figure 40). Basically, the critical
constraints fall into five main areas: (i) low levels of technology adoption and human capital required to utilize
such technology; (ii) poor infrastructure (e.g., rural roads; irrigation; and postharvest storage and handling,
processing, transport, and logistics); (iii) microeconomic risks to appropriation of returns (e.g., property rights,
corruption, and the business-enabling environment related to taxation and fees); (iv) difficulties in coordinating
markets and marketing through formalized mechanisms of exchange; and (v) difficulties in accessing
finance for agricultural investments, including the high cost of finance relative to the economic returns to
investment in agriculture and agro-industry. Many of these critical constraints are interlinked. Unequal access
to opportunities manifests itself in fewer educational opportunities for the poor and reduced health outcomes,
which in turn are linked to human capital constraints. The uneven playing field for the poor relative to the rich
manifests in unequal access to infrastructure, productive assets such as land and credit, and policy outcomes
that discriminate against the poor.
Fundamentally, the underdeveloped nature of infrastructure and its unequal access are primary binding
constraints to rural development and poverty reduction. However, only when the fiscal situation sufficiently
improves will the government be in a position to allocate more resources to infrastructure investment.
Improved infrastructure alone is not enough to lower the cost of doing business and to stimulate private
investment. Better infrastructure has to be accompanied by investor confidence, which can be improved
through the government adequately addressing governance concerns by implementing initiatives aimed at
reducing corruption and strengthening the rule of law.
Removing weak financial intermediation, inadequate infrastructure, and weak investor confidence
will result in increased private investments from domestic and foreign sources. Yet to ensure that growth
can be sustained at a high level similar to that achieved by many Southeast and East Asian economies in
recent decades, the government will also need to address market failures (e.g., information and coordination
externalities) to encourage investments in diversifying and expanding the manufacturing sector and agrobased exports, and in upgrading the level of technology.
The core problem of binding constraints to rural development manifests itself in low levels of private
investment and entrepreneurship in the rural economy. This, in turn, has impacts throughout the economy,
resulting in low levels of diversity in production, low incentives to invest in agricultural and rural industries, and
a lack of competitiveness in the rural sector.
Rural business ventures need financial, technical, and managerial assistance aimed at improving their
profitability. Primary producers and small and medium-sized enterprises (SMEs) are limited in their ability to
diversify because of traditional agricultural and processing practices. They are unable to break into new crops
or new products, and to some degree, are locked into them by donor and government programs that only
present information on how to produce more of the same thing. With little likelihood of seeing higher profit
margins, there is little incentive to invest in better high-priced inputs, machinery, or infrastructure.
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Figure 40

Growth Diagnostics for Cambodia, Binding Constraints, and Interlinks
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Further, marketing opportunities are not linked to increased production. Since little attention is paid to
quality control and assurance (except by the consumer), there is no incentive to produce a premium product.
There is no competitive advantage, or incentive, associated with better prices and increased demand for
products. These negative aspects of the three issues—lack of diversity, lack of competition, and poor incentives
to change—lead to further depression in the rural sector.
Income in rural areas remains depressed in the face of poor prices and rising production costs. While
daily labor wages have nearly doubled during 2010–2011, they have only barely kept up with the increases
in food and energy costs. Rises in agricultural input costs have not been matched by higher sale prices
for produce.
Low employment in rural areas is also a chronic problem. As daily labor costs rise, primary producers
and processors look for ways to either diversify into less-demanding agricultural activities. A case in point is
the massive abandonment of corn, soybean, sesame, and mung bean crops in favor of cassava, which can
be sold while still in the ground to processors who will pay for the crop and cover labor costs.
Without growth, or even the prospect of future growth, there will be a continued downward spiral. The
problems become indicators of the future and without meaningful interventions, there is little to indicate an
optimistic future for the rural residents of Cambodia. It is easier to leave the land and try their luck in urban areas.
An analysis of the 2004 Cambodia Socio-Economic Survey (CSES) data on poverty by the
World Bank (2007) indicated that poverty reduction and equity goals will be served by public investments
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in productivity-enhancing infrastructure such as roads and irrigation; public spending on basic services
to enhance human capabilities; and policies to improve land tenure, encouraging investments in land. In
particular, infrastructure such as roads and irrigation is crucial for improving and stabilizing the livelihoods of
rural households and providing access to markets and key social services. While a small number of farmers
can afford to invest in small-scale irrigation structures, the majority depends on the government to provide
these resources. Investments in irrigation are needed to raise and stabilize agricultural productivity and
diversify crop production. As noted above, while irrigation infrastructure is not a primary binding constraint,
it follows closely after the provision of technical knowledge and improved inputs.
The accelerating demand for food produce in Southeast Asia is likely to continue at an accelerated
pace for the foreseeable future. Efficient producers of basic and processed food commodities, using highintensity methods on well-organized and well-managed water resources systems will enjoy a competitive
market position. These systems should be able to deliver a range of products to maximize the returns to rural
enterprises and their associated value chains. Cambodia, lying at the heart of a market comprising several
hundred million persons (Cambodia, the People’s Republic of China, the Lao People’s Democratic Republic,
Thailand, and Viet Nam), is strategically placed to capitalize on its favorable geography and productivity.
Importantly, the diverse agro-ecological and climatic variations in the country’s farming systems enable
Cambodia to produce a wide range of high-valued agricultural and agro-industrially processed products
destined for local, national, and regional markets, provided that land tenure, infrastructure, market access,
and financial intermediation issues could be addressed.
Improvements in productivity, processing efficiency, and export opportunities are the desired outcomes
of any sector development strategy. These should be broad-based and not targeted toward any particular
commodity or market to enable the private sector to make the most of its entrepreneurial skills in investment
strategies. The challenge for the government and donors is to turn the core problem of low levels of private
investment and entrepreneurship in rural areas and the associated binding constraints into solutions.
Reformulating the core problem into a core objective implies that a successful intervention would give rise
to higher levels of private investment and greater entrepreneurship. This would have consequent impacts
in a greater diversity of production; increased incentives to invest in agriculture and rural industry; improved
competitiveness; and higher incomes, increased employment, and finally higher economic growth in rural
areas. The overall impact of the intervention would be more growth in business, a vibrant rural economy, and
a reduction in poverty.
The potential for agriculture as a driver for rural economic growth lies not so much in specific products or
processes, but in overall increases in efficiency arising from the removal of subsector-wide constraints. While
it is important to address these constraints, the analysis and discussion in this report points out that once land
tenure, human capital, infrastructure, market access, and access to credit have been achieved, movement
of smallholder farmers along the commercialization path to improved household incomes will occur only
after the enabling environment of value chains have been addressed. However, it is clear that there are some
specific areas in which considerable benefits could be realized.
Most of the constraints identified are well recognized and have been the focus of the government’s
policy and reform agenda in recent years. Thus, this report confirms their continued relevance and points to
the need for more concerted efforts to overcome them. Other critical constraints identified have been less
recognized and discussed, therefore, the report offers some new thinking and insights into the development
problems that Cambodia faces.
Actions are needed to promote the use of modern technology in production and postharvest storage
processes; expand investment in agricultural research and development; strengthen rural infrastructure,
particularly roads and irrigation drainage systems; develop markets and institutions; improve financial
intermediation; and improve access to health and education services. The following priorities are proposed to
address the constraints and are for the government’s consideration.
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Security of land tenure is a precondition for investment in productive activities. As a priority, the
government and donors should speed up and extend the Land Management and Administration Project
(LMAP)55 land-titling program. The majority of current land disputes, both in agricultural and commercial real
estate, can be traced to disagreements over the validity of land titles. Governance issues and the rule of law
can only be addressed once an objectively verifiable title or contract can be produced.
Well-defined property rights improve private appropriability of returns, and owners with secure land titles
are more willing to invest in higher-risk and potentially more lucrative activities, such as irrigation and drainage
systems, perennial trees, and vegetable and cash crops. Land titles enable titleholders to use these as
collateral for production and working capital loans. The evidence demonstrates that secure land tenure on
private plots raises revenue, yields, productivity, rental and sales value, as well as household consumption
(NIS 2004; World Bank 2007).
The poor can benefit most from improvements in agricultural productivity and technology. It is
clear that Cambodia has to focus on the agriculture sector to achieve pro-poor growth and thus poverty
reduction. As the majority of the poor live in rural areas and depend on agriculture, higher agricultural growth
will provide food security by increasing supply, reducing prices, and raising incomes of poorer farm households.
These can be achieved by improving value-added production through the implementation of good agricultural
practices, good manufacturing practices, and organic certification systems.
The huge potentials in agriculture can only be tapped through better-informed farming practices
to increase yield (thus production) with minimal effort, even without a quick expansion in cultivated land.
Agricultural productivity of the major staple crop, rice, is far from its full potential and can be increased
substantially. Productivity can be improved by introducing new seeds, using fertilizers and pesticides, and
improving irrigation and drainage systems. For example, Viet Nam and Indonesia have achieved twice that of
Cambodia’s average yield under similar weather and soil conditions. Thus, a clear, coherent strategy for the
rice sector needs to be formulated around the dual objective of achieving food security and exporting rice.56
The promotion of modern technology and crop diversification should be tailored to local conditions. For
example, fertilizer response rates with respect to nonrice crop yields are impressively high in the northeast
mountain provinces (Yu et al. 2008). However, poor road and market conditions prevent local producers
from benefiting from this comparative advantage. More investments in infrastructure could enable farmers to
collect the latest market information and transport their produce to Phnom Penh and other regional markets.
Concomitantly, an expansion of the technology frontier through agricultural research and development
to improve yields has become increasingly important, especially under difficult farming conditions such as
in upland regions. This will need to be supplemented with measures to counter the adverse impacts of
decreasing soil fertility.
For the development of the rural economy, it is important that the commercialization of agriculture
creates links between agricultural production and downstream agro-industries, post-farm gate processing,
and support services to ensure that smallholder producers obtain a reasonable income. By facilitating the
participation of the private sector and providing markets and local employment, there will be a greater
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LMAP was a Royal Government of Cambodia–implemented land-titling project partly funded by the World Bank, Canadian
International Development Agency, and German development cooperation through GTZ. Despite extremely negative outcomes in
relation to land-rights issues outside of LMAP areas (and subject to a World Bank operations freeze in Cambodia as a result), the
project did achieve its primary goal of issuing more than 1 million land titles, providing security of land tenure to those households that
have had their titles awarded to them.

56

Given that Cambodia has an annual surplus averaging 4 million tons of paddy, the food security issue, at least on a national level, is
of less importance—geographical and distribution issues of food self-sufficiency notwithstanding.
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income-earning opportunity (on-farm and off-farm) for the rural poor, with the government more likely to
achieve its vision of transforming agriculture into a driving force to attain higher economic growth.
To leverage the benefits from improved productivity and technology, the poor can benefit
substantially from increased access to education and vocational opportunities. Schooling has high
returns to individuals in terms of increased earnings, and there is a direct correlation between higher levels
of education and higher average incomes and standards of living. In addition to formal education systems,
opportunities for adult education in terms of agricultural extension and business training will provide substantial
benefits to the rural population. Further strengthening of the formal schooling system for children and youth
needs to be carried out, as well as the establishment of adult and continuing education systems for those
who have not had the opportunities before.
Improved access to education needs to be addressed through a multifaceted approach with interventions
situated within an overall long-term strategy to (i) expand access and strengthen the quality of general
education; (ii) strengthen the quality of higher education, including technical education; and (iii) strengthen
the Technical and Vocational Education and Training system so that it can respond to the needs of both the
rapidly growing urban economy and the underdeveloped rural economy. However, provision of education and
skills needs to be complemented by strong links with industry, partnerships with the private sector, and an
enabling policy framework that places an adequate and appropriate focus on employment generation and
rural development.
There is a direct correlation among poverty reduction, increased labor force participation, and
improvements to health services. Plans to encourage a higher demand for health services, such as home
visits from health care staff or expansion of equity funds or a voucher system, have been a positive way to
increase utilization, particularly by the poor. This also broadens public health priorities, although commonly,
a lack of funds or transport difficulties are barriers to success. Potentially, the best option for this scenario is
for demand strategies to be coordinated and concurrent with the expansion of equity funds and communitybased health insurance.
Market failures and coordination issues need to be addressed. These can be improved by (i) providing
agricultural and technical advisory services at both the farm and processor level; (ii) strengthening links
and access to markets through the development of public–private sector forums, and formalizing dialogue
between stakeholders; (iii) developing contract-based production systems; (iv) linking value-added production
with higher-valued marketing systems through niche product identification and promotion, branding, and
labeling; and (v) providing timely and relevant market information and intelligence.
Diversification opportunities within the current resource base lie with crops other than rice, plantation
crops, and fisheries including aquaculture and intensive livestock. Continued focus on rice production,
particularly in subsistence or near-subsistence farming systems, may create a surplus of low-quality paddy
that could drive prices down and undermine efforts to raise incomes and generate employment in rural
communities. As a consequence, this emphasizes the need to integrate the production system with markets
and their price structures. Similarly, it highlights the role of SMEs in the rural economy to generate valueadded activities predicated on the availability of raw materials for processing.
Sustainable growth in the agriculture sector can be achieved through the commercialization of those
industries in which Cambodia enjoys a comparative advantage. The government thus sees the private sector
as the engine for economic growth while the role of the government is to establish the policy framework to
stimulate such development (RGC 2004, 2005a). A viable agricultural, agribusiness, and agroprocessing
sector will have the opportunity to influence and jointly fund its own research and contribute to the delivery
of extension services. To support commercialization of post-farm gate agriculture, effective institutions
are required to facilitate the integration of farmers and private enterprises into rapidly growing urban and
international markets.
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There are significant poverty alleviation impacts in improving rural road infrastructure. The
inadequate road system is a major bottleneck to economic development. Investment in rural roads yields
high returns to poverty reduction in developing countries (Fan 2008), and this has been demonstrated to be
the case in Cambodia as well (NIS 2004, World Bank 2007). Improving rural roads will help rural populations
gain access to key services, including education and health, and improve opportunities for nonfarm incomegenerating activities.
There is no one-size-fits-all recipe for higher rural incomes in all geographic regions. Each agro-ecological
zone has unique soil and water conditions, as well as infrastructure and human capital stocks. It is important
to target public investment with the highest impact on productivity and poverty, and to set up government
support programs accordingly. The effect of public investment could be enhanced if spatial variations are
taken into consideration during planning and implementation. For example, improved roads could increase
the yield of dry season paddy and other crops in the Plain Zone but has little impact on farmers in the
Plateau/Mountain Zone (Yu et al. 2008). Investment in road construction and rehabilitation will more likely to
generate additional income and alleviate food insecurity through increased agricultural yields and incomes in
the Plain Zone (Yu et al. 2008).
The government and donor community have achieved significant progress in reconstruction and
development of the major arterial road network in Cambodia. This should be continued, and a sufficient
operations and maintenance budget should be allocated to this valuable asset. Given the clear relationship
between poverty reduction and road infrastructure, now is an opportune time for the expansion of the national
infrastructure network to more remote areas, particularly in the northeast and north. Farm-to-market and
feeder roads need to be developed and maintained, which will provide opportunities for farm households to
secure inputs and market their products, provide opportunities for off-farm income-generating activities, and
provide access to education and health services.
Investments in irrigation and drainage infrastructure will reduce climatic risk, reduce yield
volatility, and provide food and income security to agriculture-based households. The government
and donors, such as ADB and the Japan International Cooperation Agency, have already invested heavily
in irrigation-based infrastructure. This development assistance focus should continue, and ADB and the
Australian Agency for International Development (among many other donors) have already indicated
a long-term commitment to irrigation infrastructure development. The evidence on the returns to largescale irrigation systems is mixed, as is the sustainability of publicly funded (or NGO-led) water user groups.
Accordingly, more focus should be placed on smaller-scale irrigation schemes linked with private sector–led
water user groups. The main issue in Cambodia regarding water is not a lack of water, but flooding and the
lack of drainage systems. There should therefore be an emphasis on flood mitigation and drainage schemes.
Financial intermediation needs to be improved. The issue of weak financial institutions must be viewed
with the understanding that the financial community in Cambodia is successful and robust. The real issue
is getting the institutions (particularly the commercial banks) to focus on the rural and agribusiness sector
and the profit opportunities it offers. The inability of rural enterprises and farm households to access financial
services is a source of raised production and distribution costs. As a result, farmers are undercapitalized and
have few means of adopting new technology, improving seeds, or using fertilizers. Rural credit in Cambodia
needs to be expanded such that credit is available easily and at reasonable rates. Land titling is a precondition
for collateralizing land assets, which can then be used for loans to provide much-needed funds for farmers
to purchase seeds and fertilizer.
From the rural business and SME perspective, there is a need for the (i) development of innovative
financial products for leveraging real assets and inventories to increase the amount of working and operating
capital available to traders and processors, and (ii) provision of agribusiness and finance advisory services to
financial institutions and agribusiness. These advisory services aim to improve the quality of risk assessment,
lending services, and financial products of banks and microfinance institutions for agribusinesses. These will
also improve the business skills of SMEs in managing and operating their businesses and increasing their
ability to access finance.

VII. Cause-and-Effect Analysis
for Rural Development and
Public Financial Management
in the Sector
A. Key Issues and the Identification of the Core Problem
This section is derived from the Strategy for Agriculture and Water, which presents the agreed-upon strategy
for rural development in the Ministry of Agriculture, Forestry and Fisheries (MAFF) and the Ministry of
Water Resources and Meteorology (MOWRAM) after wide consultations within the ministries, beneficiary
stakeholders, and development partners. The Asian Development Bank (ADB) has a particular interest in
the strategy as it forms the basis of both the upcoming Water Resources Management Sector Development
Program, as well as ADB’s Sector Assessment, Strategy, and Road Map (ADB 2010).
The analysis conducted in the previous sections of this report indicate a large number of constraints and
problems affecting the capacity of the MAFF, MOWRAM, and the Ministry of Rural Development (MRD) to
meet the goal to contribute to poverty reduction, food security, and economic growth by enhancing agricultural
productivity and diversification and by improving water resources development and management. These areas
for improvement can be grouped into six overall problem areas, such as (i) policy and legal framework are unable
to contribute to the development of the agriculture and water sectors; (ii) institutions, administration, research,
and education are unable to be effective in agricultural and water resources development and management;
(iii) the capacity to assemble and utilize agricultural and water-related knowledge, information, and technology
transfer is lacking; (iv) agricultural systems and community arrangements are unable to ensure that the poor and
food insecure have physical and economic access to sufficient, safe, and nutritious food; (v) management of land
and water resources and facilities is unsustainable and unrepresentative; and (vi) agriculture and agribusiness
are unable to make effective use of inputs and market opportunities, and are not diversifying production.
To achieve the above, there are institutional and public financial management (PFM) constraints and
problems that also need to be addressed as a precondition. These areas for improvement can be grouped
into three overall areas: (i) resource constraints and effective implementation of PFM measures, compliance,
and budgetary control; (ii) procurement inefficiencies leading to losses and suboptimal value for money; and
(iii) governance outcomes. These will take time to produce measurable impact.

1. The Core Problem
By developing a logical series of observations based on the preceding analysis in this report, the core problem
has been defined as: Agricultural productivity is stagnant and narrowly based on a few crops. Water resources
remain underdeveloped and underperforming. The Core Problem for PFM in rural development was defined as:
Reduced investment and funding pledges by the international private sector and donor community in support of
Cambodia’s economic and development opportunities are a result of underperforming PFM arrangements and
the operational risks from investment.
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Figure 41
Overall
Impacts

Rural Development Problem Tree

Persistent and
increasing poverty

Reduction and variation
agricultural output
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Reduction in
food security

Agribusiness and
agro-industrial
employment opportunities
lacking

Reduction in
beneficiary income

Slow and variable
economic growth

Area planted to
cash crops decreased

Value of agricultural
exports decreased

Impacts
Capital investment in
agriculture is low

Primary
Causes

Slow growth and
morbidity in
agribusiness SMEs

Irrigation services
are limited

Incidence of drought or
flood-affected farmlands
are increasing

Agricultural productivity is stagnant and narrowly based on a few crops.
Water resources remain underdeveloped and underperforming

Core
Problem

Immediate
Causes

Imported processed
agri-foods are increasing

Policy and legal framework
unable to contribute to the
development of the
agriculture and
water sectors

• Policy, regulatory
frameworks, and
laws are yet to be
fully implemented
• Legal framework
for agricultural
lands is not fully
developed
• Legal framework
for water licensing
and FWUCs is
incomplete
• Marketing policies
are fragmented and
inconsistent

Institutions, administration,
research and education
unable to be effective in
agricultural and water
resource development and
management

• Human resources
and management
capacity is
underdeveloped
• The planning,
budget, and
financial management
systems are not
fully integrated
across line
departments and
provincial departments
• Management
Information
Systems are not
implemented across
line departments or
provincial departments

Capacity to assemble and
utilize agricultural and
water-related knowledge
information and technology
transfer is lacking

• Organizational
structure and
mechanisms in
MAFF and
MOWRAM are not
able to handle the
new challenges
facing the
agriculture and
water sectors
• REE capacity
limited
• Research and
technology is
underdeveloped

Agricultural systems and
community arrangements
are unable to ensure that
the poor and food insecure
have physical and
economic access to
sufficient, safe and
nutritious food

• Community self-reliance
for food security and
poverty reduction
is limited
• The Institutional
and Policy
Environment for
Food Security and
Nutrition (FSN) has
yet to be developed

Unsustainable and
unrepresentative
management of land and
water resources and
facilities

• Water data
management needs
to be improved
• Integrated water
resource management is
unimplemented
• The development of
irrigation and water
management
infrastructures does not
take into account
local stakeholder needs
or the alternative options
• National land resource
assessments have
yet to be undertaken
• Productivity of
lowland rice soils is low
• Productivity and
sustainability of
upland soils is low
• Smallholder land
tenure security and
productivity is low
• The management of
state land resources
is underperforming
• The implementation
of land use and land
tenure policies are
haphazardly undertaken
with little understanding
of long-term impact

Agriculture and agribusiness are unable to
make effective use of
inputs and market
opportunities and are not
diversifying production

• Inputs and farm
production are
lacking
• Markets are
underdeveloped and
market
opportunities have
not been seized
• Extension and
outreach does not
cover all farmers
• Market
infrastructure is
limited

MAFF = Ministry of Agriculture, Forestry and Fisheries; MOWRAM = Ministry of Water Resources and Meteorology; REE = rural electricity enterprises;
SMEs = small and medium-sized enterprises.
Source: Author.

The identification of a core problem is the logical conclusion drawn from an analysis of the immediate and
primary causes as presented in Figure 41 and Figure 42, respectively.
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Figure 42

Problem Tree for Public Financial Management Reform in Rural Development

Overall
Impacts

Persistent and high
rural poverty levels

Slow and variable
economic growth

Low levels of service delivery
and agricultural output

Pro-poor development initiatives
unsustainable/low value for money

Low probability to meet
social progress toward MDGs

Low capital investment
in private sector

Unpredictable funds release
creates a system of arrears

Employment opportunities limited

Impacts

Reduced investment and funding pledges by international private sector
and donor community in support of Cambodia’s economic and
development opportunities

Core
Problem

•

•
•
•
•
•

Primary
Causes

Losses and
poor value for money
from procurement
inefficiencies

PFM policy, legal framework, and
budget control has limited
procedural and resourcing support

Immediate
Causes

•
•
•
•

•

•

Staff competency is limited in establishing and
implementing policies, procedures, and
reporting requirements
Overlapping mandates among a number
of agencies
PFM and public administration reforms in infancy
Insufficient fiscal checks and balances and limited
accessibility to public finances
BP is bargained rather than formula-based
MEF annual budget bears little relation to original
PBB planning and budgeting
Continuing inefficiencies in administering revenue
collection and enforcing compliance
Inefficient payroll and salary establishment control
Unrealistic projections for budget allocation and
limited resources to finance budget
Budget leakages — recording of transactions and
preparation of accounts subject to inaccuracies
and are noncompliant
Limitations in the quality of external audit function
and culture of nonresponse by management of
audited entities
Limited capacity of parliamentary oversight and
accountability systems

•

•

Procurement frameworks for
national and externally funded
procurements aligned to
international standards is
currently under review but
not yet operational
Limited compliance with
procurement rules and
regulations

•

Inefficient use of force account

•

Lack of competitiveness under
local procurement

•

Shopping procedures unclear

•

Tax administration needs
further strengthening

•

Narrow tax base

Anticorruption policy is sound
but has no measurable impact
in the short term

•

Anticorruption policy is not yet fully operationalized
and decentralized through specific procedures
and controls

•

Current procedures need strengthening to ensure
effective control over the relationship between
internal technical expertise and external
technical bids

•

Capacity development in Stage 1 of PFMRP was
limited and the capacity development in Stage 2
is yet to be fully achieved in line ministries and
subnational ministries

•

ADB’s A-C policy only applies to its own funded
projects as determined by loan/grant agreements
and is not fully enforceable in RGC-based
initiatives

•

The sanctions regime is being strengthened and
harmonized with Development Partners for
fraudulent and corrupt activity but is not yet
operational

ADB = Asian Development Bank, BP = budget plan, MDGs = Millennium Development Goals, MEF = Ministry of Economy and Finance, PBB = program-based
budgeting, PFM = public financial management, PFMRP = Public Financial Management Reform Program, RGC = Royal Government of Cambodia.
Source: Author.
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2. Impacts of the Core Problem
The impacts of the core problem are broken down as immediate and overall as shown in Figure 41 and
Figure 42, and are briefly discussed in their bottom-to-top relationships. The ultimate, and negative, impacts
to the economy are shown as the top set of boxes in Figure 41 and Figure 42.
Low capital investment in the private sector. Agricultural ventures need financial, technical, and
managerial assistance aimed at improving their profitability. Primary producers are limited in their ability to
diversify because of traditional cropping practices. They are unable to break into new crops or products and,
to some degree, are locked into them by donor and government programs that only present information on
how to produce more of the same thing and have limited rates of success. Coupled with reduced investment
from the public and private sectors due to concerns over the probability of returns to investment because of
weak PFM, and with little likelihood of seeing higher profit margins, there is little incentive to invest in better,
higher-priced inputs, machinery, or infrastructure, which in turn leads to low service delivery and reducing
variable industry output.
Low employment in rural areas. As daily labor costs rise, primary producers and processors look
for ways to either diversify into less-demanding crops. Slow growth in the rural economy is the result of
all the factors mentioned. Without growth, or even the prospect of future growth, there will be a continued
downward spiral and a low probability of meeting the Millennium Development Goals.
Income in the rural areas remains depressed in the face of poor prices and rising production costs.
While daily labor wages have nearly doubled in the last few years, they have only barely kept up with the
increases in food and energy costs. Rises in agricultural input costs have not been matched by higher sale
prices for produce. Increasing income inequality (whether real) fuels tensions among the sectors of society
and increases the risk of a destabilized civil society and an increase in crime.
Marketing opportunities are not linked to increased production. Since little attention is paid to quality
control and assurance (except by the consumer), there is no incentive to produce a premium product. There is
no competitive advantage, or incentive, associated with better prices and increased demand for their products.
Income in rural areas remains depressed in the face of poor prices and rising production costs. While daily labor
wages have nearly doubled in the last few years, they have only barely kept up with the increases in food and
energy costs. Rises in agricultural input costs have not been matched by higher sale prices for produce.
In the face of uncertainties in investment efficiency and effectiveness, private, public, and donor initiatives
become uncertain and result in development initiatives becoming unsustainable. Projects become funded on a
short-term basis, and when those appear not to be working, they are shut down, and funding is then allocated
to the next new idea. Unpredictable funds release creates a system of arrears, and budget credibility is lost.
PFM capacity gaps become the indicators of the future directions in development initiatives. Recognizing
that without meaningful interventions to address the weaknesses (and opportunities) in PFM reform there
would be little room for optimism, so the initiatives in this area by development partners is a welcome
development for the future of the rural sector in Cambodia.

3. Turning Problems into Solutions: The Objective Tree and Improved Sector Outputs
Reformulating the core problem into a core objective implies that a successful program would give rise
to enhanced agricultural productivity and diversification and improved water resources development and
management. This would have consequent impacts through greater diversity of production; higher success
rates in agriculture and water sector programs; improved competitiveness; and higher incomes, increased
employment, and finally higher economic growth in rural areas. The overall impact of the intervention would
be a higher growth in productivity, a vibrant rural economy, and a reduction in poverty (Figure 43).
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Figure 43
Overall
Impacts

Rural Development Objective Tree
Improvement in
food security

Reduction in poverty

Sustained
economic growth

Increasing
agricultural output

Increasing
beneficiary income

Agribusiness and
agro-industrial
employment increased

Area planted to
cash crops increased

Capital investment in
agriculture increased

Reduction in
imported processed
agri-foods

Increase in
agribusiness SMEs

Provision of
irrigation services
extended

Value of agricultural
exports increased

Impacts

Enhancing agricultural productivity and diversification and
improving water resources development and management

Core
Objective

Immediate
Means

A sound policy
and legal framework
to enable development
of the agriculture
and water sectors

• Policy, regulatory
frameworks, and
law are strengthened
• Legal framework
for agricultural
lands is developed
• Legal framework
for water licensing
and FWUCs is
developed
• Marketing policies
are strengthened

Primary
Means

Incidence of drought or
flood-affected farmlands
decreased

A sound institutional,
administrative, research
and education as basis
for effective work
performance in
agricultural and water
resource development
and management

A comprehensive and
coordinated capacity to
assemble and
utilize agricultural and
water-related knowledge,
information and technology
transfer

• Human resources
and management
capacity is built
• Improve the planning,
budget, and financial
management systems
• Management
information systems
are implemented

• Organizational
structure and
mechanisms in
MAFF and MOWRAM
are improved
• REE capacity is built
• Research and
technology is
developed

Agricultural systems and
community arrangements
that enable poor and
food insecure
Cambodians to have
substantially improved
physical and economic
access to sufficient, safe,
and nutritious food

• Community self-reliance
for food security and
poverty reduction
• Enhancement of
institutional and policy
environment for
Food Security and
Nutrition (FSN) and
an improved
information base

Sustainable and
prop-poor management
of water resources,
water management
facilities, water-related
hazards, and land resources
that is integrated, efficient,
and carried out in a
river basin context

• Water data
management is
improved
• Development of integrated
water management
• Continuation of the
development of
irrigation and water
management
infrastructures with a
more participatory design
and in a more
integrated way
• National land resource
assessments are
developed
• Productivity of lowland
rice soils is improved
• Productivity of upland soils
for sustainable
management and
utilization is improved
• Strengthening of
smallholder land
tenure security and
productivity
• Strengthening of the
management of
state land resources
• Strengthening the
implementation
and impact of land use
and land tenure policies

Agriculture and
agribusiness that make
effective use of inputs
and market opportunities,
are steadily intensifying and
diversifying production, and
deliver full benefits to farmers,
rural communities,
and other stakeholders

• Inputs and farm
production are
improved
• Markets are developed
and market opportunities
are expanded
• Extension and
outreach is improved
• Market
infrastructure is
improved

FWUCs = farmer water user communities; MAFF = Ministry of Agriculture, Forestry and Fisheries; MOWRAM = Ministry of Water Resources and Meteorology;
REE = rural electricity enterprises; SMEs = small and medium-sized enterprises.
Source: Author.
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The primary causes of the core problem also have primary solutions to achieving the core objective.
These are also presented in Figure 43 and form the basis for the proposed interventions outlined next.
Improvement can be grouped into six areas as (i) a sound policy and legal framework to enable development
of the agriculture and water sectors; (ii) a sound institutional, administrative, research, and educational basis
for effective work performance in agricultural and water resources development and management; (iii) a
comprehensive and coordinated capacity to assemble and utilize agricultural and water-related knowledge,
information, and technology transfer; (iv) agricultural systems and community arrangements that enable
poor and food insecure Cambodians to have improved physical and economic access to sufficient, safe,
and nutritious food; (v) sustainable and pro-poor management of water resources, water management
facilities, water-related hazards, and land resources that is integrated, efficient, and carried out in a river basin
context; and (vi) agriculture and agribusiness that make effective use of inputs and market opportunities are
steadily intensifying and diversifying production, and deliver full benefits to farmers, rural communities, and
other stakeholders.
In terms of PFM in the rural sector, the areas for improvement can be grouped into three overall areas as
(i) sound PFM policies, strengthened legal frameworks, and institutionalized budget control processes within
all three rural development ministries; (ii) increase procurement efficiencies, which will result in value for money
from investment projects; and (iii) good governance and an effective and enforced anticorruption policy.
The following two subsections provide an overview of the main program components and a program
logical framework for (i) the strengthening of the agriculture and water sectors, and (ii) the PFM systems
needed to be put in place to achieve the former objective.

B. Strengthening the Agriculture and Water Sectors:
Program Components and Logical Framework
The long-term program goal is “to contribute to poverty reduction, food security, and economic growth
through (a) enhancing agricultural productivity and diversification and (b) improving water resources
development and management” (TWGAW 2007, p. 11). This section briefly reviews the main program outputs
and provides a higher-level logical framework for illustrative purposes. The full program logical framework is
contained in the Strategy for Agriculture and Water program design document (MAFF and MOWRAM 2010)
and is summarized in Table 42.
The program is a rolling medium- to long-term program that would comprise 24 components arranged
over six pillars (Figure 44).
The six pillars of the strategy are designed as three enabling pillars and three core or implementing pillars.
Pillar A sets the overarching policies and enabling environment for the strategy, while pillars B and C provide
the capacity building to MAFF and MOWRAM for them to implement the activities. Pillars D, E, and F serve
as the main implementation vehicle for the strategy, concentrating on delivering interventions and services
in food security, water resources management and agricultural land management, and finally agricultural
business and marketing. It is worth emphasizing that crosscutting services such as gender mainstreaming
functions and extension services are fully embedded in pillars D, E, and F.
The program is designed at the national level with the aim of strengthening the enabling environment,
while mobilizing natural, human, and financial resources to empower national and subnational authorities,
communities, and families to manage agricultural and water resources; increasing the productivity of
agriculture; and enabling secure food supplies and economic growth in the face of increasing challenges
such as droughts, floods, and climate change.
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Figure 44

Strategy for Agriculture and Water Resources, 2009–2013 Implementation Pillars

Overarching Policies and
Enabling Environment

A. Policy
and
Regulations
B. Institutional
Capacity Building
and Human Resources
Development

Capacity Building
C. Research and Education

Implementing Pillars
of the Strategy
D. Food
Security

E. Water
Resource
Management
and
Agricultural
Land
Management

F. Agricultural
Business and
Marketing

Crosscutting Themes
Crosscutting Interventions and Extension Services

Source: Based on MAFF and MOWRAM (2010).

Overall program impact expected. The program will lead to significant longer-term impact of the
capacity of MAFF and MOWRAM to perform their mandated functions in the agriculture and water resources
sectors and to support the implementation of the implementing pillars D, E, and F. In relation to the intermediate
outputs contributing to the program goal, the program is expected to achieve the following results.
Output A. MAFF and MOWRAM will implement and enforce policies, plans, laws, and regulations for
which they are responsible. Ministerial prakas will be issued, devolving the implementation of development
programs to provincial departments, as mandated under the Organic Law.
Output B. Facilities and equipment will be improved. An increase in performance and output in
organizational capacity in planning, administration, management (i.e., financial and contract management;
human resources management; information management; engineering and public works; and project
management, monitoring, and evaluation) at the national and provincial levels will also be observed. Information
systems will be implemented. A gender unit in MAFF and MOWRAM will be functioning and fully funded to
implement gender-mainstreaming policies, and gender action plans will be updated yearly and implemented.
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Output C. Training institutes’ facilities and curriculums will be improved, and strategic and applied
research and technologies will be developed and adopted that are pro-poor, pro-women, and pro-environment.
Capacity for research, extension, and education will be built, and partnerships with national and international
institutes will be strengthened. Training will be provided to directors, senior staff, and provincial staff of the
MAFF and MOWRAM as well as to farmer water user communities (FWUCs). Agriculture processing technology
will be improved, and niche products will meet market needs. Commune councils and rural communities
will develop and implement community development plans for communal aspects of agriculture, agribusiness,
and water management, and all action plans will incorporate gender policy.
Output D. Beneficiary farmers will benefit from extension, technology transfer, improved production
training, and sets of low-input and improved technical packages. They will be organized into groups and
conduct smallholder farming activities based on the principles of sustainable and good agricultural practices
and natural resources management. Community projects will be implemented using participatory planning
techniques. Communities will be involved in the local planning processes under the provisions of the Organic
Law. Finally, food security concepts will be integrated into development programs and policy.
Output E. The Tonle Sap Authority will develop and implement an integrated water resources
management plan for the Tonle Sap and connected river basins. The MOWRAM and MAFF will develop
and implement a water resources and agricultural resources management data collection and dissemination
system. Provincial and local authorities, farmers, and other stakeholders will be involved in integrated water
resources management and irrigation infrastructure planning and implementation. An inventory and appraisal
of land and water resources will be carried out. Master plans and identified priorities for land and water
resources utilization will be implemented. Agricultural and economic productivity of lowland and upland areas
and cropping systems will be assessed, and subsequent land-use plans will be implemented. The MAFF
and MOWRAM will provide extension services for increased agriculture and water productivity in irrigable
and rainfed croplands; 100,000 hectares of wetland and dryland irrigation (25,000 hectares per annum)
will be constructed; and sustainable water management, harvesting, and use practices will be adopted
by beneficiary farmers. Land-use certificates will be provided to smallholder farmers, and communal land
rights will be provided to indigenous communities. The MOWRAM and MAFF will develop and implement a
drought and flood forecasting system that provides timely warning to local authorities and farmers on the likely
incidence and severity of events as well as appropriate drought and flood mitigation measures.
Output F. Beneficiary farmers will have access to rural financial packages and contract farming
agreements (i.e., agricultural insurance products, long-term loans through the Rural Development Bank
and financial institutions, and leasing arrangements) to provision agriculture and water public and private
extension services to increase and sustain agricultural productivity. Beneficiary farmers, agriculture
merchants, suppliers, and traders, through the coordination of a national network supported by the
Department of Agricultural Extension, will have adopted high-value crop production, appropriate farm
mechanization technologies, and alternative delivery mechanisms that are proven to increase agricultural
yields and quality. Marketplaces will have the human, financial, and infrastructure resources to store, grade,
package, process, and transport agricultural products. Farmers will be linked directly with high-value
markets, agri-clinics, and SMEs to enable trade in agricultural products supported by farmer marketing
schools, market-led extension services, farmer contract law, and subdecrees. Finally, exports in certified
processed agri-food products that meet international standards will increase by 20%.
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Table 42
Overall Goal:
To contribute to
poverty reduction,
food security,
and economic
growth through
(i) enhancing
agricultural
productivity and
diversification,
and (ii) improving
water resources
development and
management

Final Goal and Output: Harmonized Logical Framework for Rural Development

Budget

Indicators

Program =
$489,815,000;
program
management
support =
$11,480,000;
total program
cost =
$501,295,000

• Agricultural output increased by 20% over
4 years

Source of Verification

Assumptions and Risks

• Annual statistics

•
• Beneficiary income increased by 20% over
4 years
•
• Employment in agribusiness and agroindustrial sector increased by 20% over
4 years

MAFF and MOWRAM
annual reports
Monitoring and
evaluation reports

• Area planted to cash crops increased by
20% over 4 years
• Value of agricultural exports increased by
30% over 4 years
• Value of formal bank loans for capital
investment in agriculture increased by
25% over 4 years
• Volume of imported processed agri-foods
decreased by 20% over 4 years
• Number of agribusiness SMEs increased
by 10% over 4 years
• Area of cropping land with access to
irrigation services is increased by 100,000
hectares over 4 years
• Incidence of drought or flood-affected
farmlands reduced by 20% over 4 years

Output A.
Creation of a
sound policy and
legal framework
to enable
development of
the agriculture and
water sectors

$6,210,000

• MAFF and MOWRAM Assumptions
annual reports
Government accords
• Interministerial
high priority to program
circulars
implementation.
• Ministerial prakas are issued devolving the
implementation of development programs • Program
Resource allocations
to provincial departments, as mandated
management support are provided to fund the
under the Organic Law.
unit reports
program from donor and
• MAFF and MOWRAM implement and
enforce policies, plans, laws, and
regulations for which they are responsible.

• Steering committee
reports
• Subdecrees and
prakas’
• Technical report
• Project reviews

government budgets.
The market economy is able
to provide sufficient stimulus
to increase productivity and
diversify agriculture.
The investments outlined in
the program document are
net additive to the ongoing
or currently planned pipeline
investments.
continued next page
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Continued
Budget

Output B.
Creation of a
sound institutional,
administrative,
research, and
education basis
for effective work
performance in
agricultural and
water resources
development and
management

$16,145,000

Indicators

Assumptions and Risks

• Facilities and equipment are improved.

• Procurement records Risks

• An increase in performance and output
in organizational capacity in planning,
administration, management (financial and
contract management, human resources
management, information management,
engineering and public works, project
management, monitoring, and evaluation)
at the national and provincial level is
observed.

• Monitoring and
evaluation reports

• Information systems are implemented.

• Interministerial
circulars

• A gender unit in MAFF and MOWRAM is
functioning and fully funded to implement
gender-mainstreaming policies.
• Gender action plans are updated yearly
and implemented.

$57,245,000
Output C.
Establishment of
a comprehensive
and coordinated
capacity to
assemble and
utilize agricultural
and water-related
knowledge,
information, and
technology transfer

Source of Verification

• Training institutes’ facilities and curricula
are improved.
• Strategic and applied research and
technologies are developed and adopted
that are pro-poor, pro-women, and proenvironment.
• Research, extension and education
capacity is built, and partnerships with
national and international institutes
strengthened.
• Training is provided to directors, senior
staff, provincial staff of MAFF and
MOWRAM, and FWUCs.

• Graduation
certifications
• Training records
• National and
provincial annual
performance reports

The government’s
commitment wavers and
resource constraints hinder
implementation.
MEF does not approve
annual work plans and
budget allocations.

• Ministerial strategies
and development
plans
• Gender action plans
• Upgraded facilities
(site visits and
procurement records)
• Curricula
• Memorandum of
understanding
• International
cooperation
agreements
• Agriculture
processing
technology center

• Endorsed on-farm
• Agriculture processing technology is
technology proposal
improved, and niche products meet market
• Commune council
needs.
development plans
• Commune councils and rural communities
• Farmer organization
develop and implement community
development plans
development plans for communal aspects
•
Self-help group and
of agriculture, agribusiness, and water
small-scale project
management
implementation
• All action plans incorporate gender policy.
reports
• Ministerial strategies
and development
plans
• Monitoring and
evaluation reports
continued next page
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Table 42

Continued
Budget

Indicators

Source of Verification

Output D.
$44,665,000
Establishment of
agricultural systems
and community
arrangements
that enable poor
and food insecure
Cambodians to
have substantially
improved physical
and economic
access to sufficient,
safe, and nutritious
food at all times
to meet their
dietary needs and
food preferences
for an active and
healthy life

• Farmers are benefited by extension,
technology transfer, improved production
training, and sets of low-input and
improved technical packages.

$283,790,000
Output E.
Facilitation of
sustainable
and pro-poor
management of
water resources,
water management
facilities, waterrelated hazards,
and land resources
that is integrated,
efficient, and
carried out in a
river basin context

• The Tonle Sap Authority develops and
implements an integrated water resources
management plan for the Tonle Sap and
connected river basins.

• Subdecrees and
prakas

• Provincial and local authorities, farmers,
and other stakeholders are involved in
integrated water resources management
and irrigation infrastructure planning and
implementation.

• National and
provincial annual
performance reports

• Beneficiary farmers are organized into
groups and conduct smallholder farming
activities based on the principles of
sustainable and good agricultural practices
and natural resources management.
• Community projects are implemented
using participatory planning techniques.

Assumptions and Risks

• MAFF and MOWRAM
annual reports
• National and
provincial annual
performance reports
• Program
management support
unit reports
• Monitoring and
evaluation reports

• Steering committee
• Communities are involved in the local
reports
planning processes under the provisions of
• Policy review report
the Organic Law.
• Food security concepts are integrated into
development programs and policy.

• Ministry of Land
Management,
Urban Planning, and
• MOWRAM and MAFF develop and
Construction; MAFF;
implement a water resources management
and MOWRAM
and agricultural resources management
annual reports
data collection and dissemination system.

• An inventory and appraisal of land and
water resources are carried out.
• Master plans and identified priorities for
land and water resources utilization are
implemented.

• Program
management support
unit reports
• Monitoring and
evaluation reports
• Steering committee
reports

• Agricultural and economic productivity of
lowland and upland areas and cropping
systems are assessed, and subsequent
land use plans are implemented.
• MAFF and MOWRAM provide extension
services for increased agriculture and
water productivity.
• MAFF and MOWRAM provide extension
services for increased agriculture and
water productivity in irrigable and rainfed
croplands.
continued next page
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Continued
Budget

Indicators

Source of Verification

Assumptions and Risks

• 100,000 hectares of wetland and dryland
irrigation are constructed, and sustainable
water management, harvesting, and
land use practices are adopted by
beneficiary farmers.
• Land use certificates are provided to
smallholder farmers.
• Communal land rights are provided to
indigenous communities.
• MOWRAM and MAFF develop and
implement a drought and flood forecasting
system that provides timely warning to
local authorities and farmers on the likely
incidence and severity of events.
• MOWRAM and MAFF develop and
implement drought and flood mitigation
measures.
$81,760,000
Output F.
Facilitation of
agriculture and
agribusiness that
make effective
use of inputs
and market
opportunities, are
steadily intensifying
and diversifying
production, and
deliver full benefits
to farmers, rural
communities, and
other stakeholders

• Beneficiary farmers have access to rural
financial packages and contract farming
agreements (i.e., agricultural insurance
products, long-term loans through the
Rural Development Bank and financial
institutions, and leasing arrangements) to
provision agriculture and water public and
private extension services to increase and
sustain agricultural productivity.

• Commercial bank
long-term guarantees
• Commercial bank
credit lines
• Rural financial
systems
• Alternative
agricultural insurance
products

• Beneficiary farmers, agriculture merchants,
• Farmer contract law
suppliers, and traders, by coordination
and subdecrees
of a national network supported by the
Department of Agricultural Extension,
• 10 farmer marketing
have adopted high-value crop production,
schools
appropriate farm mechanization
• Ministry of
technologies, and alternative delivery
Commerce export
mechanisms that are proven to increase
trade records
agricultural yields and quality.
• National and
• Marketplaces have the human, financial,
provincial annual
and infrastructure resources to store,
performance reports
grade, package, process, and transport
•
Program
agricultural products.
management support
• Farmers are linked directly with highunit reports
value markets, agri-clinics, and SMEs
•
Monitoring and
(through information and communications
evaluation reports
technology applications and rural
• Steering committee
networks) to enable trade in agricultural
reports
products supported by farmer marketing
schools, market-led extension services,
• Memorandum of
farmer contract law, and subdecrees.
understanding
• Export of certified processed agri-food
products that meet international standards
increases by 20%.

FWUCs = farmer water user communities; MAFF = Ministry of Agriculture, Forestry and Fisheries; MEF = Ministry of Economy and Finance; MOWRAM = Ministry
of Water Resources and Meteorology; SMEs = small and medium-sized enterprises.
Source: High-level logframe from MAFF and MOWRAM (2010).
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C. Strengthening Public Financial Management for Rural
Development: Program Components and Logical Framework
This section briefly reviews the main program outputs of the recently approved Public Financial Management
for Rural Development Program, Subprogram 2 and provides a higher-level logical framework for illustrative
purposes, summarized in Table 43.
The program, approved by ADB and the government, is a rolling medium- to long-term program to guide
the implementation of individual projects and actions aimed at improving PFM in rural development through
(i) providing a sound PFM policy and legal framework; (ii) ensuring that budget control and procurement
practices are institutionalized; and (iii) ensuring that the government and ADB governance policies are made
fully operational and provide a measurable impact.
For the rural development ministries, the program supported the establishment of a PFM coordination
group, chaired by high-ranking senior management from MEF and empowering working groups in MAFF,
MOWRAM, and MRD with knowledge and skills associated with ADB capacity-building initiatives. This results
in working groups becoming the leaders for budget reforms and improved accounting processes in the three
rural development ministries. Major strides have been made in revenue management and the rationalization of
bank accounts, whereby the three rural development ministries are now making more use of the centralized
government system, contributing to improved revenue raising and expenditure rationalization. This, combined
with the adoption of Management for Development Results and monitoring and evaluation systems in budget
execution, has led to better use and allocation of resources, particularly in the formulation of the budget
strategic plan and budget plan for 2012–2014.
Overall program impact expected. As to intermediate outputs contributing to the program goal,
the program is expected to achieve (i) output 1, a sound PFM policy and legal framework; (ii) output 2,
institutionalized budget control and procurement practices; and (iii) output 3, the government and ADB
governance measures made fully operational and providing a measurable impact.
The program will institutionalize these governance regime elements and directly benefit targeted
beneficiaries. However, the program and the perceived governance program will have many knock-on effects,
such as increased capacity of government staff to create and manage budget formulation and expenditures,
and more efficient recording and reporting of budget execution against an agreed on and credible budget.
It will provide an integrated budget, incorporating program budgeting, budget strategic plans, and budgets
of externally financed programs and projects in ministry strategic budget plans and annual budget plans.
Accountability and transparency will be increased by the creation of budget entities and budget holders,
where both organizational and individual responsibility can be readily and transparently identified. Revenue
generation will be enhanced, and the population will be more able to gauge that the value for money in
the expenditure of the generated expenditure (from, for example, better customs practices) is more in line
with expectations.

Outputs

To support PFM
deconcentration
and integration

To institutionalize
policy, legal
framework, and
budget control

PFM

• Ensure coordination between decentralization and
deconcentration initiatives and PFM improvements.

• Assist the rural development ministries to create a
functional review action plan as requested by the Ministry
of Interior.

• Facilitate establishment of clear roles and responsibilities
between MEF departments and PFM areas by assisting
the rural development ministries to complete a functional
review of operations.

• Develop and facilitate PFM integration and awarenessraising campaign targeted at ministry management to
develop commitment to reform process.

• Facilitate reviews and recommendations for the
improvement of relevant policies, legal framework,
and budget control measures in consultation with
PFM working groups.

• Establish PFM working groups in each of the rural
development ministries across a broad range of
administrative and technical departments.

• Implement training workshops to executing and
implementing agencies in subjects outlined above.

• Develop SOP, FMM, and PM training courses and materials
in financial policies and standards; elements of internal
control; financial accounting system, ledgers, and journals;
bank accounts and credit and grant withdrawals; project
expenditure, audit, and counterpart funds withdrawals;
and provisions under the financing agreement and ADB
procurement and consulting guidelines.

• Review and update the SOPs, FMM, and PM for externally
funded projects.

• Provide support to develop and facilitate training courses
for capacity building through the dissemination and
understanding of policy and legal frameworks.
• Attendance and performance
records

• Training workshops and
refreshers run every month
beginning from mid-year 1

• Awareness-raising workshop
held to launch the functional
review process and to create
awareness of the functional
review action plan

• Roles and responsibilities
developed and agreed by
mid-year 1

• PFM integration and
awareness-raising campaign
run intensively over the first
6 months of the program

• Consolidation of bank accounts,
new chart of accounts budget
classification, and BSP
accomplished by end of year 3

• Financial management and SOP
manuals in English by mid-year 3

• External finance database
functional by mid-year 3

• Relevant policies, legal
framework, and budget control
measures developed by end of
year 2

Functional review action plan
completed

Roles and responsibilities
endorsed

Attendance records

• Consolidation of bank
accounts, new chart of
accounts budget classification,
and BSP

• Financial management and
SOP manuals in English

• Financial reports from
database

• Relevant policies and legal
framework endorsed by
ministries

• PFM working group
attendance records and
meeting minutes

• Training manuals and
guidelines

• Training manuals and guidelines
developed by mid-year 1

• PFM working group established,
and roles and responsibilities
agreed by end of year 1

• TA terms of reference and
contracts

Source of Verification

• TA projects recruited beginning
year 1

Indicators

Logical Framework for Public Financial Management in Rural Development

Key Activities

Table 43

continued next page

Risk
The review process
does not include enough
representatives from
subnational governments.

Assumption
PFMRP is actively engaging
stakeholders to develop
understanding and
commitment, and this
component builds on that
effort.

Risk
The chart of accounts
and budget classifications
are dependent on MEF
producing frameworks for
use in the FMIS.

Guidelines covering BSP
formulation are produced on
a timely manner from MEF,
and the capacity-building
program enhances ministry
capacity to produce BSP.

The consultation process
for the SOPs, FMM, and
PM provides a consensus
among all development
partners and the
government.

Assumptions
SOPs, FMM, and PM are
not required in Khmer.

Assumptions and Risks
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To increase
predictability and
control in budget
execution

To align program
budget with MEF
annual budget

• TA support to the PFMRP subprogram 2 objectives to
further improve revenue policy and administration of the
provisions under the Revenue Policy 2009.

• Provide support to budget formulation processes to ensure
that the agreed program budget is realistic, reflects
the government policies and strategies, and includes
externally financed programs and projects.

• Establish a reporting regime based on a monitoring and
evaluation system using the BSP as baseline data.

• Establish budget entities and budget holders to ensure
accountability.

• TA facilitation of workshops with PFM working group to
disseminate SOP and FMM applications and arrangements
during PAM formulation

• TA support to PFM working group and to the budget
formulation committee to strengthen the budget
preparation process

• Program budgeting established
by year 2

• Support to the continuation of PFMRP subprogram 2
planned activities covering roles, functions, and
responsibilities; incentives and sanctions; budget
classification and chart of accounts; budget execution and
transactions; accounting and financial reporting; internal
auditing and inspection; fiscal decentralization; and
institutional capacity and motivation

• Guidelines and technical notes
created for the formulation of
the BSP and program budgeting
each year

• Monitoring and evaluation system
established for the BSP

• Institutional structure agreed with
MEF reflects rural development
ministry functional responsibilities
based on the functional review
carried out by TA

• Program budgeting fully aligned
with MEF budget on an annual
basis (with budget variations
authorized)

• Methodologies and guidelines
developed for internal audit
and inspection

• Budget integrates recurrent
capital (including externally
financed expenditure) and data for
publicly owned agencies by year 3

• Program budgeting integrated
with a BSP methodology
developed by year 3

• New budget classification and
chart of accounts developed
by year 2

• Technical support to the continuation of PFMRP
subprogram 1 planned activities to improve credibility of
the budget

To improve budget
comprehensiveness
and transparency
with effective
financial
accountability

Indicators

Key Activities

Continued

Outputs

Table 43

• Revenue policy administration
procedures

• Workshops held to
disseminate new procedures

• Ministry endorsement of new
procedures with guidelines

• Budget reports

• PB is fully aligned with MEF
budget on an annual basis.

• BSP accepted by MEF and
includes appropriate monitoring
and evaluation indicators

Source of Verification

continued next page

Risks
Dissemination of any new
guidelines and technical
notes are only at the
national level in central
administrative departments
and are not deepened
to lower levels of the
administration in the rural
development ministries.

Assumption
The revenue policy of 2009
is implemented.

Assumption
All project variations are
governed by the loan and
grant agreements and are
not subject to mid-year
revisions, as government
budgets are not subject to
mid-year revisions.

Risk
The time between training
and actual implementation
is so long that capacitybuilding gains are lost.

PFMRP subprogram 2 is
facilitated by guidelines and
a circular from MEF.

Assumptions
The chart of accounts and
budget classification will be
developed and supported by
an MEF decree in a timely
manner.

Assumptions and Risks
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• Support to the PFMRP subprogram 2 for the implementation
of FMIS to replace the manual accounting system

To upgrade
accounting,
recording, and
reporting systems

• Set training and workshop eligibility rules and cost and
reimbursement guidelines

• Establish annual FMIS training and workshop plan with an
estimated budget

• Support to the PFMRP subprogram 2 to strengthen
internal audit coverage and capacity in MEF and line
ministries

• Support to the PFMRP subprogram 2 to develop FMIS
monitoring arrangements

Key Activities

Continued

Outputs

Table 43

• 60% of tax revenue collected
through banks by end of year 2

• 75% of payments to creditors
and staff made through banking
system by end of year 2

• Budget holders commit
expenditure in line with budgets
and cash flow forecasts by end
of 2013

• Training and workshop
eligibility rules and cost and
reimbursement guidelines
developed by end of 2012

• FMIS training workshop plan and
budget developed by end of year
2012

• Bank records

• Eligibility rules and cost and
reimbursement guidelines

• FMIS training and workshop
plan with budget

• Internal audit reports

• FMIS monitoring reports

• FMIS monitoring arrangements
finalized by end of 2013
• MEF and line departments have
improved internal audit coverage
by mid-year 2

• FMIS reports

Source of Verification

• FMIS operationalized by 2014

• Revenue policy administration
procedures enhanced by end of
year 3

• Revenue outturn close to
targeted level in approved budget
by end of year 3

• Increase in nontax revenue is
5% above GDP real growth and
inflation by end of year 3

• Revenue collection yield achieves
5% growth above GDP real growth
and inflation by end of year 3

Indicators

continued next page

• The implementation
schedule will endanger
the “go live” deadline
in 2014.

Risks
• The FMIS is further
delayed.

• The FMIS is ready to
“go live” by 2014.

Assumptions
The FMIS is ready to replace
the manual accounting
system.

The budget entities and
budget holders are still
subject to hierarchy control,
which effectively negates
any delegated authority.

Assumptions and Risks

Cause-and-Effect Analysis for Rural Development and Public Financial Management in the Sector
123

Continued
Key Activities

To improve
procurement
operations

To enhance
central institutional
framework for
procurement

Procurement

• TA project to assist budget formulation committees in
preparing realistic annual procurement plans that are
linked to the annual work plan and budget.

• TA project, in conjunction with MEF/COM, reviews the
policy that explicitly sets forth criteria for decisions about
the use of the force account.

• Align training programs with the new Law on Public
Procurement as drafted by COM in 2011

For nationally financed procurement

• Implement training workshops to the executing and
implementing agencies and district and provincial project
implementation personnel

• Develop procurement manual and SOP training workshop
and training materials

• Review and update procurement manual and SOPs

For externally financed procurements

To increase capacity • Develop a capacity-building program to assist NAA
in external scrutiny
capacity in external auditing, as part of PFMRP
and audit
• Implement capacity-building training program to NAA staff

Outputs

Table 43

• Procurement committees
establish procurement guidelines
and procedures by end of year 1

• Annual procurement plans
aligned with annual work plan
and budget

• Force account use policy
developed by end of 2011

• Procurement manual in English
revised and updated by end
of 2011

• Procurement rules and policy
updated through amendment
of subdecree No. 60 and
prakas No. 45 on procurement
decentralization by end of 2011

• Reporting mechanisms and
post-review procedures
introduced by mid-2012

• Training workshops implemented
on a rolling basis from 2009

• SOP and procurement manual
training plan and materials
developed by end of 2011

• Public finances (TOFE) developed

• Specialist staff recruited for NAA

• NAA auditing staff trained

• NAA capacity-building program
developed

Indicators

• Procurement guidelines and
procedures

• Annual procurement plans
aligned with annual work plan
and budget

• Force account use policy

• Procurement manual adopted
under decree and prakas by
end of 2011

• Procurement rules and policy
updated through amendment
of subdecree No. 60 and
prakas No. 45 on procurement
decentralization

• Reporting mechanism and
post-review procedures

• Procurement review
assessment report

• Attendance and performance
records

• Training plan and materials

• Public finances (TOFE)
regularly available within 2
weeks of end of period

• Terms of reference and
contracts

• Attendance and performance
records

• External auditing capacitybuilding program with training
schedule and budgets

Source of Verification

continued next page

• Draft law by COM is
accepted and ready for
implementation by the
end of 2011

Assumptions
• Final agreement
is reached on the
reviewed and updated
procurement manual
and SOPs in September
2011.

Assumption
Funding for capacity
building is still available
outside of the PFMRP MultiDonor Trust Fund

Assumptions and Risks
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• TA support to project consultants to develop and
implement procedures to control endogenous abuse and
protection against exogenous pressure

• Implement procurement and MTR/PCR ToT training

• Develop procurement and MTR/PCR ToT plan and materials

To institutionalize
procurement and
MTR/PCR

• Transparent MEF implementation,
progress reports, and dialogue by
end of year 2 and ongoing

• TA support to MEF to develop capability to respond
to external demand for increased transparency in
implementation, progress reporting, and dialogue.

TA support to project consultants to implement the
anticorruption policy accompanied with changes in
implementation and monitoring procedures.

• Capacity-building activities
completed by end of year 3

• Continue the capacity-building activities for ICT unit from
subprogram 1.

• Trainers conduct procurement
and MTR/PCR training to staff on
a quarterly basis beginning year 2

• ToT conducted at the end of year 1

• Quarterly procurement and
MTR/PCR training attendance
and performance records

• ToT attendance and
performance records

• ToT plan and materials

• Annual audit reports

• Regular audit of ADB projects
carried out
• ToT plan and materials developed
by mid-year 1

• Anticorruption policy
operationalized

• PFM reporting is published on
a regular basis and is available
to the public

• Transparent MEF
implementation, progress
reports, and dialogue by end of
year 2 and ongoing

• Capacity-building activities
completed by end of year 3

• Development of ICT strategy
framework by end of year 1

Source of Verification

• Anticorruption policy
operationalized by end of year 1

• PFM reporting published on a
regular basis

• ICT strategy framework
developed by end year 1

Indicators

• TA support to ICT unit to ensure continued development
and implementation of the ICT strategy framework.

• Establish national and provincial-level procurement
committees in accordance with SOPs and
procurement manual.

To operationalize
anticorruption
policy

Corruption

Key Activities

• Rural development ministries update procurement
procedures and guidelines to adhere to the financing
agreement, ADB procurement guidelines, and SOPs
and procurement manual that also cover international
competitive bidding, national competitive bidding,
shopping, and complaints procedures.

Continued

To improve
transparency
in response to
external demand
(i.e., civil society,
NAA, National
Assembly)

Outputs

Table 43

continued next page
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Indicators

• 100% reduction in governance
and anticorruption issues in
project design by end of year 2
and ongoing

• Incentives developed by year 2

Source of Verification

• Quarterly workshop
attendance records

• Employment and procurement
contracts

NRDP control measures

• Procurement and MTR/PCR
procedures

Assumption
ADB and ministries commit
to enhancing quality of
works and public perception.

Assumptions and Risks

Source: High-level logframe from MAFF and MOWRAM (2010).

ADB = Asian Development Bank; BSP = budget strategic plan; COM = Council of Ministers; FMIS = Financial Management Information System; FMM = Financial Management Manual; GDP = gross domestic product;
ICT = information and communications technology; MEF = Ministry of Economy and Finance; MEF/COM = Ministry of Economy and Finance/Council of Ministers; MTR/PCR = Medium Term Review/project completion
report; NAA = National Audit Authority; NRDP = Northwest Rural Development Program; PAM = Project Administration Manual; PFM = public financial management; PFMRP = Public Financial Management Reform
Program; PM = Procurement Manual; SMART = specific, measurable, achievable, relevant, and time-bound; SOPs = standard operating procedures; TA = technical assistance; ToT = training of trainers; TOFE = Table of
Government Financial Operation, or Tableau d’Opération Financier D’État.

• Enhance project design with better indicators for
performance assessment and involve stakeholders in the
resulting dialogue

• Provide more competition in procurement exercises

• Government to take appropriate
action on audit reports

• 85% reduction in fraudulent and
corrupt activities by end of year 3

• Sanctions for firms may include termination of contract,
debarment or blacklisting under development partner
procurement guidelines and consulting guidelines, and/or
prosecution under Cambodian Law.

To enhance public
perception of
good governance
practices

• Awareness workshop campaign
conducted on a quarterly basis
beginning year 2

• Sanctions for individuals may include transfer of duties,
retraining, suspension, dismissal, regrading, and/or
prosecution under Cambodian Law

• Implement awareness workshop campaign about rule of
law and changes to contracts

• Employment and procurement
contracts modified to include
sanctions for fraudulent and
corrupt activities by year 2

• Refer to harmonized sanctions defined under the
reviewed and updated SOPs and agreements between the
government and development partners available under
current law and regulations

NRDP control measures finalized by
end of year 1

• Procurement and MTR/PCR
procedures institutionalized by
end of year 3

• Procurement and MTR/PCR
procedures developed that follow
policy by mid-year 2

To apply sanctions
against fraudulent
and corrupt
procurement
activity

Key Activities

TA support to the project consultants to continue NRDP
practical adaptations to increase control measures

Continued

To adapt
anticorruption
operations and
instruments

Outputs

Table 43
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Rural Development for Cambodia
Key Issues and Constraints
Cambodia’s economic performance over the past decade has been impressive, and
poverty reduction has made significant progress. In the 2000s, the contribution of
agriculture and agro-industry to overall economic growth has come largely through
the accumulation of factors of production—land and labor—as part of an extensive
growth of activity, with productivity modestly improving from very low levels. Despite
these generally positive signs, there is justifiable concern about Cambodia’s ability to
seize the opportunities presented. The concern is that the existing set of structural and
institutional constraints, unless addressed by appropriate interventions and policies,
will slow down economic growth and poverty reduction. These constraints include
(i) an insecurity in land tenure, which inhibits investment in productive activities;
(ii) low productivity in land and human capital; (iii) a business-enabling environment
that is not conducive to formalized investment; (iv) underdeveloped rural roads and
irrigation infrastructure; (v) a finance sector that is unable to mobilize significant
funds for agricultural and rural development; and (vi) the critical need to strengthen
public expenditure management to optimize scarce resources for effective delivery of
rural services.

About the Asian Development Bank

Rural Development
for Cambodia

ADB’s vision is an Asia and Pacific region free of poverty. Its mission is to help its
developing member countries reduce poverty and improve the quality of life of their
people. Despite the region’s many successes, it remains home to two-thirds of the
world’s poor: 1.8 billion people who live on less than $2 a day, with 903 million
struggling on less than $1.25 a day. ADB is committed to reducing poverty through
inclusive economic growth, environmentally sustainable growth, and regional
integration.
Based in Manila, ADB is owned by 67 members, including 48 from the region.
Its main instruments for helping its developing member countries are policy dialogue,
loans, equity investments, guarantees, grants, and technical assistance.

Key Issues and Constraints

Asian Development Bank
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
www.adb.org
Printed on recycled paper

Printed in the Philippines

