4 |g’ P
2
3 % 3
K & Y

/ g
W o o5
o ok, oA 49,
RS wr My
AN i 1%

N 1

CAMBODIA'S NEW GROWTH STRATEGY

AN ASSESSMENT OF MEDIUM AND LONG-TERM GROWTH FOR
RESILIENT, INCLUSIVE, AND SUSTAINABLE DEVELOPMENT

FEBRUARY 2025






Cambodia’s New Growth Strategy

An Assessment of Medium and Long-term
Growth for Resilient, Inclusive, and Sustainable
Development

CDRI - Cambodia Development Resource Institute
Phnom Penh, February 2025



© 2025 Cambodia Development Resource Institute (CDRI)

Disclaimer:

The views expressed in this background paper are those of the authors and do not necessarily
reflect the views of the Cambodia Development Resource Institute, the Cambodia Australia
Partnership for Resilient Economic Development, or the Department of Foreign Affairs and
Trade. The authors are responsible for any unintentional errors or mistakes.

Citation:

Cambodia Development Resource Institute [CDRI]. 2025. Cambodia’s New Growth Strategy—
An Assessment of Medium and Long-term Growth for Resilient, Inclusive, and Sustainable
Development. Phnom Penh: CDRI

CDRI

= 56 Street 315, Tuol Kork

P4 PO Box 622, Phnom Penh, Cambodia
@& +85523881701/881916/883 603
@ cdri@cdri.org.kh

& www.cdri.org.kh

Layout and cover designed: Oum Chantha and Tim Borith
Edited by: Jessica Alice Kalisiak



Contents

Vii
Vviii
Xi
19
43

77

99

120

150

166

176

206

Acknowledgements

List of acronyms and abbreviations
List of contributors

The Overview Report

Background Paper 1
Cambodia’s Economic Trajectory: 2000-2022 Macroeconomic Analysis
Hing Vutha and Kruy Narin

Background Paper 2
Structural Transformation and Economic Growth in Cambodia
Ngov Penghuy and Cheng Savuth

Background Paper 3

Increasing the Inclusiveness, Resiliency and Sustainability of Economic
Growth in Cambodia

Jayant Menon

Background Paper 4
A Macroeconomic Review: Cambodia’s Current State and Future Outlook
Muth Sumontheany

Background Paper 5

Climate Change, Gender, and Social Analysis for Cambodia’s

New Growth Strategy

Eng Netra, Caroline Hughes, Ngin Chanrith, Chea Phal, and Cesci Cruz

Background Paper 6
Overcoming Constraints for Effective Policy Implementation
Eng Netra, Caroline Hughes and Pak Kimchoeun

Background Paper 7
Delivering the skills required for Cambodia’s clean energy transition
Dean Rizzetti

Background Paper 8
Cambodia Economic Diversification Pathways
Kelly Wyett

Background Paper 9
A New Growth Strategy for Cambodia: Economic Scenarios
Roland Rajah and Ahmed Albayrak






Acknowledgements

This research was produced with extensive inputs from a wide range of stakeholders
with high vested interests in Cambodia’s development and its future prosperity. Their time
and contributions throughout the study process provided through events, seminars,
workshops, and individual conversations were invaluable to the content and recommendations
of the report. We are grateful to all of them for helping us to conduct and complete this
ambitious project.

The research was organised jointly by CDRI, the Ministry of Economy of Finance,
and the Lowy Institute. The Overview Report was prepared by a joint team led by
Eng Netra, comprising Roland Rajah, Caroline Hughes, Muth Sumontheany, Chhorn Dina,
and Jayant Menon.

The Overview Report was further supported by nine background papers, which provide a
comprehensive foundation for the analysis and findings presented here. The first paper
on Cambodia’s Economic Trajectory: 2000-2022 Macroeconomic Analysis was authored by
Hing Vutha and Kruy Narin. The second paper on Structural Transformation and Economic
Growth in Cambodia was authored by Ngov Penghuy and Cheng Savuth. The third paper on
Increasing the Inclusiveness, Resiliency and Sustainability of Economic Growth in Cambodia
was authored by Jayant Menon. The fourth paper, A Macroeconomic Review: Cambodia’s
Current State and Future Outlook, was authored by Muth Sumontheany. The fifth paper
on Climate Change, Gender, and Social Analysis for Cambodia’s New Growth Strategy was
authored by Eng Netra, Caroline Hughes, Chea Phal, Ngin Chanrith and Cesci Cruz. The
sixth paper on Overcoming Constraints for Effective Policy Implementation was authored by
Eng Netra, Caroline Hughes and Pak Kimchoeun. The seventh paper on Delivering the Skills
Required for Cambodia’s Clean Energy Transition was authored by Dean Rizzeti. The eighth
paper on Cambodia Economic Diversification Pathways was authored by Kelly Wyett. Lastly,
the ninth paper on Modelling Cambodia’s Road to Quality Growth was authored by Roland
Rajah and Ahmed Albayrak. We are grateful to those who authored the papers.

We are also grateful to DFAT for its long-term support of CDRI and this study through one of
DFAT's flagship programmes, CAPRED.

The Overview Report Vi



List of acronyms and abbreviations

ADB
AEC
AlIP
AMRO
ASEAN
BAU
BRI
CamDX
CAPRED
CBOs
CCFTA
CDC
CDRI
CDS
CISIC
CKFTA
COl
CSDGs
CSES
DFAT
EAC
EBA
EC
ETD
EU

EV

FD
FED
FOLU
FTA
GDCE
GDP
GFC
GFT
GGDC
GHGs
Gl
GIDA

Asian Development Bank

ASEAN Economic Community

Agro-Food Industrial Park

ASEAN+3 Macroeconomic Research Office
Association of Southeast Asian Nations
Business-as-usua

Belt and Road Initiative

Cambodia Data Exchange

Cambodia Australia Partnership for Resilient Economic Development
Community-Based Organisations
Cambodia-China Free Trade Agreement
Council for the Development of Cambodia
Cambodia Development Resource Institute
Country Diagnostic Study

Cambodia Standard Industrial Classification
Cambodia-Korea Free Trade Agreement
Complexity Outlook Index

Cambodia Sustainable Development Goals
Cambodia Socio-Economic Survey
Department of Foreign Affairs and Trade
Electricity Authority of Cambodia
Everything but Arms

Economic Complexity Index

Economic Transformation Database
European Union

Electric Vehicle

Foreign Direct Investment

Federal Reserve

Forestry and Other Land Use

Free Trade Agreement

General Department of Customs and Excise of Cambodia
Gross Domestic Product

Global Financial Crisis

Garment Footwear and Travel

Groningen Growth and Development Centre
Greenhouse Gases

Geographical Indication

Gender and Inclusive Development Analysis

viii Cambodia's New Growth Strategy



GlzZz Deutsche Gesellschaft fir Internationale Zusammenarbeit
(German development agency)

GNI Gross National Income

GSP General System of Preferences

HCI Human Capital Index

HEF Health Equity Funds

HIC High-Income Countries

HS Harmonized System

ICOR Incremental Capital-Output Ratio

ICT Information and Communication Technology
IDP Industrial Policy

IDPoor Programme Identification of Poor Households Programme
IFC International Finance Corporation

ILO International Labour Organization

IMF International Monetary Fund

INDC Intended Nationally Determined Contribution
ISIC Rev.4 International Standard Industrial Classification Revision 4
KHR Khmer Riel

LCR Liquidity Coverage Ratio

LDC Least Developed Country

LFS Labour Force Survey

LPI Logistics Performance Index

LTS4CN Long-Term Strategy for Carbon Neutrality
M&E Monitoring and Evaluation

MEF Ministry of Economy and Finance

MFls Microfinance Institutions

MFN Most-Favoured-Nation

MISTI Ministry of Industry, Science, Technology & Innovation
MLMUC Ministry of Land Management, Urban Planning and Construction
MLVT Ministry of Labour and Vocational Training
MME Ministry of Mines and Energy

MOC Ministry of Commerce

MOEYS Ministry of Education, Youth and Sport

MOl Ministry of Interior

MOP Margin of preference

MSC Mekong Strategic Capital

MSMEs Micro, Small, and Medium Enterprises
MtCO2e Megatons of Carbon Dioxide Equivalent

NA National Income Account

NBC National Bank of Cambodia

The Overview Report  ix



NCSD
NDC
NGS
NIS
NLA
NPLs
NSDP
NSSF
OECD
PFM
PISA
PPP

PV

PWT
RCA
RCEP
RGC
SDF
SEAMEO
SEZ
SMEs
SNEC
SPS
STEM
STM
TFP
TPAP
TVET
UMIC
UN
UNCTAD
UNDESA
UNDP
UNFCCC
UNICEF
UNU-WIDER

usb

WHO
WITS
WTO

National Council on Sustainable Development
Nationally Determined Contribution

New Generation School

National Institute of Statistics

National Learning Assessments

Nonperforming Loan

National Strategic Development Plan
National Social Security Fund

Organisation for Economic Co-operation and Development
Public financial management

Programme for International Student Assessment
Purchasing Power Parity

Photovoltaic

Penn World Table

Revealed Comparative Advantage

Regional Comprehensive Economic Partnership

Royal Government of Cambodia

Skills Development Fund

Southeast Asian Ministers of Education Organization
Special Economic Zone

Small and Medium Enterprises

Supreme National Economic Council

Sanitary and Phytosanitary Standards

Science, Technology, Engineering, and Mathematics
Structural Transformation Model

Total Factor Productivity

Teacher Policy Action Plan

Technical and Vocational Education and Training

Upper Middle-Income Country

United Nations

United Nations Conference on Trade and Development
United Nations Department of Economic and Social Affairs
United Nations Development Programme

United Nations Framework Convention on Climate Change
United Nations International Children's Emergency Fund
United Nations University World Institute for Development
Economics Research

United States Dollar

World Health Organization

World Integrated Trade Solution

World Trade Organization

x  Cambodia's New Growth Strategy



List of contributors

Ahmed Albayrak

Caroline Hughes

Cesci Cruz

Chea Phal
Cheng Savuth
Dean Rizzetti
Eng Netra
Hing Vutha

Jayant Menon

Kelly Wyett
Kruy Narin

Muth Sumontheany

Ngin Chanrith
Ngov Penghuy
Pak Kimchoeun
Roland Rajah

Research Associate in the Lowy Institute’s Indo-Pacific Development
Centre

Director of Doctoral Studies and the Rev. Theodore M. Hesburgh, C.S.C.
Chair in Peace Studies at the Kroc Institute for International Peace
Studies, University of Notre Dame

Associate Professor in the Department of Political Science and the
Department of Economics at UCLA

Senior Research Fellow at CERI, CDRI.
Royal University of Phnom Penh
Policy Director at EnergylLab.
Executive Director, CDRI

Lecturer at the School of Economics and Public Policy, University of
Adelaide

Senior Fellow at the ISEAS — Yusof Ishak Institute in Singapore, and
Research Adviser at CDRI

Senior Public Sector Development Advisor, CAPRED

Deputy Director General of the General Department of Policy at the
Ministry of Economy and Finance

Research associate at CDET, CDRI

Honorary Academic, The University of Auckland, New Zealand
Nagoya University

Policy Hub Senior Advisor, CAPRED

Lead Economist; Director of the Indo-Pacific Development Centre at the
Lowy Institute

The Overview Report ~ Xi






UAYMSINUEIISINS AN UIRIIRIAA Y U
Gn gmswmmnsmm $SUMBSMTIANfUS:H HiKoUIs:
isiad FUWHGUS[SYMSBWE: WWHnAImIuys
TRwARIAY mimwnesmmmuwsmmmum;mmﬁmu

1

HimanisauH|MEGysig)amsisy iiauiis:ig)a milssgoheui|nl
n

9 n _lilnS[SJﬁISﬂJQ_]mJS[UU SﬁTJISWSEﬁJﬁﬁGfUnfU

)

=)

5

)

Sl

=
1

" o

1) 8
3

(g Sugiumina ABsMoIGIsims WAESHIg)
i Gtihﬁmﬁnﬁm UigBswmsayymn Mogigmsmiins
16 micdAuGinuisuians Sumitnsigiuisiruumnauny

m
pimoyisuiiismiwadasamatsiiimimsiannmanis

HATE] NWRAGSIOHATUAGN MITSIuNAINYUGSYSAY) UTWIUSRURY
Subimnuiansy marjsiuisssSaNRINSHGM UM s a1smuimuiEison
1§)ani Ltﬂwﬁmmqﬁjmtﬁlsomn:nﬂﬂnﬁJHgmﬂJUﬁJﬁgm gs(AvlaiRdjruiyoms
simouudiwinueredinmes iu’agﬁﬁqwmdmmmmzmzmmimmf{mgmﬁﬁimﬂ

MIMAIMUSIN MW AT EMFWISTUTUEgRUINEAGIUAAEM ENWISM
IAMAMNAAINASSIS) UINMSIRigISMn SUGIRLUILMHAINSY GANGUA RJGSIAI
UBgRUIUAAYIN MGISTNSMOUIRIIMMUZUSIUY I1:UNUAMALNW 1gjsmnLss
sliaBspums phmimavgwagamywinuisuikunsivghguumisis
ﬁmtEEJmSUT]SnUJu[U_HﬁJILHGU]SSiUnIﬁJUJ[N AQIUAIAYMY GONGgNATHN
istinugifnmsigjuisiguuiunmuming mmmmnmmnusmmn fuamnanys
SumIHAIRSMSUSA} AMeUME Sngumivisigfsanfisiughgiumnym

D

U o

S oa

muissigligla mifivigiuimivuaymimuwiivgifinaananii-9¢ (gims

nARENWUANUNUAEMIES gemmituyummuma Simisnmwindmiaist
msmitAsigi SumitssEoinmanilingiig)ad IMNENATN UM SHURSWREN

The Overview Report  Xiii



EANBNWIKMIM: SIUNMIUGAGEAINW AFM{HIMIGI T GSImsmitmusiunmw
liumsumsnu Sumsimutighunmnigs ginEumansghuivsiianiona
RruAnuiige mInYIAismindigl msmacimsunngine migrimSmaid
anmaisainfisimgag mmamiaaiasiaingg)sisainfs Sunfndimniugig
imiyumauavinwuiunug SunEnandssisizusimGunUaIndsUAULNW
mn Suntymsiagru

a—-u

Gh =% .3l
9|

i

imwmindis: RIS ugiwgapgaInASEy W IHd]uijpomssimin(faig
wautwdimn Suannmngad guiwinuuny Suiidg weanuninisgis:
iGniommiigans

9) IAMUSIULNMWMBIAIUIS [MUSILNTWSINIS: FIHASIMWARNUUILNGES
A8 milugAgianinNAUGYjg JutsmIljuGlgloNANAEAIgHIm HgImmUiuny
§t&mnﬁsxsjmgmﬁsmmsﬁ'ﬁﬁuémfﬁj iRdjfimAmnisiiwinugisioguy Taiw
MSMNS jus milalgnfIkG I[A)MIKS|G[aS6 INaLiEUMGIEMANGAY
ms SuisAGINY (HHjuIpomssiumsnuisiaiwsiuis: NHINAmMUAIAIMNa
UMIMARYRIUTUNMEURING AIRIMMIHAIZIAYIRNUAY Simitn:pnwasmn
InIGEUEg lgjiliargumnuaauics SssiasmmiisSiunamaifivitsa (FDI)
IuSnuiEsmiunnInNAYIUAIAEMISTARIgIENARARAA Y IASIUNTUS
2rIpNAYSISUYW magmummgmhﬁmﬁémﬂﬁ uiEifinnyiugagnym aiid
mﬁugwmmmwijm:Lmwﬁmﬁ:ii:sﬁwﬁmmm—iﬂ

V) alonsEIGIRESAOFEMFW: MimsimnEsisiugnyg uiunug 8u
Simniwinuin agIgjmsalanspamyunsy msiSiunaislinigunsssas)
miiguudgnol kualgmidapinmywiia Suidangrumirpugsisagin
NUAYAYMNISISUMIMNAIUIEAUIGATISN SHIFUEAGY MNURSHTAIS: AninNS (i
ands Eﬁ'mmmeﬁﬁLﬁUé’hnUSUJmﬁ IAUgHAMUAG SuildAnyruaRi§mnis
imuanminn:e IRgiiimminansogsiiumsmnas Suuund simsamea
pimsminifaudgmmiugy mivifsugmnsgrumsmilssiagemn{Uuauinw
ADNMNGHN SHIFCISTIAMIAURANUM AN

2ONIHUUISNYINMSIMNAIGMIAMUSIINTW WgAN(R Swiksmiun

MiFsiciiw MAIUMEIWUWSARIUMIMAN Samamuso UrmGuy
idminsiamatauy Ilgjin:pnwénncganisgumiLsia GimG g

o
4y

=3

ga
=]
A

DI

xiv Cambodia's New Growth Strategy



nLatﬁmHnmmHLsnm i
feuiiu miniguns:gss

nifinunigdssSw iy iﬁmgmﬁﬁi HImMUSIUN W Stﬁ_ljﬁJlLUGGn"I
uiawgmim§mn Snanniswjmngpainnasisipuandsieusiimg
AU

NERMIGUIBIVAIMAMANS MultmMIRORNWUAUNWURgMN 81
W [AUARMIRIIUI

iigjnig)sninns(pd Sudnsiuisunymimeishinimgagiunaaanm S
UAUINWEHEISIMNYES NRINANURIAUAUNGAI A WAINASIAIEAGANIWINN
tmgywe Ggimwmsommrmﬁ fannatyrgou imutnnuismingig) Samimo

' 18958 [Ty WS

A0/
IMUSIUNMW tHUEHMAIGIEAR
3]

>
5
2
2
=
=
gJ
)
=
w
E
a
‘g
c_
HD—!O
=
®
c
axe
2
"0

GSumMIUIRamINIUAULN W
uTunugH

nEUISIURUIFgUMIGUIINANmMIAN: SumiAImIugy
uifappuénnaupubimnuians Sungimuimsisiiugnginumsmys
F1U4

UIaw g RUIRE N [HEumIGUIEaRIEAGRIAIUIURIAYIM 1RY[AI$HN
imuiiHAIg Smad |
gimAtnnspaands IR4]gjruumuuaenna(gisuIs iR UNSIRUEART
i)sing)sH

UIRAWEMIRNUMIG UM ANmInN: gRmius mingig Sumipaisn
M USIN W

[y

MUIW:MISGUWAWS AN UYWIRUIMAINAINASUAULN WAMMNZRS
Gimn SHUTUNUS AYMMNGIN:[NWMNES[MARUMMUANTS eon:Ugimsis
IRTUUMNAER WY MINIPoNSSIHMAINISMER]E 9,6 MAIw 7y
sminﬁmwaems: SoIfisins auugennsmIUSIMUSIUNMW SHMIHSIE
AU WU gMN (1 UNRAM AN W nnfisiugAgingnudsptmsisjw
muiw:mIkimmnns mitaugHAMUAG SumiiSiunaisliliyunsysay) [UISHY
nymEs(fuinmomsiminig)siyumngigmes Gigimsicisauns Sama
T EE TR

The Overview Report  xv



RIHUBSANRISAS:

minig)salonspimeiniw

annatmutimu fimugimuivan ﬁmmsmmmmnns[ya S
SILNMWA[SHN UpUAInds @ lumﬁ[,s;umnmns:w 0 g
HS2RpNIALIHU avLEAWEImAN yRjEUAULNWUTuNUg
YISUMSNUER
* InSIMISILNASULN VUSRI - nginwgmigivimuisisivai © nig|smigeisyuSway guiun
auisfwmSmnifdin@ncuny fluumUAanEnUAIRs  anmion: IfguidsuAdismn &n
eNNAY SHUIRSUBININNAAY 1gjuim SuuRigmnmunn agImnd
Ul * algEiarpUIAgivad muiw: « nfainnicsivggs “EG 1si
o FNWUMNARRYSIEAUSU[ME mitlARYRIMISgUWAmMILJ AUSHSUS IMWIMNAINNARAIGA
lm"usmﬁjﬁg Suisim muiw: [MAIBIBNUANG UIGAISN q0 Lﬁa‘jmﬁsm‘iﬁm Sumisgru
MIGUUiHUMSICNUESMYWiniw  niuwamys Suiinmspuw msSnpid
nnns Lusjinmgmmmﬁmmismj [usigmneenu . inuguiunmausyMATIAG 54
Isitad * iUASAGaMINSIARR ny UgUEUMIUIEanm RS
o makindimipsfapiunuiiga Wwavimwsimn Huma g0 Suwrjumpimi uiigny8fic
fsSqymiiSiunamainuiisy IHYinWw  UgWMSMys enn:iiAnYa Surugmnsgumsuiiguisisis
AlgIMUSILNTWERNUNAY GUS HRmN fuYIY)
wugnghua Saudgiiindabami
ISiunaAmwgan(gd
53 U]
nlnNsuimMyins
é ARG UGESYSUIRE]igjsmn g NFEUHATMUAG MY USRI 5i3
IUEAGUAULNWEIMN MIHATGIW:IN Ui e
o Aion sLHaﬁJuLLu'InuLunSHUI U]UﬂBlntlJJﬁJnjlu[U * HSIGAINNS(Y LnuLnuthwlmLunsmmmﬁnmmn:
2qURIAN IMWIMARNSITMnuUmis ALNISW) Supuriganwa IRdjuIEsuari§mn Suammnd
mn AMmA SuAgianuay o Uifisagmn §ummummanpnimmsl,unsnsm
o nAnyIRAIMIAUEY SNAIGMIMUSILNTW fgjuidsmnusinuisimuany Suuidamadnnu
BB INEJFFRngAISIUNkA SIVIMAIRS o ymsyaavigaisuisim$dusnsus 18diall
91y A0 SHUKjE UAYMNIUEAD SHMSIMIGAIRNANmMINN:
o nfinugmnsgrumsmiissigemn Ifgimsimsmi [UAUIEWAYEEY
[AUHANUM AN SEmItAUEANNMAIRUNAYY
b nyseUARNAL Cﬂ AnnamuG R Q
HSIGIMUSILNMUW GalAjwiinuimuAAYm
in ;. : g s
* IUARYRITUJRBAMMBUIAW] MUIW:mI o annaimuiEiRUmARS WY UUAINASIUEAT S
ifiuiu|§nsmi Suminiguunsgsns MIUIEAMNIUAUINWUTUNUSH
HOUB[RNHMITHUEISAMNIEIgIRHIAIW o niina@aisiwunanminn: SUMIAlMIRY (VUMY
FUNRNIAU:A GATRWUISUGANUER SRANNAUANGANUUAUIRIW
o nFiuMINPUNEINRANTSINATMU Simnd
iﬂmt%:mimikawgmmtgmfusgsm W . pifapusanuinnsmapavwdigimn igimay
SamitunicAgguergignRIANNY ol o
2 U S O O S S * UIHAWSMURUBUMIGIBIRNEATAN (HYjsgums
(AUERAIEAIYT glgymAMANgRUEgR HAUIWNRSMHAUINAMAEAY SumITSIunAHIM A
AlnnspAIMUSILN W of O, Fonc] 4
- HgighlnnspaRAmUAg Sadteasgaands (wumy
UaeNAYISUIS TR UM SIUEATIR] SIS
o UIfaRInAImMIHAIZIMUSIUN M WUAUNWUTUNUS
numsigmsmigusmanmiangamijus minsig 84
migafiSaj




The Overview Report

Cambodia’s recent economic expansion has
been remarkable; however, the factors that
have historically driven its growth are unlikely
to sustain the same momentum in the
future. The real estate boom has subsided,
and the large-scale transition of labour from
agriculture to manufacturing, along with
the conversion of forests into farmland,
can no longer fuel growth at previous rates.
Additionally, external  shocks—including
the  COVID-19  pandemic, escalating
protectionism, and broader global economic
disruptions—have significantly hindered the
dividends of export-driven development. As a
result, sustaining rapid growth in the medium
term and ensuring long-term economic
resilience will pose significant challenges.

Pursuing aggressive, short-term growth
is neither feasible nor desirable. A rapid
but unbalanced expansion could lead to
heightened financial risks, environmental
degradation, and increasing social inequality.
Instead, the focus must shift towards
ensuring the quality of development—
emphasising good governance, human
capital investment, social inclusion, and
environmental sustainability. These elements
are equally or more important than income
targets, as they determine Cambodia’s ability
not only to meet its medium-term goals but
also to sustain long-term aspirations.

A comprehensive policy analysis of
Cambodia’s economic performance across
key growth determinants reveals both
progress and critical gaps. Encouragingly,
the country’s performance indicators have
generally improved over time. However,
this progress remains insufficient to bridge

the gap with peer economies, thereby
jeopardising the realisation of Cambodia’s
economic vision. Persistent weaknesses in
the business environment—particularly in
regulatory quality, institutional capacity, and
human development—present formidable
barriers to accelerated growth.

Moreover, Cambodia’'s  post-pandemic
recovery has been hampered by
compounding challenges, including climate
change, rising living costs, and other external
shocks. Despite government support for
vulnerable households and small enterprises,
more robust and targeted policy measures
are required to enhance resilience in the
evolving globallandscape. A paradigm shiftis
imperative: prioritising the quality of growth
over sheer speed will reinforce economic
stability, foster inclusive prosperity, and
fortify the institutions essential for sustained
and higher-value growth.

This report proposes a new growth strategy
to achieve high-quality and sustained
economic expansion over the medium- and
long-term. The strategy is twofold:

1. Sector-Specific Policies — These should
capitalise on current global economic trends,
including supply chain reorganisation, the
green transition, and rising wealth across
Asia, to drive short-to-medium-term growth.
Priority sectors include agro-processing,
electronics, tradeable services, and tourism.
To unlock their potential, the government
should focus on improving the business
climate, fostering workforce development,
and addressing infrastructure deficiencies to
enhance competitiveness and attract foreign
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direct investment (FDI), thereby deepening
Cambodia’s integration into global supply
chains. A modern industrial policy should
guide investments that diversify the
economy, reducing vulnerability to external
shocks.

2. Comprehensive Structural Reforms -
Ensuring long-term economic resilience,
inclusivity, and sustainability —requires
fundamental reforms. Investing in human
capital, particularly in education systems
that support lifelong learning, will enhance
workforce adaptability to technological
and economic shifts. Equally urgent are
institutional reforms that strengthen
regulatory frameworks, improve governance,
and enhance public administration efficiency.
Expanding social protection systems,
increasing access to high-quality healthcare,
and progressing toward universal coverage
will be critical to fostering a more resilient
and equitable society.

While Cambodia has already introduced
numerous policies, strategies, and action
plans—particularly through the Pentagonal
Strategy Phase One—the key challenge lies
in execution. Addressing implementation
gaps requires:

Strengthening a highly qualified public
sector workforce through merit-based
recruitments, promotions, and capacity
building.

Enhancing data systems to improve
policy design and decision-making.
Establishing clear prioritisation and
accountability  mechanisms  across
government agencies.

Strengthening stakeholder engagement
through effective outreach and change
management strategies.

2 Cambodia's New Growth Strategy

To accelerate reforms and guide Cambodia
toward a more complex and dynamic
economy, the government must embark
on a new long-term vision for growth.
This vision should articulate core values,
development  objectives, and  policy
priorities, addressing six critical areas:

Setting realistic targets for inclusive
economic growth and employment
creation.

Strengthening the role of the state in
providing public services and social
protection.

Establishing a framework for
environmental sustainability and
transitioning to a low-carbon economy.

Developing strategies to strengthen
Cambodia’s global economic
engagement in support of national
development objectives.

Advancing governance and institutional
reforms to align with the requirements
of an advanced economy.

Creating mechanisms for  public
participation in policymaking,
implementation, and oversight.

By embracing a strategy centered on
high-quality, sustainable, and inclusive
growth, Cambodia can navigate global
uncertainties while advancing toward long-
term economic prosperity. Achieving an
average growth rate of 6.4 percent over
the coming decade is feasible—provided
that policies are effectively designed and
implemented. However, growth alone is not
enough. By fostering resilience, improving
governance, and investing in human capital,
Cambodia can ensure that prosperity is not
only accelerated but also equitable and
enduring.



Summary of key recommendations

Accelerated sector reforms

Target policy support
at high potential
sub-industries

1

W 2

Drive the green
transition for
sustainable growth

® 3

Prioritise reforms
that support inclusive
medium-term growth

b e
]

e Attracting anchor foreign investors
in priority sectors to strengthen
industrial clusters and enhance
global integration.

* Addressing regulatory,
infrastructure, and skills
bottlenecks through structured
engagement with the private
sector to improve investment
attractiveness.

* Activating an advisory FDI review
board to assess industrial policies,
Special Economic Zones (SEZs), and
strategic investment incentives.

Fundamental reforms

Expanding green financing
mechanisms, particularly for
renewable and energy efficiency
projects.

Supporting green industries by
promoting clean energy adoption,
carbon capture technologies, and
energy-efficient solutions.

Encouraging sustainable
agricultural practices that
minimise carbon footprints while
improving productivity.

Accelerating digitalisation
in public services to improve
efficiency and transparency.

Expanding digital infrastructure
in rural areas, with a focus on

smallholder farmers to enhance
productivity and market access.

Enhancing the business
regulatory environment
to facilitate micro, small,
and medium enterprises
(MSMEs) formalisation, digital

transformation, and access to
affordable finance.

Build human capital to
sustain economic progress

4

Improve governance as the key 'l
foundation for long-term development L~

® 5

* Deepening reform in the education system from early ~ ©
childhood to higher education, with a strong focus on
accountability, quality and workforce alignment.

Implementing a comprehensive public administration
and legal system reform to enhance efficiency and
transparency.

¢ Expanding social protection programmes and * Increasing tax system transparency and
introducing family-friendly policies to support workers predictability to improve compliance and revenue
and MSMEs. generation.

¢ Strengthening healthcare access to ensure universal ¢ Deploying technical experts to rural areas to support

coverage and improved service quality.

economic activities and ensure equitable service
provision.

Overcome constraints in
policy implementation

6

oS

Set objectives for Cambodia’s
long-term vision

s 7

professionals.

responsibility allocation.

reforms.

* Promoting a culture of meritocracy by recruiting U
and promoting the most qualified public sector

* Enhancing inter-agency coordination through
robust data-driven decision-making and clear

¢ Developing outreach and change management
strategies to engage stakeholders in policy o

Setting realistic targets for inclusive economic
growth and employment generation.

¢ Strengthening public service and social protection
levels in line with high-income aspirations and
identifying sustainable revenue sources.

* Developing a national environmental sustainability
framework for a transition to a low-carbon economy.

Crafting a strategy for global economic engagement
to maximise benefits from international trade and
investment.

* Implementing governance and institutional reforms
to align with the requirements of an advanced
economy.

® Creating an inclusive policy development process
that ensures public participation in formulation,
implementation, and oversight.




1. Introduction

In just three decades, Cambodia has
impressively transformed from a war-torn
economy to one of the fastest growing
economies in the world. If recent high
levels of growth continue over the next two
decades, Cambodia would comfortably
advance its long-term development agenda.

However, there are two important questions
that need to be addressed. Can Cambodia
recover adequately from the COVID-19
pandemic to realise its aspiration toward an
advanced economy, given an increasingly
uncertain world economic order? And, can
Cambodia’s growth become more inclusive,
sustainable, and resilient in the future? This
report answers ‘yes” to both questions
with commitments to embark upon major
reforms. This projection is conditional on
faster reforms in line with a new growth

strategy scenario involving accelerated
reforms, while a business-as-usual (BAU)
reform scenario will deliver slower growth
and delay reaching the targets. The report
outlines future scenarios for a new growth
strategy to capitalise on its past success,
seize new emerging opportunities and
tackle head-on the fundamental weakness
the country faces, and embrace new
challenges within an uncertain future.

This Overview Report, supported by
nine background papers, examines past
performance and policy lessons, identifies
fundamental weaknesses and emerging
challenges for the future, and provides
an overview of a new growth strategy. It
indicates priority policy reforms, as well as
key points for overcoming implementation
challenges.

2. Historical growth and development trajectory

Cambodia has grown at more than 7 percent
per year since 2000, except for the years
afflicted by the Global Financial Crisis (GFC)
and the COVID-19 pandemic. Cambodia
managed the COVID-19 pandemic relatively
well. After contracting by 3.1 percent in
2020, real GDP growth rebounded to 3.0
percent in 2021 and 5.2 percent in 2022,
thanks to effective containment and a
highly successful vaccination programme.
Cambodia’s economy grew by 5.2 percent
in 2022 and 5.3 percent in 2023 as domestic
demand recovered and higher external
demand gradually lifted growth closer to
pre-pandemic levels.

4 Cambodia's New Growth Strategy

However, Cambodia’s growth prospects
have significantly changed. New drivers
of growth are needed, requiring policies to
promote economic diversification. Growth
in recent decades was driven by structural
transformation as employment shifted
from agriculture to low-skilled jobs in
labour intensive manufacturing (primarily
the garment, footwear and textile industry)
and tourism. These industries were in turn
narrowly dependent on low wages, trade
preferences, and a single tourist attraction
(the Angkor Wat temples). Growth
immediately before the pandemic was also
narrowly based, mainly driven by the large-
scale transition of labour from agriculture to



manufacturing, along with the conversion
of forests into farmland, as well as large
capital inflows into construction and real
estate. None of these growth drivers are
likely to be as important in the future:

The first phase of structural change
has likely run its course. Cross-country
comparisons suggest that Cambodia
may already have realised most of the
one-off benefits from inter-sectoral
diversification, of moving workers
from agriculture into manufacturing or
services.

Trade preferences concentrated the
commodity composition of exports
towards garments, and a heavy reliance
on a few markets such as the US and
EU, increasing vulnerability to demand
and country-specific shocks. Trade
preferences are likely to diminish growth
aspirations.

The construction and real estate boom
were heavily dependent on housing and
commercial investment. The growth
slowdown in China ended this boom
rather suddenly, and emphasised the
risks associated with over-reliance
on a single country for trade, aid and
investment. Additionally, construction
and real estate booms are rarely
sustainable and do not support long-
term growth. When they result in price
“bubbles” that destabilise the overall
economy, their net economic impact is
often negative.

The rapid economic growth of the past
has also occurred at the expense of the
environment, which is unsustainable.
For instance, forest cover has shrunk
dramatically, from above 62 percent in

1990 to below 45 percent in 2021, because
of uncontrolled land-use conversion, and
rapid urbanisation, exacerbating climate
change vulnerability. Land-use conversion
is not sustainable as a source of growth.
New drivers of growth must pay attention
to sustainability.

Cambodia’s growth story has been largely
one of capital accumulation, with public
and private investment accounting for a
majority share of the economic growth
since 2001 (Figure 1). Human capital
and labour contributions have remained
relatively modest, however. In contrast,
the contribution of total factor productivity
growth (TFP) fluctuated between positive
and negative during 2001-2023. While
TFP initially generated 2.7 percent of
growth during 2001-2007, it subsequently
became a drag on growth, reducing it by
0.8 percent during 2008-2010. It then
stabilised during the 2011-2019 period
before sharply declining in 2020-2023,
reducing economic growth by 2.8 percent.
Capital accumulation and labour quantity
were the main contributor to growth during
2020-2023.

Productivity growth will have to play a
bigger role in driving economic growth
moving forward. This will require a new
phase of structural transformation
featuring diversification within the broad
sectors (manufacturing and services).
International experience shows that this
process does not happen on its own. It
requires active government facilitation and
economic reform particularly regarding
human capital and the business enabling
environment.

The Overview Report

5



Figure 1: Contributions to economic growth
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3. Modelling Cambodia’s growth pathways

The modelling undertaken for this study
analyses the key drivers of economic growth
and uses this as the basis for understanding
Cambodia’s future economic prospects.
This study has employed two approaches
to modelling Cambodia’s future economic
growth. First, a reasonably traditional
neoclassical model is employed, where
economic growth depends on increases
in the number of workers, human capital
improvements, private and public capital
investment, and increases in TFP. TFP is
typically interpreted as representing market
efficiency, knowledge and technology,
and the quality of institutions. The second
model employed takes a sectoral (structural
transformation) approach whereby
economic growth depends on increases in
the workforce, the movement of workers

6 Cambodia's New Growth Strategy

from low to higher productivity sectors (e.g.
from agriculture to manufacturing) and
increases in value-added labour productivity
within individual sectors (including via
industrial upgrading). The two models
combine to provide different insights into
Cambodia’s future growth prospects and
improve the robustness of the exercise,
with the average results of the two models
used to construct each scenario projection.

Both modelling approaches suggest reduced
future growth under a BAU scenario.

Neoclassical model. Private investment will
be weaker due to the end of the real estate
boom, elevated corporate debt, and with
banks facing high non-performing loans.
Public investment in infrastructure is lower



due to tighter fiscal conditions and fewer
projects funded by external development
partners. The need to invest in adaptation
increases investment costs. Overall, total
investment is projected to return to its long
run average during 2000-2019 of 25 percent
of GDP, considerably lower than the recent
peak of 38 percent of GDP seen in 2022.
Human capital improvement follows its
2000-2019 trend while TFP growth slows
marginally over the long-term. The main
cause of slower growth in the neoclassical
framework is sharply reduced contributions
from future capital accumulation due to
both lower public and private investment
rates and diminishing returns after decades
of high investment (Figure 2a).

Sectoral perspective scenario. The end
of the real estate boom alone reduces
future growth compared to pre-pandemic
by 1.2 percentage points. The share of

manufacturing in total employment has
been stagnant at about 16 percent for some
time and is projected to remain at this level
over the coming decade before gradually
declining as Cambodia’s economy matures
and labour costs rise. There has been
relatively little productivity growth within
manufacturing, with industrial upgrading
proceeding slowly. Non-farm employment
creation has been dominated recently
by construction and traditional services
(e.g. trade and hospitality). Increases in
construction have ended; growth in services
will continue but with weak productivity
benefits. Overall, the key insight from a
structural  transformation  perspective
is that employment in Cambodia is no
longer rapidly industrialising and is instead
increasingly  dominated by  services
(Figure 2b) with weak labour productivity
performance.

Figure 2: BAU scenario growth and employment projections
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4. A new growth strategy for Cambodia

Cambodia’s existing growth strategy
— built on political stability, prudent
macroeconomic policy, and economic
openness — has allowed the country to
take advantage of its key competitive
advantages in low-cost labour, world
class tourism assets, and its geographic
position in the dynamic East Asia region.
However, these pillars alone are no longer
enough. Scenario modelling discussed
above indicates that in a BAU projection,
economic growth would be considerably
slower than before the pandemic. Between
2024-2030, the BAU scenario would see
economic growth stuck at about 5.4 percent
per year, similar to its current pace. This
would still place Cambodia as a relatively
fast-growing economy by international
standards. However, it would be well below

Figure 3: Scenario development pathways

the rate of progress desired by Cambodia
and its political leadership. More important,
over the longer term the costs of continuing
BAU would be even higher and could see
Cambodia stuck in the middle-income traps.
Figure 3 and Table 1 below summarise the
key results of the growth modelling carried
out for this report.

In response, this report recommends
Cambodia adopt a new growth strategy
focused on two aspects of government
policy effort. The first and more immediate
would focus on accelerating Cambodia’s
medium term economic prospects through
prioritised sector policy efforts. This would
be targeted at a limited subset of high
potential industries (notably electronics,
agro-processing, tradeable services, and
tourism) together with policies to support
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Table 1: Key economic growth modelling results

Projected economic growth
Scenario
2024-2030 2031-2040 2041-2050
1. Business-as-usual 54% 4.3% 3.4%
2. Accelerated sector policies only 6.4% 51% 31%
3 3 With comprehensive reform 6.4% 6.3% 53%

Source: Authors projections and national accounts statistics

small and medium enterprises (SMEs)
and the informal sector. This element
of the strategy recognises that rapid
growth usually relies on achieving strong
performance in a few key sectors while
achieving inclusiveness requires economic
growth to reach the majority of lower
income workers in traditional services
and the informal sector. If Cambodia can
succeed in this regard, economic growth
would be considerably faster, averaging 6.4
percent a year over the rest of this decade.

The second element of the recommended
strategy recognises that comprehensive
reform is needed to sustain fast growth
over the long-term. The focus here is on
human capital development (education and
health) and improving institutional quality
(or governance). The third element of the
new growth strategy is that Cambodia
deliberately recognises inclusion and
quality employment as well as addressing
key environmental sustainability and
social resilience priorities. [t must be
acknowledged that reform in these areas
will take time to bear fruit. However, growth
will inevitably slow without progress on
these key fundamentals. With success
in these areas, Cambodia is projected to
achieve rapid and broad-based growth
sustained at 5-6 percent in later decades.

4.1. Accelerated priority sector
reforms for short-to-medium term
growth

There is no time to waste. Delay would
not only be costly in foregone national
prosperity but also risk missing important
growth opportunities while increasing future
economic vulnerabilities. The best way to
achieve substantially faster growth over
the medium-term is to accelerate policy
efforts in a few targeted industries with high
potential while supporting inclusiveness.

The current global and regional situation
offers three key opportunities for sectoral
policy: the reconfiguration of global
production networks as supply chains
and investment moves out of Ching;
the transition to a green economy; and
the ongoing rise of Asian economies,
consumers and businesses. These are
once-in-a-generation opportunities, with
the greatest gains for countries that
capture them early thereby benefiting from
clustering and network effects that can help
to reinforce and build their competitiveness
in new industries over time.

In  the short-to-medium term, rapid
economic growth can be achieved by
shifting the economy towards a few high
performing industries that can generate

The Overview Report
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strong productivity gains, as the garment
industry previously did in Cambodia. A
new phase of structural transformation
is required, expanding manufacturing via
diversification into promising new sub-
industries.

Agro-processing and electronics assembly
are the most promising manufacturing
sub-industries that would not only allow
Cambodia to move into higher value-added
activities but ones that are feasible based
on current capabilities and competitive
advantages (i.e. in labour-intensive basic
manufacturing) while also providing a basis
for future industrial upgrading over the
longer term (for instance into machinery
and automobiles). This is broadly the
path followed by other successful Asian
economies that Cambodia is seeking to
emulate, such as Vietnam and China.

With successful accelerated sector policy
efforts, it would be feasible for Cambodia
to achieve growth upwards of 6 percent
over the coming decade. This would also
generate greater non-farm employment
(Figure 4b). However, the bulk of non-farm
employment creation is likely to remain
in the services sector, especially for less
skilled workers. Tourism also retains growth
potential especially given Cambodia’s
proximity to a rising Asian middle class and
is a predominantly services-based industry.
With that in mind, policies aimed at boosting
productivity growth in traditional services to
match higher performing economies could
contribute meaningfully to both stronger
and more inclusive growth.

10 Cambodia's New Growth Strategy

4.2. Comprehensive reforms to
sustain growth over the long-term

Cambodia must concurrently accelerate
efforts to address key long-term reform
priorities to lay the foundation for sustaining
progress. At present Cambodia is not
making sufficient progress in several key
policy areas that will ultimately be vital to
sustaining rapid economic growth in the
long-term. Broadly, these relate to improving
human capital and institutional quality as
well as social resilience and environmental
sustainability. A policy gap analysis was
conducted for this report comparing
Cambodia to its current and potential future
peers in several key areas. The exercise
reveals that Cambodia performs well in the
policy areas most closely associated with
achieving structural transformation (i.e.
growth driven by a limited set of sectors)
but is not making enough progress in other
areas critical to long-term growth. For
instance, Cambodia compares favourably
to its peers and is making reasonable
progress in closing the gap with higher
income countries in terms of infrastructure,
openness to trade and investment, political
stability, and government effectiveness. In
terms of human capital, Cambodia is making
progress in terms of quantity (access),
however the gap in terms of quality is large
and does not appear to be improving in
line with that required. Cambodia remains
limited in terms of the broader business
environment, with challenges in logistics
performance, regulatory quality, and digital
restrictiveness. Hence, the regulatory reform
agenda to support Cambodia’s industrial
competitiveness requires urgent attention.

Comprehensive reforms should focus on
humancapitaldevelopmentandgovernance,



Figure 4: Growth and employment projections with comprehensive reforms
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while also addressing environmental and
social resilience priorities. With success
in these areas, Cambodia is projected to
achieve rapid and broad-based growth
sustained at 5-6 percent in later decades.

If Cambodia succeeds in improving its
long-term fundamentals, then achieving
sustained and more broad-based growth

will be possible. In the Comprehensive
Reform scenario modelled in this study,
growth would remain sustained in the 5-6
percent range over the long-term, with
greater industrialisation as well as gradual
diversification into modern digital and
business services (Figure 5).

Figure 5: Output by sector - comprehensive reforms
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4.3. The new growth strategy must
also be inclusive and sustainable

Complimenting the two-pronged growth
strategy focused on accelerated sector
policy efforts and a more comprehensive
reform strategy, Cambodia must pursue
inclusive growth that is also sustainable and
resilient. With this, Cambodia could feasibly
sustain economic growth in the 5-6 percent
range over the coming decades, ultimately
reaching its future growth aspiration.

Cambodia’s long-term strategic plans
such as the Pentagonal Strategy and the
economic policies that underlie them
all aim implicitly or explicitly support
green, inclusive, sustainable and resilient
economic growth. Green growth needs
to be oriented towards mitigating and
adapting to climate change, while avoiding
local-level  environmental  degradation.
Inclusive growth must generate decent
and sustainable jobs in manufacturing
and services, while providing fair and
sustainable returns for the self-employed
in agriculture or in micro, small, and
medium-sized enterprises (MSMESs) across
sectors, formal and informal. This type of
growth is bottom—-up, with the working-age
population enabled through education and
skills development and by equal opportunity
to participate in generating economic
growth. Such jobs must offer fair wages,
protect labour rights and provide safe work
environments. Policies to support families
with affordable housing and childcare
options promote the well-being of the next
generation.

Improving the sustainability of growth and
its drivers also involves diversifying trade
and investment flows. That is, diversifying

12 Cambodia's New Growth Strategy

export products and markets and import
sources, as well as sources of FDI flows,
will reduce risk and vulnerability to country-
specific and other external shocks and
increase the sustainability of economic
growth.

Green, inclusive and sustainable growth is
more likely to be resilient. Enabling green
and inclusive growth means encouraging
and assisting workers to shift from informal
to formal employment and regularising
undocumented  migrant labour.  This
facilitates the implementation of policy to
equip workers and small businesses with
skills and flexibility, increasing their ability
to withstand shocks and crises, and to
be resilient in the face of ongoing change
processes (including climate change and
technological  change).  Diversification
assists in this. Social protection systems
should be expanded to support marginalised
communities.

4.4. Summary of key
recommendations

Policy reforms take time to pay
off. Cambodia must accelerate the
implementation of key policy reforms that
will bear fruit in the short-and-medium term
but at the same time embarking on reform
priorities for long-term growth development.
Importantly, the policy recommendations
below require political leadership, sustained
policy change and implementation, and
redirection of resources and state capacity.
Below is a summary of selected key
policy recommendations. More detailed
discussions of these recommendations
are developed in the respective background
papers supporting this Overview Report.



Target policy support to
high potential new sub-
industries

Respond to green
transition for more
sustainable and resilient
growth

Reforms to support
broad-based and
inclusive medium-term
growth

Build human capital
to sustain long-term
economic progress

Improve governance as
the key foundation for
long-term development

Overcome constraints in
policy implementation

e Attracting anchor foreign investors in priority sectors, including
agro-processing, electronics, tradeable services, and tourism, to
strengthen industrial clusters and enhance global integration.

e Addressing regulatory, infrastructure, and skills bottlenecks
through structured engagement with the private sector to
improve investment attractiveness.

e Activate the FDI review board to assess industrial policies, SEZs,
and strategic investment incentives.

e Expanding green financing mechanisms, particularly for
renewable and energy efficiency projects.

e Supporting green industries by promoting clean energy adoption,
carbon capture technologies, and energy-efficient solutions.

e Encouraging sustainable agricultural practices that minimise
carbon footprints while improving productivity.

e Accelerating digitalisation in public services to improve
efficiency and transparency.

e Expanding digital infrastructure in rural areas, with a focus on
smallholder farmers to enhance productivity and market access.

e Enhancing the business regulatory environment to facilitate
MSME formalisation, digital transformation, and access to
affordable finance.

e Deepening reform in the education system from early childhood
to higher education, with a strong focus on quality, accountability
and workforce alignment.

e Expanding social protection programmes and introducing
family-friendly policies to support workers and MSMEs.

e Strengthening healthcare access to ensure universal coverage
and improved service quality.

e Implement a public administration and legal system reform to
enhance efficiency and transparency.

e Increasing tax system transparency and predictability to
improve compliance and revenue generation.

e Deploying technical experts to rural areas to support economic
activities and ensure equitable service provision.

e Promoting a culture of meritocracy by empowering the most
qualified public sector professionals.

e Enhancing inter-agency coordination through robust data-driven
decision-making and clear responsibility allocation.

e Developing outreach and change management strategies to
engage stakeholders in policy reforms.
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e Setting realistic targets for inclusive economic growth and
employment generation.

e Defining public service and social protection levels in line with
high-income aspirations and identifying sustainable revenue

sources.
n e Developing a national environmental sustainability framework

Set objectives for
Cambodia’s long-term
vision

for a transition to a low-carbon economy.

e Crafting a strategy for global economic engagement to
maximise benefits from international trade and investment.

e Implementing governance and institutional reforms to align with
the requirements of an advanced economy.

e Creating an inclusive policy development process that ensures
public participation in formulation, implementation, and oversight.

5. Overcoming constraints for effective implementation

The government already has in place a
framework of strategies, laws and action
plans that could be successful in facilitating
the new growth strategy described above.
Most of the challenges identified above are
already comprehensively addressed within
the government'’s existing policy framework.
The Pentagonal Strategy Phase One is
organised in such a way as to integrate, and
sequence needed reforms in order to realise
a new growth model that is built on skKills,
technology and innovation.

The Pentagonal Strategy Phase One notes
several implementation challenges. It refers
to challenges in “the capacity and quality of
institutions”, in “the effectiveness of inter-
ministerial/institutional coordination”; and
in “outreach and dissemination ... affecting
the effectiveness of participation and
support”.
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5.1. Challenges related to the
capacity and quality of institutions

There are three central problems: a
hierarchical culture that prioritises loyalty
over innovation and stifles reform; the
concentration of budgets and other
resources at the center, disincentivising
motivated public servants from pursuing
sub-national level careers; and challenges in
institutional quality or governance that hinder
effective service provision. The government
should move ahead with its functional
review of civil service positions, and with
reforms to further promote meritocratic
hiring and promotions practices, further
deconcentrate government by devolving
budgets and deploying qualified personnel
to lower levels of government.



5.2. The effectiveness of
inter-ministerial/institutional
coordination

There are three key aspects to this. The
first is the importance of robust, reliable,
accessible and timely data to provide
the foundation for inter-institutional
discussions and agreements. Such data
should be collected by central government
agencies, independent researchers and
through participatory local-level methods.
The successful implementation of the
IDPoor system provides a strong precedent
here. The second is the importance of
prioritisation, which requires establishing
a goal, a theory of change and a step-by-
step implementation plan with intermediate
targets and objectives. The government’s
successful long-term  Public  Financial
Management Reform Program offers
a good example of this. The third is the
importance of a clear distribution of roles
and responsibilities and strong leadership.
The government’'s COVID-19 response is a
model of how this can be achieved.

5.3. Monitoring and evaluation

The lack of attention and investment in
monitoring and evaluation (M&E), particularly

at the outcome level, necessitates a more
focused and systematic approach across
all levels of government. This requires
emphasising the role of robust, timely and
accessible data and evidence in policy making,
implementation and M&E. The availability
of adequate data and M&E system as a
basis for discussions can promote shared
understandings of problems and greater
commitment to solutions across agency
boundaries.

5.4. Outreach, dissemination and
change management

Building on the recommendation above,
extending the analytical work required for
effective internal coordination can also
assist with outreach and dissemination.
This requires work to assess the variety
of constituencies of stakeholders affected
by each step of the proposed policy
implementation plan, including groups inside
and outside government, and formulating a
change management plan to inform, educate
and manage the response of these different
groups.

6. Setting the objectives for Cambodia’s long-term vision strategy

Todrivereformand accelerate development,
the government should undertake the
process to develop a new vision strategy
for growth toward a more complex and
dynamic economy and society. The
new vision should outline the long-term
development plan, core values, and guiding

principles for policy reforms. Policy makers
need to address six objectives: 1) realistic
targets for inclusive development via
economic growth and job creation; 2)
identification of the level of public services
and social protection the state should aim
to achieve in line with reaching medium

The Overview Report 15



and long-term growth goals and the
revenue sources required to finance this; 3)
requirements for domestic environmental
sustainability and the transition to a low-
carbon economic trajectory; 4) a strategy
for managing Cambodia’s international
economic relationships to support its

development agenda; 5) targets for steadily
improving governance and institutions in
line with the requirements of becoming a
more advanced economy; and 6) a credible
platform for public participation in public
policy formulation, implementation, and
oversight.

7. Conclusion

Models of Cambodia’s future growth suggest
that BAU will not deliver rapid economic
growth in the new global context. The
modelling and contextual analysis completed
in this study provide a basis for crafting a new
vision strategy, which the changing global
context necessitates. A new growth strategy
could deliver sufficient growth to sustain high-
quality development over the medium- and
long-term.

The new growth strategy has multiple
aspects: establishing sector-specific policies
to take advantage of current opportunities to
boost short-to-medium term growth, investing
in fundamental reforms to achieve long-term
growth, ensuring that growth is shared and
benefits future generations, communities and
marginalised populations sustainably and
equitably.

Suggested  sector-specific  policies  are
focused on facilitating further foreign
investment in agro-processing, electronics,
tradeable services, and tourism to take
advantage of reconfiguration of global supply
chains and the green transition and facilitating
the upgrading of domestic SMEs to integrate
them into this ecosystem.

16 Cambodia's New Growth Strategy

Suggested fundamental reforms would
prioritise  human  capital  investments,
particularly in education and health, and
meritocracy initiatives, but also include
investing in an M&E system for evaluating
policy implementations. Suggested inclusive
reform priorities would include expanding
social protection and insurance, pursuing
wider public administration reform, and steady
and effective management of a participatory
process that will ensure public support and
participation in the design, implementation,
and oversight of the government's reform
process.

The fast-pace of change in Cambodia and
elsewhere in the region and the global
economy requires the government to respond
quickly to multiples challenges, risks, and
shocks as they arise at the same time. In
doing so, the government needs to uphold the
elements outlined in the new growth strategy,
and the policy responses should build the
foundation for the short-term problems, not
undermine, long-term reform priorities and
vision.
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Background Paper 1
Cambodia’'s Economic Trajectory:
2000-2022 Macroeconomic Analysis

Hing Vutha and Kruy Narin

Economic growth path Drivers of economic growth

- Since 1998, Cambodia has transitioned - Analysis using the Growth Accounting

from an agrarian-based economy to one
driven by industry and services, achieving
robust growth of over 7 percent annually
from 2000 to 2019. This progress led to
Cambodia attaining lower middle-income
status in 2015, setting the stage for
long-term quality growth with ambitions
of achieving sustainable, inclusive, and
resilient development.

The share of agriculture in GDP dropped
from 35.5 percent in 2000 to 16.5 percent
in 2022, while the industrial sector’s share
increased to 41 percent. The services
sector maintained a steady contribution,
though slightly reduced from 38 percent
to 36 percent due to the COVID-19
pandemic’s impact.

Key sectors such as textiles, construction,
real estate, and food and beverage industries
drove economic growth, supported by
foreign investment and integration into
regional and global markets. This growth
pattern reflects a narrow economic base,
which could pose challenges to long-term
sustainability and resilience.

Despite challenges from the 2007-
2008 global financial crisis and the
2020 COVID-19 pandemic, Cambodia’s
economy showed resilience, rebounding
strongly after each crisis.

Framework revealed that Cambodia’s
economic growth from 2000 to 2022 was
largely driven by private capital, bolstered
by strong foreign direct investment (FDI)
and progressive reforms and improved
investment climate. Key sectors such
as manufacturing, real estate, and
construction saw substantialinvestments,
fuelling rapid economic expansion.

Total Factor Productivity (TFP) played a
significant role in enhancing the efficiency
of labour and capital use, although it
experienced fluctuations during periods
of economic disruption like the global
financial crisis and COVID-19. Public
capital investments, while smaller than
private, were essential for developing
infrastructure, laying a solid foundation
for sustained private sector growth.

Labour and human capital contributions
to growth were relatively modest,
reflecting underinvestment in workforce
development. The limited impact of
human capital underscores the need for
improved education and skills training
to better meet the evolving demands
and structure of Cambodia's growing
economy.
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Challenges and policy directions

- Cambodia’s  economic  growth s
constrained by a reliance on low-
complexity industries, low labour market
efficiency, and a less dynamic and
underdeveloped business environment,
all of which hinder progress toward
achieving greater economic progress.

- To sustain growth and realise its vision
of achieving long-term quality growth,
Cambodia must focus on developing
human  capital  through increased

investment in education and skills
training, diversify its economy to mitigate
vulnerability to external shocks, and
strengthen its business environment
by reducing bureaucratic barriers,
improving regulatory frameworks, and
enhancing infrastructure. Furthermore,
enhancing governance and institutional
capacity through comprehensive public
sector reforms and effective policy
implementation will be essential for
achieving long-term economic objectives.

1. Introduction

Since achieving peace in 1998, Cambodia
has established a strong foundation as
an independent and sovereign nation
that is now recognised globally and
engages actively in economic integration
and international cooperation.  This
engagement has helped Cambodia
develop its national policies and strengthen
strategic partnerships that have enhanced
its economic development.

Over the past two decades, Cambodia
has achieved remarkable macroeconomic
and financial stability with an average
annual economic growth rate exceeding
7 percent between 2000 and 2019. This
robust growth has resulted in a significant
increase in GDP between 2000 and 2019,
which rose elevenfold from USD3.7 billion
to USD36.6 billion, and GDP per capita had
a nearly eightfold increase from USD310
to USD2,345 during the same period.
Cambodia’s economic progress has also
resulted in substantial poverty reduction

and improved income equality. The
proportion of Cambodians living below the
national poverty line dropped significantly
from 45 percent in 2006 to 17.8 percent in
2019 (WB 2022; WB 2024). Simultaneously,
the depth and severity of poverty has also
decreased (WB 2022). According to the
Gini Coefficient, which rose from 0.41 in
2007 to 0.29 in 2014, income equality has
improved (MOP 2022). Such advancement
enabled Cambodia to achieve lower
middle-income status in 2015 and set the
stage for the country’s ambitious goals for
future growth.

Alongside these macroeconomic
successes, Cambodia’s economic
structure has undergone a significant
transformation, namely shifting from
a reliance on agriculture to a focus on
industry and services. Considering GDP,
agriculture’s contribution has decreased
from 35.5 percent in 2000 to 16.5 percent
in 2022 while the service sector has
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maintained its 36 percent contribution to
Cambodia's GDP. Conversely, the industry
sector has increased its contribution
to GDP from 22 percent to almost 41
percent. The industry sector’'s growth sets
Cambodia on the path towards becoming
an industry-based economy, which the
Industrial Development Policy 2015-2025
has outlined. Cambodia’s economic growth
has been sustained by various fundamental
factors but most notably through improving
effective public financial management
(e.g., enhanced revenue collection, efficient
budget allocation, and sustainable debt
management). Additionally, the trade
sector has expanded rapidly and robustly,
while the banking sector has maintained
financial stability that is characterised by
liquidity, robustness, and resilience.

Despite  these  achievements, the
COVID-19 pandemic dealt a significant
blow to development efforts by stalling
Cambodia’'s growth. The pandemic’s
impact has highlighted the vulnerability of
Cambodia’s narrowly focused economy
characterised by a heavy reliance on a
few sectors and lack of diversity in export
products and markets. As the global
landscape rapidly changes, marked by
trends like uncertainty in global trade, geo-
economic fragmentation and digitalisation,
Cambodia must diversify its economy and
adapt to the evolving market demands in
order to ensure future stability and growth.
Furthermore, Cambodia must prioritise
addressing structural challenges, such as
strategic investments in infrastructure,
improving education and skills training,
and nurturing an innovative ecosystem.
These efforts are essential for Cambodia’s
continued economic progress.

The objective of this paper is to thoroughly
analyse Cambodia’s economic growth
from 2000 to 2022. Specifically, this
analysis will focus on examining historical
macroeconomictrends,thecontributions of
key sectors, the structural transformations
within the economy, and key drivers of
growth. By analysing these elements, the
paper aims to provide insights into areas
such as the evolution of Cambodia’s
economic structure, and the resilience of
the economy to external shocks. These
insights will offer a clearer understanding
of Cambodia’s economic trajectory and
inform  policy recommendations for
sustaining growth, fostering diversification
and achieving long-term development
goals. The findings will set the stage for
subsequent papers, which will explore the
policy implications and strategic directions
necessary for Cambodia's progress
toward its vision of long-term quality
growth, aiming for sustainable, inclusive,
and resilient development.
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2. Cambodia economic growth path

Cambodia’s economic journey since 1998 has been marked by strong progress. The
country’s commitment to socio-economic development is evident in its impressive annual
growth rate that has been, on average, over 7 percent since 1998. In fact, there have been
periods of steady and lasting growth, with some years witnessing double-digit growth rates

(Figure 1).

Figure 1: Contribution to growth of GDP by sectors (2001-2022)
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Source: National Institute of Statistics (NIS)

2.1 Key trends in Cambodia’s
economic growth and resilience

The early 2000s marked a period of strong
economic progress for Cambodia. GDP
growth rates consistently exceeded 7
percent and reached a peak of 13.3 percent
in 2005 which transformed the country’s
economic landscape. This impressive
growth was primarily fuelled by key
industries, such as garment and textiles,
construction, and food and beverage, each
playingavitalroleindrivingtheeconomy. The
garment and textile industry, in particular,
emerged as a significant contributor to the
economy due to robust export demand,
substantial FDI, and an abundant workforce.
The construction sector also experienced

rapid expansion that was driven by
significant investments in infrastructure
projects, such as road networks and real
estate developments, particularly private
homes, condominiums, and commercial
complexes. The food and beverage industry
thrived as well capitalising on the growth
of domestic consumption and expanding
export opportunities. Furthermore, specific
government policies, such as tax incentives,
investment  promotion schemes, and
infrastructure  development initiatives,
played a crucial role in sustaining this
upward trajectory.

The global financial crisis of 2007-2008
significantly impacted Cambodia’s
economy and led to a sharp decline
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in GDP growth (4.1 percent in 2009).
Reduced global demand and investment
in important industries, such as textiles
and construction, caused these industries
to suffer. The crisis had widespread
effects on the economy and resulted in
slower growth and heightened economic
uncertainty. Despite these challenges,
Cambodia’s economy experienced a strong
rebound between 2010 and 2019. The
GDP growth rates during this period were
consistently above 7 percent as a result
of successful economic diversification
efforts. In fact, in 2017, the GDP growth
rate reached 8.8 percent due to strategic
government policies that incentivised
investment and the return of favourable
global market conditions. The garment and
textile industry saw a resurgence due to an
increase in global demand and sustained
FDI.  The construction industry also
continued its growth trajectory supported
by increased investment in infrastructure,
including major road expansions and the
development of commercial properties in
urban centres as well as a booming real
estate market. Furthermore, industries
like accommodation, food service (both
wholesale and retail), and real estate
experienced substantial growth and played
a vital role in the overall economic recovery.
As evidenced above, this period was
characterised by economic diversification
with a broader range of industries
contributing to growth and increased
efforts to enhance competitiveness and
attract investment.

The beginning of the COVID-19 pandemic
in 2020 significantly hurt Cambodia’s
economy and, in fact, caused a fall in GDP
growth (by 3.6 percent). The garment and
textile, tourism, and hospitality industries

were especially impacted by the pandemic
because they heavily depend on external
demand and human mobility. The garment
and textile industry encountered major
difficulties, such as a lack of materials,
closed factories, and cancelled orders due
to disruptions in global supply chains and
decreased demand from key markets.
Likewise, the accommodation, food service,
and tourism-related industries saw a
significant drop in business due to travel
restrictions and health concerns, which
limited both international and domestic
tourism.

Despite these challenges, the Cambodian
economy showed signs of recovery in
2027 and 2022. In 2021, GDP growth
rebounded to 3.1 percent and further
increased to 5.1 percent in 2022. This
recovery has been supported by a gradual
return of other key industries. For example,
the construction industry became more
active as infrastructure projects restarted
and investor confidence grew. Driven by
domestic demand and a partial return of
FDI, the real estate market also began to
recover. Financial and insurance services
demonstrated stability and growth as a
result of increased digitalisation and a
focus on financial inclusion, which aims to
provide financial services to underserved
populations. The technology industry also
experienced significant growth as demand
for online services and remote work
solutions surged. However, recovery has
been uneven across different industries
with some experiencing robust growth
while others continue to face challenges.
Industries, such as textiles and tourism,
were heavily affected by the pandemic and
are still struggling to return to pre-pandemic
levels. These industries’ recovery depends
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on different factors, such as the global
economy, return of international tourism,
and the ability to adapt to changing market
trends.

2.2 Key factors explaining the
growth trends

Several key factors have contributed to
Cambodia’s remarkable economic growth
over the past two decades. Political stability
in Cambodia has allowed the country to
prioritise  socio-economic  development
with private investment becoming the
foundation of its economy. The investment
in physical infrastructure and human capital
has played a crucial role in supporting
sustainable growth, while legal and judicial
reforms have been instrumental in creating
a favourable business environment.
Cambodia’s participation in organisations,
such as the Association of Southeast
Asian Nations (ASEAN) and the World
Trade Organization (WTO), and free trade
agreements, such as the ASEAN Economic
Community (AEC), Cambodia-China Free
Trade Agreement (CCFTA), Regional
Comprehensive  Economic  Partnership
(RCEP), and Cambodia-Korea Free Trade
Agreement (CKFTA), has deepened its
connections to regional and global value
chains. Policy frameworks, such as the
Triangular Strategy, Rectangular Strategy,
and National Strategic Development Plan,
have also played key roles in guiding and
shaping Cambodia’'s development by
outlining strategic directions and priorities.

The key industries driving growth, such as
garment and textiles, tourism, construction,
and real estate, are all experiencing
significant benefits from foreign investment
that have led to job creation and income

generation. In particular, the garment and
textile sector has experienced substantial
growth due to significant investments
primarily from China. The achievement of
fiscal stability, supported by Public Financial
Management Reform, has been a crucial
factor in supporting economic expansion.
Between 2000 and 2022, the Cambodian
government's current revenue increased by
nearly twenty times—from KHR1.4 trillion
in 2000 (10 percent of GDP) to KHR27.5
trillion in 2022 (17 percent of GDP). Total
government expenditure, on the other hand,
increased sixteen-fold during the same
time period. In 2022, it was KHR32.4 trillion
representing 20 percent of GDP, while in
2000 it was KHR2.0 trillion and 14 percent
of GDP (MEF 2019).

Effective management of public debt
has allowed Cambodia to maintain a
debt level of approximately 25 percent of
GDP, which is well below the 40 percent
of GDP threshold recommended by the
International Monetary Fund (IMF) for
developing countries in 2022. Maintaining
a lower public debt is crucial for ensuring
long-term financial stability, as it reduces
the risk of debt distress and enhances
the government'’s ability to manage future
economic shocks.

Meanwhile, Cambodia’s financial sector has
undergone significant reforms, particularly
in the banking industry, which was
previously distrusted. These reforms have
resulted in a more robust and liquid banking
sector. International reserves amounting
to USD18 bhillion continue to provide a
secure buffer covering the country's
imports for up to six months. The surge
in mobile electronic payments in 2022 to
USD272.8 billion, which is approximately
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seven times the GDP, signifies a remarkable
advancement in digital financial inclusion
and showcases the evolving landscape of
financial transactions (NBC 2023).

Within exports, Cambodia’s trade volume
has surged nearly sixteen-fold, soaring
from USD3.0 billion to USD48.2 billion
between 2001 and 2023'. This dramatic
increase reflects Cambodia’'s growing
integration into trade systems that have
been driven by the adoption of more open
trade policies and progressive domestic
reforms. Additionally, trade preferences
played a significant role, particularly for the
key export industries such as garments and
textiles, footwear, bicycles, and electronics.
As a result, Cambodia has positioned
itself as an important participant in the
global market and has become a strong
exporter of these goods. Its position fosters
robust economic growth and has enabled
Cambodia to expand its trade networks
both regionally and internationally.

FDI has been vital to Cambodia’s economic
growth. In fact, FDI has led to a significant
rise in registered capital from USD9 billion
in 2070 to USD44.5 billion in 2022 (NBC
2023). Robust external demand has caused
exports of both garment and non-garment
manufacturing products to quadruple from
USD4 billionin 2010 to USD15 billionin 2018
(MEF 2019). Additionally, an unprecedented
surge in domestic consumption has
elevated economic activities and resulted
in the highest tax revenue collected in 2019
(18.6 percent of GDP), which is remarkable
considering tax revenue was 12.6 percent
of GDP in 2014 (MEF 2019).

1 The International Trade Centre’'s Trade Map,
accessed at https://www.trademap.org/

In response to the COVID-19 pandemic,
the Royal Government of Cambodia (RGC)
implemented the “Strategic Framework
and Programs for Economic Recovery
in the Context of Living with COVID-19 in
a New Normal, 2021-2023" to maintain
the livelihood of its citizens and create a
lifeline for affected businesses. Various
intervention measures were introduced,
including tax relief for affected businesses
in priority industries, wage subsidies for
suspended workers, cash transfers to
poor and vulnerable households, reskilling
and upskilling for terminated workers,
and better credit access for businesses
in targeted industries. As a result, GDP
growth gradually recovered to 3.1 percent
in 2027 and 5.1 percent in 2022. However,
the slow recovery has also delayed the full
restoration of investment confidence. The
pandemic has undeniably taken a toll on
past development achievements and left
the country's Sustainable Development
Goals behind schedule. Furthermore, the
Russia-Ukraine war, geo-political tension,
and uncertain global trade order have added
pressure on the recovery momentum.
This has hindered Cambodia from quickly
returning to its potential growth path and
has affected the country’s long-term vision.

2.3 GDP per capita surge and
social progress

Despite fluctuations in growth rates,
Cambodia has experienced significant
growth in its GDP per capita, which has
increased more than sevenfold from
USD310 in 2000 to USD2,345 in 2022
(Figure 2). Higher GDP per capita has
been accompanied by an improvement in
living standards, a reduced poverty rate,
and decreased income inequality, all of
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which indicate positive socio-economic
development. Between 2004 and 2019,
the poverty rate in Cambodia significantly
decreased from 532 percent to <10
percent due to rapid economic expansion
and structural changes that enhanced the
standard of living. Additionally, access to
basic services, such as electricity, water,
sanitation, health, and education, have

Figure 2: GDP per capita in USD (2000-2022)
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significantly improved over time. Such
advancements have narrowed the gap in
living standards between rural and urban
households, which is shown by a decrease
in the Gini Coefficient from 0.41 in 2007 to
0.29in 2074. Yet, it is important to note the
Gini Coefficient increased slightly to 0.32 in
2019/2020 (MOP 2022).

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
Source: National Institute of Statistics (NIS 2024)

3. Sectoral contributions to economic growth

Over the last two decades, Cambodia’s
economic  structure has significantly
transformed (Figure 3). As the country
moved toward an industrial economy, the
agricultural industry’'s contribution to GDP
subsequently shrunk from 36 percent
in 2000 to 16 percent in 2022. However,
agriculture’s contributions increased again
in 2009 due to the global financial crisis and
againin2020duetothe COVID-19 pandemic.
These two major economic events led to
an increase in commodity prices resulting
from supply shocks. However, afterwards,
the agricultural industry’s contribution to
Cambodia’s GDP began declining which
indicated decreased dependence on sector.

Furthermore, employment in the agriculture
industry dropped from 56 percent in 2008 to
only 36 percent in 2021 (Figure 4). Similarly,
the biggest subsector in agriculture, crops,
has steadily declined its share of GDP from
16 percent to 10 percent, between 2000
and 2022, respectively. The second highest
contributing subsector, fisheries, has also
contributed less to GDP (down from nearly
11 percent to approximately 3 percent
between 2000 and 2022). Livestock and
poultry, on the other hand, have similarly
contributed less to GDP dropping roughly 2
percent between 2000 and 2022. Regardless
of its decreased importance to Cambodia’s
GDP, agriculture remains a critical sector to
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ensure food security and persists in being
the occupation of more than a third of the
population.

Within other industries, such as garments
and textiles, footwear, construction,
and food and beverage, contributions to
Cambodia’s GDP have expanded rapidly
from 22 percent in 2000 to 41 percent in
2022. Causes for this expansion can be
attributed to various factors. For instance,
Cambodia’s vision in moving the country
toward an industrial economy as well
as the rapid transformation of global
and regional architecture combined with
the geopolitical landscape have visibly
highlighted the opportunity for Cambodia’s
industrial development. The structural
industrial transformation in Cambodia will
be defined by the following three important
factors: changes in regional cost structure
and labour costs; Cambodia’s favourable
geographical positioning between the two
potential industrial regions of Bangkok and
Ho Chi Minh City and close proximity to other
large East Asian economies; and changes
to the supply chain aimed at ensuring
reliability and mitigating risks arising from
geopolitical issues, natural disasters, labour
unrests, and other unexpected events.

Within Cambodia, the Industrial
Development Policy 2015-2025 provides
a roadmap for the development of the
industrial sector. By sub-sector, textiles,
clothing, and footwear has continued
to provide a significant contribution to
GDP with nearly 14 percent in 2022 (up
from 9 percent in 2000). Simultaneously,
employment across the industrial sector
has also grown from 16 percent in 2008 to
27 percentin 2021. While existing industries
have scaled up over time, several newly

emerging industries have opened in the
Kingdom as part of economic diversification.
The newly emerging industries include the
automotive industry; bicycles; solar panels;
electronic gadgets; tyre production; and
furniture. Despite the disruptions caused by
the pandemic, strong external demand for
non-garment manufacturing products have
led to substantial export growth, increasing
by 28.2 percent in 2020, 47.3 percent in
2021, and 24.7 percent in 2022. These
exports amounted to USD3.4 billion, USD5.1
billion, and USD6.4 billion, in the respective
years (Figure 5).

The service sector (i.e., accommodation
and food service, real estate, financial and
insurance, transportation and storage, and
information and communication) largely
maintained its contribution to Cambodia’s
GDP between 2000 and 2022, from 38
percent to 36 percent, respectively. Despite
the pandemic’s severe impact, the service
sector’'s strong performance helped mitigate
some of the effects on the economy.
Employment in the service sector gradually
increased from 28 percent in 2008, to 37
percent in 2021. It is worth noting that the
tourism-related sectors (accommodation
and food services, transportation, wholesale
and retail and entertainment) were one of
the hardest-hit sectors by COVID-19, mainly
due to fears around spreading the disease
and widespread travel restrictions. In 2020,
nearly 3,000 tourism-related businesses
shut down or temporarily closed, which
resulted in 50,000 unemployed workers and
put more than 30,000 jobs in related sectors
atrisk.
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Figure 3: Cambodia’s economic structure (share of sectoral value-added in GDP)
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Figure 4: National employment by sector

100.0%
90.0%
80.0%
70.0%

60.0%
50.0%
40.0%
30.0%
20.0%
10.0%

0.0%

2008 2009 2010 20M 2012 2013 2014 2015 2016 2017 2019/2020 2021

B Agriculture Industry B Service

Source: National Institute of Statistics (NIS 2024)

Figure 5: Cambodia’s export structure (share of exported products to total export)
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4. Historical trends of key macroeconomic indicators

4.1. Investment-to-GDP ratio

The investment-to-GDP  ratio, which
is represented by gross fixed capital
formation as a percentage of GDP, is a
vital economic metric providing crucial
insights into investment levels that support
economic activities. Figure 6 depicts
the trajectory of Cambodia’s gross fixed
capital formation as a proportion of its
GDP from 2000 to 2022, compared to
various countries with comparable income
levels to Cambodia during that period.
Starting at approximately 18.3 percent in
2000, Cambodia’s investment-to-GDP ratio
exhibited a notable upward trend increasing
to over 31 percent by 2022. This consistent
increase indicates a robust investment
climate driven by favourable government
policies, infrastructure  development,
and increasing market opportunities
that fostered growing confidence in the
Cambodian economy among investors.
From 2000 to 2007, the investment-to-GDP
ratio rose from 18 percent to 20 percent.
This period was marked by a significant
influx of FDI and domestic investment that
were driven by government incentives, tax
reforms, and increasing trade partnerships,
which were supported by favourable
policies and global interest. The surge in
investment was instrumental in driving
Cambodia’s economic growth and has
positioned it as one of Southeast Asia’s
rapidly expanding economies. However,
the 2008 global financial crisis adversely
affected Cambodia’s investment landscape,
resulting in a significant downturn in the
investment-to-GDP ratio as FDI dwindled,
domestic investment stalled, and investor

confidence wavered amidst economic
uncertainties. After 2010, Cambodia’s
capital formation witnessed a resurgence,
which was characterised by steady growth
and a maturing investment environment
that canbe attributed to a series of structural
reforms, enhanced market regulations, and
improved business climate. This strong
rebound can be attributed to a combination
of internal economic reforms, political
stability, and deeper integration into the
global economy that enhanced Cambodia’s
appeal to investors.

Within the region, Cambodia’s average
investment-to-GDP ratio between 2000
and 2022 was 20 percent. This average
ratio is modest, especially when compared
with the major fast-growing economies of
Asia, such as China, Korea, and Thailand,
which have historically demonstrated
investment-to-GDP  ratios  surpassing
the 30 percent mark (Figure 7). The high
intensity of investment fuelled each
country’s respective periods of accelerated
economic growth and development. By
contract, Cambodia’s ratio has not yet
reached such heights, indicating it needs
to boost the formation of capital within
its economic structure. Both Malaysia
and Vietnam also surpass Cambodia’s
investment intensity with an average
ratio of 24 percent and 30 percent,
respectively. Cambodia is currently below
the average investment-to-GDP ratio found
in lower-middle-income countries (26
percent) indicating a comparatively more
conservative investment environment for
its level of development and economic
growth.
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Figure 6: Gross fixed capital formation as a percentage of GDP (2000-2022) of Cambodia
and selected countries in Asia
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The comparison between Cambodia and  economic  trajectories  have  shown,
other Asian countries reveals significant increasing the investment-to-GDP ratio
implications for Cambodia’s economic  could catalyse economic development.
strategy. Most importantly, it emphasises

the opportunity for Cambodia to raise its ~ 4.2. Human capital development
investment-to-GDP ratio thereby aligning it
with the higher levels that fuelled the strong
growth of other nations. As other countries’

The data on Cambodia’s Human Capital
Index (HCI) from 1996 to 2019, shown in

Figure 7: Regional perspective on gross fixed capital formation - Cambodia in context
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Figure 8, suggests a gradual improvement
in human capital development. The HCI
value increased from 1.5 in 1996 to 2.0 in
2019 with a noticeable rise in the growth
rate after 2005. Initially from 1996 to 2005,
the HCI remained relatively stagnant at 1.5
with an annual growth rate of 0.7 percent.
This period reflects a slower pace of
development likely influenced by factors
such as the country’s post-conflict recovery
phase and the time needed to rebuild and
reform educational systems. However,
from 2006 onwards, the HCI demonstrated
a consistent increase. The year-over-year
growth rate doubled from 0.8 percent to 1.6
percent between 2005 and 2006, indicating
a major change in the emphasis on
human capital development. This change
may be due to several factors, including
increased government investment in
education, reforms in the education sector,
and international aid and development
programmes  focused on  improving
educational infrastructure and access.

However, the HCI resumed its upward
trend shortly after and reached 1.8 percent
by 2012 and finally 2.0 by 2019, with the
growth rate stabilising at 1.6 percent. The
steady increase in the HCI demonstrates
Cambodia’s commitment to improving
its human capital through education. The
steady increase in the HCI is a positive
sign that suggests improvements have
been made in educational attainment, skill
development, and potentially healthcare
as well since all these factors are typically
included in the computation of the HCI.

Despite making commendable strides in
human capital development, Cambodia
still falls behind its regional counterparts.
Having an HCI score of 1.9, Cambodia
falls behind China (2.7) and Vietnam (2.8),
who have better utilised their education
and healthcare systems to develop human
capital. The gap becomes more significant
when you look at Malaysia and Thailand,
with scores of 3.1 and 2.8, respectively,

Figure 8: Trajectory of human capital index in Cambodia (1996-2019)
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highlighting the benefits of significant
investmentsinhuman capital. Thedifference
is yet more pronounced when compared to
countries like Japan and South Korea, with
HCI scores of 3.6 and 3.8, respectively. All
the above countries show how dedicated
health and education policies can transform
economic development. For Cambodia,
regional disparities underscore an urgent
need for targeted reforms. To accelerate
growth and development, Cambodia should
prioritise strengthening its education and
health sectors and draw upon lessons from
its neighbours to advance its human capital
development.

Educational attainment is a fundamental
component of human capital development.
For Cambodia in particular, itappearstobea
limiting factor compared to the educational
benchmarks set by neighbouring countries.
With its citizens having, on average, 5 years
of schooling, Cambodia is significantly
lower than that of its regional peers. China
and Vietnam both report an average of 8
years, and Indonesia and Thailand report
their citizens have 9 years of schooling
(Figure 9A). Looking at the more advanced
educational systems of Malaysia, South
Korea and Japan, the average number of
years of schooling stands at 11, 12.6 and
12.7 years, respectively. The quality of
education, often measured by standardised
assessments like the Programme for
International Student Assessment (PISA),
further indicates the disparities in human
capital development across the region.
Cambodia’s PISA score stands at 337. Its
score is substantially lower than that of
Indonesia (369) and Thailand (394) pointing
to anintraregional gap in educational quality
(Figure 9B). Malaysia’s PISA score of 404
suggests a moderate level of educational

proficiency compared to Cambodia. The
disparity becomes even more stark when
comparing Cambodia to the top performers
in the region. Hong Kong, South Korea,
and Japan boast PISA scores of 520, 523,
and 533, respectively, indicating highly
developed education systems that produce
students who excel in critical thinking and
problem-solving, which are key skills in
a knowledge-driven economy. Vietnam's
score of 560 has been widely recognised
as a significant factor contributing to its
growing economic stature.

The regional comparison presented above
underscores the dual challenges confronting
Cambodia’s human capital development.
Enhancingthequality of educationisessential
to equip students with the necessary skills for
success in a globally competitive economy.
Furthermore, addressing disparities in
educational attainment, particularly in rural
and marginalised communities, is crucial
for ensuring inclusive and equitable access
to education. Neglecting either dimension
of the education system jeopardises
Cambodia’s ability to compete effectively
on the global stage and fully leverage its
human capital potential. By addressing these
challenges comprehensively, Cambodia can
drive sustainable economic growth and
societal advancement, and position itself for
long-term prosperity and development.

4.3. Demographic dynamics and
its economic implications

Cambodia’s demographic evolution
between 1995 and 2022 has gone through
significant transitions. The population
growth rate decreased from 2.6 percent
in 1995 to 1.1 percent in 2021 indicating
a transition from having a rapidly growing
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Figure 9: Mean year of schooling and PISA score of selected countries

A. Mean year of schooling of selected countries, 2021

10
8
0

§b

&
Q ’ ¢ > &
3 © < %\ /\Q =

~ O

B. PISA score of selected countries, 2022

500
- . o 3094 404
300
200
100
0
5@ 2)@ %%@ O

Source: Human Development Index and OECD (2022)

young population to a slower-growing older
population (Figure 10). Possible reasons
for this decrease in the population growth
rate include better access to healthcare
and family planning, urbanisation, changes
in family traditions, and educational
progress, particularly among women.
Even as the population growth declined,
the total population steadily increased
from 10.9 million in 1995 to 16.8 million in
2022. Cambodia’s changing demography is
also reflected in the growing working-age
population (WAP) (from 52 percent in 1995
to 65 percent 2021) indicating a matured
labour market. The increased proportion of
the WAP could lead to possible economic
expansion and advancement since a larger
labour force can lead to higher production,
consumption, and savings, which are all
crucial factors for economic advancement.

Simultaneously, there has been a
noticeable decrease in the proportion of the
population under 14, which dropped from
45 percent in 1995 to 29 percent in 2022.

Source: World Development Indicator and OECD (2022)

This decline underlies the slowing birth
rate and an overall shift towards smaller
family units. However, having a smaller
youth population has been balanced by
the increasing segment of the population
over 65 years old, which has doubled from
3 percent to 6 percent between 1995 and
2022. The rise in the elderly population
signals a growing demand for healthcare,
social services, and pension systems that
have the potential to reshape economic
demand and labour market compositions.
Adding complexity to this demographic
landscape is the downward trend in labour
force participation rates, particularly among
women, which have fallen from 77 percent
in 1995 to 70 percent in 2019 (Figure 11).
The declining labour force participation rate
occurred despite an overall increase in the
working-age population, and may stem from
various challenges, such as inadequate
job opportunities and insufficient support
for childcare or elderly-care that hinder
full economic engagement. While the
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Figure 10: Cambodia’s population growth and working-age population (WAP)
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decline in participation among men was
less significant, having any decline still
suggests underutilisation of the working-
age population.

The demographic shifts unfolding in
Cambodia present a multifaceted challenge
to its economic growth trajectory. While
the expanding working-age population
offers promise for economic expansion,
harnessing this potential requires effective
labour market integration strategies. The
growing working-age population has the
potential to drive productivity and innovation
provided there are mechanisms in place
to fully utilise this demographic cohort.
However, this demographic advantage
is offset by concerning trends, including
an ageing population and a declining
population growth rate. These shifts impact
the dependency ratio—the ratio of non-
working (young and elderly) to working-age
individuals—which can increase economic
pressure and reshape demand for various

services like healthcare and social support
systems within the economy.

4.4. Labour market dynamics

The employment landscape in Cambodia
underwent a structural transformation
from 1995 to 2021 that reflected the
country’'s  evolving economy. Initially
in 1995, agriculture dominated the
employment sector, comprising 79 percent
of the workforce. However, agriculture’s
dominance steadily diminished and
by 2021 it employed 39 percent of the
workforce. The gradual shift away from
agriculture reflects Cambodia’s broader
economic trajectory. This shift has been
characterised by increased mechanisation
and  improvements in  agricultural
efficiency that have resulted in reduced
labour demand, as well as a deliberate
focus on industrialisation. In fact, the
industrial sector's share of employment
has notably risen from 5 percent to 25
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Figure 11: Cambodia’s population cohort and LFP rate (1995-2022)
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percent within the same timeframe. This
growth showcases Cambodia’s successful
venture into manufacturing, especially
in the garment industry, supported by

favourable investment policies and
globalisation. Concurrently, the service
sector has seen significant growth,

doubling its employment from 16 percent
to 36 percent of the total workforce. As
Cambodia’'s economy progressed, there
has been a rising demand for services,
such as tourism, finance, business services
and telecommunication, which typically
expand alongside economic development
and increasing income.

Cambodia’s structural shift has critical
implications for its economic trajectory.
Themove froman agrarian-based economy
to one dominated by industry and services
suggests the country is in an advancing
stage of economic development most
associated with rising living standards
and a growing middle class. However,
this transition also requires an adaptive
educational system and vocational training
programmes to equip workers with the
necessary skills for emerging economic

sectors. Since 2016, the stable distribution
of employment across agriculture, industry,
and services signifies a phase of economic
consolidation. For sustained economic
growth and resilience, it is imperative
for Cambodia to maintain this balanced
approach to its economy. Maintaining
such a balance will require supporting the
industry and service sectors as engines
of economic growth while implementing
measures to ensure the agricultural sector
remains viable and competitive. Moreover,
the transition underscores the need for
policy frameworks that facilitate smooth
labour  transitions. Workers  shifting
from agriculture to emerging economic
sectors require support through re-skilling
initiatives, access to education, and
labour mobility programmes. It is equally
important to develop social safety nets to
protect the workforce during this transition.
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Figure 12: Evolution of sectoral employment distribution in Cambodia (1995-2021)
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5. Analysing the drivers of economic growth in Cambodia

In this section, we use the Growth
Accounting Framework to analyse key
factors influencing Cambodia’s economic
growth between 2000 to 2022. We chose
this period of analysis because it captures
significant changes in Cambodia’s
economic landscape, beginning with a
phase of recovery from the civil war's
extensive turmoil and advancing towards
a period of dynamic industrial and service
growth. The framework is based on the
Solow-Swan growth model (Solow 1956;
Swan 1956), which attributes growth to
three fundamental inputs: capital, labour,
and Total Factor Productivity (TFP).
TFP measures the efficiency of capital
and labour utilisation in the production
process (Loayza and Pennings 2022).
The basic neoclassical growth model is
expressed as:

yt: KIFB (At htLt)B

Where at a given year (t), Y, represents real
output, K, denotes capital stock, h, denotes
human capital per worker, L, denotes the
number of workers, A, denotes the total
factor productivity, and Bis the elasticity of
output to labour. Following Rajah and Leng
(2022), we differentiate capital stock into
public capital and private capital to discern
their distinct role in fuelling economic
growth. Consequently, the derived formula
in growth terms for the decomposition of
GDP growth is expressed as:

ng gA + (pgK.puinc + YgK.private+ th+ 6gL

Where g denotes the growth rate of the
respective subscript variables.

The dataused for this growth decomposition
analysis were sourced from the Penn World
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Table version 10 (PWT 10.07) and the World
Development Indicators (WDI), with specific
data on public and private capital stocks
obtained from the International Monetary
Fund (IMF).

The growth decomposition of Cambodia’s
economy from 2000 to 2022 shown in
Figure 12 reveals insightful trends in which
factors have been driving Cambodia’s
economic growth. Between 2000 and 2019,
Cambodia’s economic growth rate of 8.1
percent was principally propelled by private
capital, which contributed 3.7 percent, and
highlights how private investment has driven
economic development. TFP also played a
significant role by contributing 2 percent and
reflected gains in efficiency and innovation
in the use of labour and capital. Public
capital's moderate 1.6 percent contribution
underscores the government's investment
in supporting growth. Labour and human
capital displayed smaller contributions and
indicate potential under-investments in
human resource development.

Between 2000 and 2007, the Cambodian
economy experienced a higher growth rate
of 9.3 percent. During this period, private
capital contributed 4.4 percent indicating
a surge in private sector investment and
entrepreneurship. TFP's contribution was
robust at 2.4 percent signifying effective
improvements in production efficiencies
during this time. However, contributions
from labour and human capital were
relatively low suggesting more modest
advancements in workforce capacity and
educational investments.

Duringtheglobalfinancialcrisis (2008-2010),
the growth rate declined to 6.5 percent.
Public capital contribution increased to 2.1
percent, which reflects a possibly strategic

increase in public investment to counter
the economic downturn. By contrast, TFP's
contribution plummeted to 0.2 percent,
which is likely a consequence of the global
slowdown in economic activities that
negatively impacted productivity. Yet, even
within this crisis, private capital continued
to provide significant contributions to the
growth rate (3.6 percent) though it was
lower than the previous period.

From 2011 to 2019, the growth rate
rebounded to 9.4 percent. Private capital
contributions peaked at 4.7 percent
suggesting continued robust private sector
activity. TFP saw a resurgence to 2.3
percent, which indicated a bounce back
in economic efficiencies and innovative
gains post-crisis. Public capital investment
regained its consistent contribution of 1.9
percent, and the inputs from labour and
human capital also remained relatively
constant indicating a steady but limited
influence on overall economic growth.

Most recently between 2020 and 2022, the
growthrate contracted sharplyto 1.6 percent
as a result of the COVID-19 pandemic. A
significant negative TFP contribution of
4.1 percent during these years indicates
the disruptions and inefficiencies brought
about by the pandemic. On the other hand,
labour’s contribution saw an increase to 1.2
percent perhaps due to a greater number
of workers entering the market or shifts
in labour dynamics due to the pandemic.
Contributions  from both public and
private capital declined during this period
reflecting economic uncertainties and an
overall reduction in investment activity.
Human capital saw a slight increase in its
contribution, which suggests continued
or intensified efforts in education and skill
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Figure 13: Key drivers of Cambodia’s GDP growth, 2000-2022
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development even in the face of economic
headwinds.

The economic growth decomposition
analysis presented above reflects a dynamic
economic landscape in Cambodia influenced
by global and local events, shifts in policy
and investment, and changing resource use.
The economic trajectory from 2000 to 2022
shows a country undergoing significant
changes, including periods of recovery,
rapid expansion, economic disruptions, and
most recently, a worldwide pandemic. The
fluctuating contributions of private capital,
public capital, labour, and human capital
highlight the diverse set of levers influencing
Cambodia’s economic trajectory. Private
capital's prominent role across the years
suggests a business climate conducive to
investment and entrepreneurial activities
that have likely been bolstered by policy
measures aimed at liberalisation and
attracting investment. The variable yet
critical inputs from public capital reflect the
Cambodian government's commitment to
infrastructural and developmental projects

that lay the groundwork for sustained
economic activity. Albeit smaller, the
contributions from labour and human capital
are equally crucial. These contributions
highlight the importance of improving the
quality of the labour force and the necessity of
educational and skill development initiatives.
Since labour and human capital inputs have
been relatively stable, it indicates a possible
need for policy intervention to enhance
human capital and drive sustainable growth
further. The significant shifts in total factor
productivity, particularly the sharp decline
from 2020 to 2022, serve as a stark reminder
of the vulnerability of economic progress
to unforeseen shocks, like the COVID-19
pandemic. The unprecedented negative
contribution of TFP implies a substantial
loss in efficiency, likely disrupted by
lockdowns, supply chain interruptions, and
shifts in consumer and business behaviours.
Such a significant drop in TFP emphasises
the importance of investing in strategies to
build resilience and adaptability within the
economy.
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6. Challenges and policy directions

Currently, Cambodia faces the difficult task
of maintaining the remarkable economic
growth of the last 20 years while also tackling
new structural obstacles in the context
of an evolving global economic order.
Despite significant progress in establishing
macroeconomic stability and achieving an
enviable average annual growth rate between
2000and2019,certainvulnerabilitiesthreaten
Cambodia’s continued upward trajectory.
The challenges include a heavy reliance
on labour-intensive industries, a narrow
industrial base, and limited diversification,
all of which expose the nation to external
shock risk and the middle-income trap. The
country’s industrial sector, while expanding,
is still characterised by low complexity and
value addition, with a large informal sector
and a shortage of medium- and high-skilled
labour, which is particularly pronounced
in industries reliant on technology and
innovation. Recent assessments in WB
(2024) indicate that although Cambodia has
made significant progress in diversifying
manufacturing exports and capturing higher
value-added manufacturing, it is critical for
Cambodia to upgrade the sector. Doing so
will further enhance the country’s global
competitiveness. Strategic efforts to move
up value chains and enhance economic
complexity are also essential and align with
this broad policy priority.

Another challenge Cambodia needs to
address in its next phase of growth is
to improve its human capital and skills
development. While the country has
made moderate progress in building
human capital and upgrading skills for its
workforce (WB 2024), these gains have been

accompanied by poor learning outcomes
and skill mismatches, which could potentially
constrain  economic advancement. Only
10.7 percent of Cambodia’s labour force is
involvedinmedium-andhigher-leveltechnical
occupations which is significantly lower than
Vietnam’'s 19.1 percent and Malaysia's 29.4
percent. The regional disparity is reflected
in the educational landscape, where
the workforce’s educational attainment
falls short of the evolving demands of
a knowledge-based global economy.
Consequently, there is a growing skills gap in
the labour market. To address this issue, it
is essential for the government to prioritise
investments in education and vocational
training programmes that are aligned with
the needs of the economy.

Improving the business environment
remains an urgent priority for Cambodia as
it seeks to sustain economic growth and
enhance global competitiveness. Despite
recent progress, the costs associated
with registering a business, trading across
borders, and accessing basic utilities
like electricity remain significantly higher
compared to structural peers, necessitating
further reforms. Additionally, the broader
business environment in Cambodia is
not yet conducive to firm productivity
and competition (WB 2024). Addressing
these challenges is essential to fostering
a more dynamic and competitive market.
Enhancing the business environment is
crucial to foster a dynamic and competitive
market. Key areas requiring immediate

attention include reducing bureaucratic
red tape, simplifying the business
registration process, and lowering the
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costs associated with cross-border trade
and utilities. Furthermore, strengthening
legal and regulatory frameworks, improving
transparency, and combating corruption
will be vital in building investor confidence.

Notably, Cambodia’s infrastructure and
connectivity shortcomings hinder efficient
business operations and market access.
Cambodia’s logistics performance in 2023,
as measured by the Logistics Performance
Index (LPI) Score from the World Bank,
highlights these challenges. Cambodia’s
ranking in 2023 was 115 out of 139 countries,
with a score of 2.4 indicating it is below
average on indicators such as customs
efficiency, infrastructure quality, international
shipments, logistics competence, tracking,
and timeliness. Moreover, the assessment of
Cambodia’s trade facilitation in the UNESCAP
(2022) assessment pointed out significant
limitations, particularly in paperless and
cross-border trade. These issues underscore
the urgent need to improve connectivity,
especially in transport, logistics, energy,
digital infrastructure, and provide better
basic urban services. Addressing these
gaps is crucial for enhancing Cambodia’s
business environment and overall economic
performance. Strategic investments and
reformsin these areas will not only boost firm
productivity and competitiveness but also
attract foreign investment and strengthen
Cambodia’s position in the global market.

Effective governance and institutional
capacity are essential for managing
Cambodia’s development challenges and
achieving its long-term objectives. While
significant progress has been made,
especially in the areas of government
effectiveness, rule of law, public financial
management  reforms  (WB  2024),

robust institutions capable of leading
and coordinating economic  strategy,
overseeing implementation, and addressing
operational difficulties are still needed
urgently. Recognising this, the RGC has
prioritised institutional change as part of
its Pentagonal Strategy, which emphasises
the critical role of efficient governance
structures in navigating the complexities
of a developing economy. Key policy
priorities include deepening public sector
institutional reforms, improving the quality
of public spending, reducing corruption,
and strengthening fiscal transparency.
Strengthening these areas is essential for
ensuring that Cambodia can effectively
respond to evolving economic demands
and continue its positive trajectory toward
sustainable development.

Moving  forward, Cambodia’s  policy
directions are focused on building upon past
achievements and addressing emerging
challenges to realise its vision of long-term
quality growth, aiming for sustainable,
inclusive, and resilient development.
Central to this vision is the implementation
of comprehensive initiatives like the
Pentagonal  Strategy-Phase I, which
prioritises key areas such as creating robust
human capital development, fostering
economic  diversification,  stimulating
private sector growth, enhancing resilience
to external shocks, and embracing digital
transformation. By concentrating efforts on
these critical domains, Cambodia aims to
ensure sustained economic growth, foster
inclusiveness across society, and realise its
long-term development objectives.
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Background Paper 2
Structural Transformation

and Economic Growth in Cambodia
Ngov Penghuy and Cheng Savuth

Executive summary

This study investigates Cambodia’s economic
growth using descriptive and productivity
decomposition methods on output and
employment data of 12 industries from 2000
t02022.

Cambodia’s economy is undergoing a
structural transformation, and the growth
driver has been shifting from agriculture
to manufacturing and services.

Manufacturing is still dominated by
garments and textiles. However, the
export of electronics and machinery, agro-
industry, and plastic products increased,
indicating a sign of diversification.

Output in tradable services (such
as information and communication,
transportation, business service
activities, and finance) has shown
consistent growth.

The aggregate productivity growthrateis
volatile; on average, it is still moderately
low compared to other countries at the
same income level.

Aggregate productivity growth in the
last decades was driven more by inter-
sectoral and less by intra-sectoral
labour reallocation.

Inter-sectoral labour reallocation
from low-productivity sectors such
as agriculture to high-productivity
sectors such as manufacturing and
services contributed the largest to
increasing the overall aggregate

productivity growth of the economy.
However, this effect was moderate
due to labour mobility barriers.

Intra-sector productivity growth also
contributed to increased aggregate
productivity — growth,  suggesting
that most sectors have productivity
growth rather than decline. However,
the sectoral productivity growth was
relatively small, which limited this
effect.

Labour reallocation to the high-
productivity growth sector reduced
aggregate productivity growth to
a limited extent. The contribution
from this item is small because high-
productivity growth sectors tended to
experience falling employment share
while low-productivity growth sectors
experienced rising employment share.

Policy Implication and Recommendations:

To increase aggregate productivity
growth, Cambodia has:to:

Increase  employment in  high-
productivity and growth sectors
Enhance intra-sectoral productivity
growth.

Reduce barriers to labour mobility
across sectors by equipping the
workforce with skill readiness

Promote more investment in high-
productivity and growth sectors to
create more jobs.
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1. Introduction

Cambodia has enjoyed steady and rapid
economic growth, with an annual average
growth rate of around 7 percent in the
past two decades (MEF 2023). The robust
growth trajectory enabled Cambodia to
achieve lower-middle-income economy
status in 2015. As the country develops, the
structure of the economy must also change.
Economic structural transformation
has been observed in countries from low-
income to middle-income and high-income
status, including South Korea, Taiwan,
Singapore, and China. In these countries,
the pattern and process of moving from
reliance on low-productivity economic
sectors, such as traditional agriculture, to
high-productivity economic sectors, such
as manufacturing and services, plays a
crucial role in fostering further economic
growth and development.

Unlike the classic growth  model
where economic sectors are aggregated to
explain growth, such as in the Solow Model,
changes of economic sectors and sub-
sectors can provide deeper insight into
how to foster growth through the changes
in a country's structure of output and
employment. Therefore, in this study, we
will investigate the pattern of structural
transformation by considering changes in
output and employment across economic
sectors and sub-sectors to identify key
trends and the strengths that drove the
development of the Cambodian economy
over the past two decades. In addition, we
will compare the pattern of Cambodia’s
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structural transformation with that of other
developed countries.

The study on the structural transformation
and growth trend, especially the analysis
at the sectoral level, has significant
policy  implications for Cambodia’s
future sustainable growth trajectory. A
combination of industrial policy, law, and
regulations has been adopted. However,
key economic sectors or industries
supporting long-term economic growth
must be evaluated appropriately to ensure
growth. Policies such as the Industrial
Development Policy (IDP) 2015-2025,
New Cambodia Law on Investment 2021,
Cambodia Science, Technology and
Innovation Roadmap, Digital Economy
and Society Policy Framework 2021-2035
and Cambodia Sustainable Development
Goals Framework (CSDG) 2016-2030
require sectoral analysis to be effectively
implemented. Therefore, identifying key
sectors and  conditions  supporting
economic growth is paramount and is the
focus of this investigation on structural
transformation.

This study has the following objectives:
(1) to investigate patterns and trends of
sectoral output and employment, (2) to
describe the role of manufacturing and
service as the engine of economic growth,
(3) to examine structural transformation
within  manufacturing and service, (4)
to determine the relationship between
structural transformation and productivity



growth (i.e, labour productivity) and (5)
to identify patterns within Cambodia’s
structural transformation and compare

it to that of other countries and to ensure
Cambodia can have a productivity growth
convergence.

2. Literature review on structural transformation

Past studies on structural transformation
for developed countries have identified a
key pattern (UNCTAD 2016; Rodrik 2009;
Sen 2019). First, the share of agriculture
output to GDP and employment in the
agricultural sector experienced a decline
as income per capita grew. Second,
the manufacturing sector had an ‘inverted
U’ pattern as income per capita grew. In
other words, the share of value-added
and employment in manufacturing sector
increased until it reached a maximum
threshold after which it started to
decline. Third, the share of value-added
and employment in the service sector
grew continuously as income per capita
increased.

Some scholars have proposed the
manufacturing sector peaking signified
that the service sector was replacing it as
the engine of growth (Rodrik 2009). This
pattern suggests that the economy shifted
from agriculture to manufacturing and
services as countries developed. Such
structural transformation allowed many
countries, such as South Korea, Singapore,
and Taiwan, to transform from low-income
to high-income status (UNCTAD 2016).

Many empirical studies have shown that
manufacturing has been the engine of
economic growth. For instance, Rodrik's
(2009) study indicated manufacturing's
share of GDP and its employment share

were dually associated with higher
economic growth. As a result, others
have argued that manufacturing does not
only promote but also sustains economic
growth (Szirmai and Verspagen 2015).
However, some economists have also
found that the service industry plays an
important role in structural transformation
since service output is more income elastic
and absorbs more labour (Sen 2019).

Recent findings challenged the
manufacturing-led growth model. In fact,
the findings highlighted that developing
countries who undergo economic growth
more recently have experienced rapidly
declines in manufacturing, a phenomenon
called “de-industrialisation.” De-
industrialisation often occurred atan earlier
stage than in developed countries and
could potentially trap developing countries
in  middle-income status (Herrendorf,
Rogerson and Valentinyi 2013). Several
studies found that the peak of employment
in manufacturing in developing countries
was only 30 percent which is significantly
lower than developed countries that
reached a peak of 40 percent employment
in manufacturing in the past (Rodrik 2016;
Felipe, Abdon and Kumar 2012).

Many factors are considered to influence
the outcome of structural transformation,
including (1)  factor  endowments
and (2) government policies. Factor
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endowments refer to resources, such
as labour, capital natural resources, or
technology, that can shape the comparative
advantages of countries and diversification
capability. However, they often also result
in the country producing of a limited range
of products (Hausmann et al. 2013). Some
studies found that given limited human
capital and skilled labour, many developing
countries cannot increase the production
of highly sophisticated products, such as
from producing electronic equipment to
producing automobile or from producing

low value-added products to high value-
added products (UNCTAD 2016; Hausmann
et al. 2013). Government policies have
been found to be crucial in influencing the
process of structural change in an economy
(Kruse et al. 2023). Sen (2018) argued
that productive structural transformation
depends on the demand for labour in high-
productivity sectors and the supply of labour
from low-productivity sectors. The barrier
preventing labour mobility across sectors
could hinder structural transformation.

3. Data and methodology

3.1. Data

To analyse the economic structural
transformation, this study uses the annual
changes of output, value-added and
employment across all economic sectors.
Data on sectoral output was obtained from
the nationalincome accounts (NA) compiled
by the National Institute of Statistics
(NIS). Data on sectoral employment was
obtained from the Cambodia Socio-
economic Survey (CSES), Labour Force
Survey (LFS), population census, and
International Labour Organization (ILO).
All data used in this analysis was from
between 2000 and 2022.

The sector classification used in this
study is based on the latest version of
the International Standard Industrial
Classification, ISIC Rev 4 (UN 2008). ISIC
Rev 4 classified sectors into 271 ranging
from A to U. For this study, we grouped
the 21 economic sectors in the ISIC Rev 4
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into 12 sectors according to the Economic
Transformation Database (ETD) of the
Groningen Growth and Development Center
(GGDC) to simplify our analysis. In ETD
format, sector D which refers to electricity
was combined with E which represents
water, sewage, and waste management.
Similarly, sector G was combined with
|. Sector J was combined with M and N.
Sector O was combined with Pand Q. Finally,
sector R was combined with S, T,and U. The
12 sectors of ETD are “A. Agriculture’, “B.
Mining”, “C. Manufacturing”, “D+E. Utilities”,
“F. Construction”, “G+l. Trade Services”, “H.
Transport Services”. “J+M+N. Business
Services”, “K. Financial Services”, “L. Real
Estate”, "O+P+Q. Government Services”,
“R+S+T+U. Other services”. Details on ISIC
Rev 4's classification and ETD classification
of economic activities are presented in

Appendix 2.

Note that the word “industries” and
“sectors” are interchangeable. To avoid



confusion, we use the singular word
“industry” to mean an aggregate sector
consisting of the manufacturing sector and
non-manufacturing sector. In contrast, we
use the plural “industries” to refer to the
sectors or sub-sectors within agriculture,
industry, and service sectors. In this sense,
the economy is divided into three main
sectors: the agriculture sector, the industry
sector (manufacturing sector and non-
manufacturing sector), and the service
sector. Within each sector, we have sub-
sectors.

3.2. Methodology

This study utilised two key methods
to investigate Cambodia's  structural
transformation. First, descriptive statistics
were gathered to examine trends in output
and employment between 2000 and 2022
across sectors and sub-sectors with all
available data. Utilising descriptive statistics
allowed us to identify (1) the growth rate of
output and employment, (2) volatility and
growth performance, and (3) the diversity
and  concentration  of  Cambodia’s
economic structure in terms of output and
employment. Second, to examine changes
in productivity within each sector and sub-
sector, we use the shift-share method to
decompose aggregate productivity into
(1) labour reallocation to high productivity

sector effect, (2) labour reallocation to high
productivity growth sector effect, and (3)
intra-sectoral productivity growth effect, by
following McMillan and Rodrik’s (2011). We
conducted the productivity decomposition
analysis on each of the 12 sectors.

Notably, agricultureand manufacturing were
each treated as a single sector. By utilising
the shift-share method, we obtained insights
into (1) the inter-sectoral specialisation
effect, which is the movement of labour
to higher value products with higher
productivity levels rather than higher value-
added activities, and (2) the intra-sectoral
productivity change, whichisthe movement
of labour between manufacturing sub-
sectors within the manufacturing sector or
between agriculture sub-sectors within the
agriculture sector that impact aggregated
productivity.  Intra-sectoral  productivity
changes within the manufacturing or
agriculture sector can also be driven by
the intra-sectoral specialisation effect
which is the upgrades towards high-value-
added activities within these sectors and
sub-sectors that also impact aggregated
productivity (Wong 2006; McMillan and
Rodrik 20711; UNCTAD 2016). Details of the
decomposition method in mathematical
expression are described in Appendix 3.
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4. Results and findings

4.1. Trend of output

The output of each sector in Cambodia
has changed over time. As shown in Figure
1, the agricultural sector’'s contribution to
GDP declined from 36.1 percent to only
15.5 percent and the industrial sector's
(manufacturing plus non-manufacturing)
contribution to GDP increased from 21.5
percent to 42 percent during 2000-2022.
Meanwhile, the service sector’s contribution
remained relatively stable at between 36
and 38 percent during the same period. How
each sector contributed to Cambodia’s GDP
suggests the country underwent a structural
transformation where it has been gradually
shifting its reliance from agriculture to
manufacturing.

Critical drivers of Cambodia’s growth came
from the industrial (manufacturing and
non-manufacturing) and service sectors.
Within the manufacturing sector, its growth

is primarily attributed to the rapid growth
of labour-intensive manufacturing, such as
garment and footwear, travel goods (e.g.,
bags), and bicycles. As a Least Developed
Country (LDC), Cambodia was able to
receive preferential market access to EU'
and US markets? through the ‘Everything but
Arms, EBA" agreement and the Generalized
System of Preferences (GSP), respectively.
Coupled with the relatively low cost of
labour, Cambodia was able to maintain
its export competitiveness in the last
decades. However, rising labour costs due

1 In February 2020, the EU suspended part of the tariff
preferential treatment to Cambodia, approximately
20 percent, extracted from https://ec.europa.eu/
commission/presscorner/detail/en/ip_20_229.

2 Cambodia has received GSP status since 1997
until 2021 when US GSP expired, along with other
26 countries Cambodia is sent a petition to request
US for restore the GSP, extracted from https://
cambodianess.com/article/cambodia-calls-on-the-
us-to-renew-gsp-access-as-competitiveness-stalls

Figure 1: Sectoral share of value-added to GDP (Percent)
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Figure 2: Sub-sectoral share of value-added to GDP (Percent)
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to minimum-wage law® require Cambodia
to lower its business and production costs
to maintain its competitiveness.

The annual growth of value-added in
manufacturing has been higher than that
of agriculture in the last two decades. Since
2012, non-manufacturing, especially the
construction sector, has achieved the
highest growth rate, but it was later
negatively impacted by the COVID-19
pandemic which it is still recovering from
today. Yet, the COVID-19 pandemic’s impact
on Cambodia’s manufacturing sector was
limited compared to its impact on the
service sector. The service sector’s growth
rate has been strong, averaging around
7.1 percent over the last two decades.
However, like many other countries, the
service sector was hit hard during the
COVID-19 pandemic, and in 2020 and 2021,
it experienced a decline of -6.7 percent and

3 Minimum wage has risen to USD204 in 2024
compared to USD200 in 2003 based on Ministry of
Labour and Vocational Training.

-1.8 percent, respectively (Figure 23 in the
appendix).

The agriculture, industry, and service
sectors contain sub-sectors with variations
in labour, capital, skill, and technology
intensity. Therefore, it is helpful to analyse
how each sub-sector contributes to each
sector's growth. Figure 2 differentiates
the industry and service sectors into their
sub-sectors wherein industry is comprised
of manufacturing and non-manufacturing
sectors and manufacturing consists of
labour-intensive garments and footwear,
travel goods, bicycles and automobiles,
and electronics components. Figure 2 also
contains non-manufacturing sub-sectors
of industry, including energy, mining and
construction. In 2022, construction’s
contribution to GDP increased to 9.4
percent while energy and mining remained
stable at 3.2 percent. While the construction
sector was vital in pushing the economy
forward in past growth periods, it also faces
various risks because of its heavy reliance
on foreign capital.
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Within  the service sector, services
trade, which included wholesale
and retail sales, foods, beverages,

and accommodation, accounted for the
largest share at roughly 12.9 percent
followed by government sub-sector (e.g,
public administration, defence, education,
healthcare and social work) which
contributed 7.4 percent. The remaining 15.8
percent of the service sector’s contribution
to GDP mainly included tradable services,
such as transportation, storage, finance,
real estate, and business services
(e, information and communication,
professional, scientific  and technical
activities, and administrative support
services, such as business support services,
tour and travel services, among others).

In summary, Cambodia is undergoing
a structural transformation with
manufacturing and service sector-led
growth patterns. Despite beingthe key driver
of growth, we found that manufacturing
still  concentrated heavily on narrow-
based labour-intensive production, such
as garments and textiles, and, therefore,
should pursue further diversification. Within
the service sector, growth is chiefly driven
by domestic-oriented whole and retail
sales, food, beverage, and accommodation

with a limited domestic market size.
However, there are indications for the
potential growth of tradable services,
such as information and communication,
business services, transportation,
and finance, which could also serve the
export market.

4.2. Trend of employment

To obtain a clearer picture of the structural
transformation described in the preceding
section, it is equally important to examine
changes in the patterns of employment
across sectors as well. UNCTAD (2016)
analysed structural transformation
focussing exclusively on labour reallocation
across and within sectors. The study noted
that during structural transformation, the
share of people employed by agriculture
decreased while manufacturing and service
employment increased. This trend has
been observed in many countries as
countries transform from low-income to
middle-income and high-income status.
The increasing employment share in
manufacturing and service suggested
that manufacturing and service played
increasingly essential roles in job creation
and income generation for workers.

Figure 3: Employment share by sector (Percentage of total employment)
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Figure 4: Employment share by sub-sectors (Percentage of total employment)
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Considering employment by  sector,
we found a decrease in agricultural
employment and an increase in industry
and service employment in Cambodia.
As shown in Figure 3, the percentage of
people employed in agriculture dropped
from 58.6 percent in 2007 to 37.2 percent in
2021. Meanwhile the percentage of people
employed in  manufacturing increased
from 10.3 percent to 16.5 percent and in
service from 26.5 percent to 36.3 percent
during the same period. Employment in the
non-manufacturing sub-sector, including
construction, energy, and mining, was
relatively stable at under 10 percent.

Figure 4 shows the percentage of
employment across sub-sectors and how
it has changed between 1996 and 2021.
Despite a general decline in employment
within the sector, agriculture remained
the largest source of employment in 2021
employing 37 percent of Cambodians.
Employment in industry—both
manufacturing and non-manufacturing—
slowly increased reaching 26.5 percent in
2021. Employment in the service sector

also slightly increased over the years and
caught up with agriculture. Within services
sectors, trade (wholesale and retail sale,
foods, beverage and accommodation) and
government sector (public sector, education,
health care and social work) employed the
largest percentage of Cambodians and
transportation and logistics, finance, real
estate and business sectors employed the
next largest percentage. Remarkably, the
boom in construction over the last few
years was evidenced in the sub-sector's
employment growth in 2021 (9 percent).

By looking at changes in each sector’s
contribution to GDP and its employment
rate, Cambodia is in the middle of a
structural transformation process. That
process entails a shift from the low-
productivity agricultural sector to the
relatively  higher-productivity  industry
sector. This process mirrors structural
transformations  witnessed in  many
developing countries. However, other
studies have also shown that while some
countries could sustainably and inclusively
achieve their development, others got
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trapped in upper-middle-income status
(Herrendorf, Rogerson and Valentinyi 2013).
Therefore, Cambodia must learn from
these experiences and build a conducive
environment for its economy to thrive and
grow sustainably in the long run.

4.3. Cambodia’s structural
transformation: A cross-country
comparison

As a country develops, the structure of its
economy also changes. To understand
Cambodia’s pattern of  structural
transformation, we compared it with other
countries that underwent a similar transition
from low-income to high-income and
countries that were currently undergoing
structural transformation. We selected
South Korea, China, Vietnam, and Thailand
to provide this comparison.

Figure 5 shows South Korea's structural
transformation between 1970 and 2018,
and Figure 6 shows Cambodia’s ongoing

structural transformation. South Korea's
experience indicated that the employment
in the service sector exceeded that of
agriculture (37.2 percent) when GDP per
capita (in purchasing power parity, PPP)
was about USD6,000. Following that,
employment in manufacturing was higher
than that of agriculture (24.1 percent)
when GDP per capita was USD8,720. For
Cambodia, the most recent GDP per capita
was around USD6,000 with the employment
rate in service equal to that of agriculture
(35.6 percent). Thus, Cambodia's 2021
sectoral employment was similar to South
Korea's in that employment in service
exceeded that of agriculture when the
countries had a GDP per capita of around
USD 6,000. Interestingly, Cambodia’s
employment rate in manufacturing in 2021
was 16.5 percent, which was well below
that of South Korea at 24.1 percent when
South Korea's GDP per capita was around
USD 6,000.

Figure 5: Structural transformation and GDP per capita PPP of South Korea (Percent)
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Figure 6: Structural transformation and GDP per capita PPP of Cambodia (Percent)
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Assuming Cambodia follows a pattern
similar to South Korea's, Cambodia
would need to increase its manufacturing
employment rate from its current level by
about 7.6 percentage points—from 16.5
percent to 24.1 percent.

Figure 7 provides a window into China’s
structural transformation. When China
had a GDP per capital of USD10,309,
employment in service was higher than

that of agriculture (34.7 percent). These
figures suggest it took longer for the service
sector to grow in China than in South Korea.
Considering China’s manufacturing sector,
its employment rate was just 19.5 percent
when the country's GDP per capita reached
USD15,233. Importantly, employment in
manufacturing is also decreasing over time.
This trend suggests that China might reach
its industrialised peak at a much lower GDP

Figure 7: Structural transformation and GDP per capita PPP of China (Percent)
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per capita than South Korea, which is a
phenomenon commonly called “premature
de-industrialisation”.

Premature de-industrialisation can pose
challenges to growth. If Cambodia is to
follow China'’s pattern, the employment rate
in manufacturing would not increase as
much; up to 19.1 percent from its current
level of 16.5 percent. In other words,
according to China’'s model, employment
in manufacturing in Cambodia has almost

reached its peak. Yet, such a change could
present a challenge for Cambodia since
the GDP per capita has been considerably
lower than that of China even though the
employment rate in manufacturing was
very close to that of China.

Figure 8 showed a comparison of the
aggregate labour productivity between
Cambodia and South Korea, China, and
Thailand when these countries were at the
same level of GDP per capita. As shown

Figure 8: Cross-countries aggregate labour productivity (Percent)
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Figure 9: Cross-countries aggregate productivity growth rate (Percent)
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in Figure 8, Cambodia’'s aggregate labour
productivity was at a similar level to that of
China but well below Thailand and South
Korea, on average. However, Cambodia’s
estimated line for average productivity
was flatter than that of other countries
suggesting its aggregate productivity
growth was at a lower rate than other
countries’ even though they were all at the
same level of GDP per capita.

The difference in productivity growth rate
was shown in Figure 9. By comparison,
the aggregate productivity growth was
between 6.0 percent and 8.0 percent
in China, 4.0 percent and 6.0 percent in
South Korea, 4.0 percent and 5.0 percent
in Thailand and 2.0 percent and 3.0
percent in Cambodia. It is noteworthy
that Cambodia’s aggregate productivity
growth rate was volatile compared to
other countries, such as South Korea and
China that maintained their positive growth
rate over multiple consecutive years. A
possible explanation for Cambodia’s
growth rate volatility was that it has
experienced constraints in export basket
and market diversification. Figures 30, 31,
32 and 33 in the Appendix compare sectoral
productivity growth. The results indicate

that while agriculture, manufacturing, and
non-manufacturing show a convergence
with other countries, the service sector's
productivity growth was lower and even
stagnated compared to the sector's
productivity growth in other countries. The
lower aggregate productivity growth rate
and volatility imply that Cambodia could
take longerto reach its desired growth goals

4.4. Sub-sector analysis
4.4.1. Agricultural sub-sectors

Over the last two decades, the contribution
of the agricultural sector to Cambodia’s
economy (through GDP) has declined from
around 37.5 percent in 2000 to only 15.5
percent in 2021. Labour movement from
agriculture to other sectors, especially
the fast-growing manufacturing and
construction sector, has played an essential
role in this decline. Another contributing
factor has been the shift to more modern
and mechanised agricultural practices.
The growth of mechanised agriculture
in Cambodia has led to lower workforce
demands in the sector and freeing people
previously employed in this sector to
find other sources of employment.
Two key sub-sectors that contributed

Figure 10: Share of agriculture sub-sectors to GDP (Percent)
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most to agriculture’s  output  were
agricultural cropping and fishing, which
accounted for about 10.0 percent and 2.6
percent, respectively (Figure 10).

Further examining Cambodia’s agricultural
exports revealed that it has a strong,
persistent growing export of a few
agricultural products, including rice (HS10),
edible fruit and nuts including banana
and cashew nuts (HS08), product, mill,
industrial; malt; starches, inulin; wheat,
cassava and potatoes (HS11) as shown
in Figure 28 in the Appendix. Although
the agricultural sector faces declining
employment and contributions to GDP,
it still employs a greater proportion of the
population than other sectors. Therefore,
agriculture remains a vital sector for
reducing poverty and encouraging rural
development. Moreover, environmentally
friendly agricultural production is essential
for sustainable growth. Many studies show
the importance of the agriculture sector on
rural development. For instance, Menon
and Roth (2022) analysed the opportunities
and challenges for Cambodia’s agricultural
exports to China, which is one of the

largest markets for Cambodia’s agricultural
products and is a significant value chain
of potential agricultural exports, such as
cassava and sugarcane.

As shown in the Appendix, Figure 34
illustrates  how the annual growth
rate of the agriculture sector has
decreased, particularly after 2006. In 2022,
the agriculture sector's growth rate was
just 1.1 percent. Most of the sub-sectors
within agriculture converged to a steady
and small growth rate of around 5 percent.
For instance, the growth rate of crop
production was volatile, ranging between
0.3 percent and 8.4 percent after 2006.
Livestock has had an average growth rate
of about 3.1 percent, while fishing has had a
1.7 percent growth rate per year. Moreover,
the dominant sector, agricultural cropping,
also has a marginal growth rate and did
not increase during the last decade. Thus,
agriculture has had a steady and small
growth rate.

4.4.2. Industry sub-sectors

Figure 11 illustrates the share of sub-
sectors in the industry sector, and shows

Figure 11: Industry sub-sector share to GDP (Percent)
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Figure 12: Share of value-added within the manufacturing sector (Percent)
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that manufacturing and construction make
up the largest proportion of this sector. The
other sub-sectors were resource-based,
such as mining and quarrying, electricity
and water, sewage and waste management,
which accounted for only small share
(approximately 3.2 percent) of the total
GDP. For instance, in 2022, the share of
manufacturing value-added to GDP was
29.4 percent while that of construction was
9.4 percent.

Figure 12 further breaks down the
performance of each sub-sector within
manufacturing. We found that textiles,

clothing, footwear, and leather
goods contributed the largest share
(approximately 16.9 percent) to GDP

in 2022 and have recently acted as the
engine of economic growth. We also found
an emerging pattern of diversification
since 2018 to include manufacturing
food products, metallic products, rubber
plastic, and other goods. However, their
shares remained minimal. Further analysis
revealed Cambodia’s export composition

of manufacturing goods, such as electric
and machinery, transport bicycles, and
plastic products, is growing strongly. Among
them, the growth rate of electronics and
automobile parts production maintained a
positive and persistent growth rate since
2018 (Figure 29 in the Appendix).

In addition to GDP contributions, we also
considered the speed of output growth
within the manufacturing itself since this
is also beneficial. Figure 35 in the Appendix
illustrates the annual growth rate of value-
added within manufacturing sector which
was positive and the rate was approximately
equal across sub-sectors exhibiting a
steady average growth rate of around
10.4 percent between 2001 and 2022.
Among them, textiles, clothing, footwear,
and leather goods had the highest annual
average growth rate of 13.2 percent, which
was followed by non-metallic and metallic
products at 12.3 percent and 11.7 percent,
respectively, during the same period. It
should also be noted that the textile and
garment sectors experienced negative
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growth rates during the global financial crisis
(GFC) in 2009 and the COVID-19 pandemic
in 2020 due to their heavy dependence on
the export market.

Unlike manufacturing, which maintained
stable growth, non-manufacturing
was primarily driven by the construction
sub-sector. Despite its substantial growth
performance, this sub-sector has had high
volatility. During 2001-2022, this sub-sector
had an average annual growth rate of 10.8
percent but quickly experienced negative
growth of -20.9 percent in 2010 and -7.6
percent and -8.0 percent in the aftermath of
the GFC in 2009 and during the COVID-19
pandemic in 2020 and 2021, respectively
(Figure 36 in the Appendix). While
construction has played an important role in
promoting growth in developing countries, it
can easily lead to a bubble crisis caused by
speculation. Other sectors, such as energy
and mining, have maintained steady and
positive growth in the last two decades.

In summary, manufacturing  textile,
clothing, footwear, and leather goods
remained the biggest contributors to
manufacturing output despite their declining
growth rate. Moreover, the growth of
nascent sectors signals manufacturing
diversification. The rising share of
manufactured food, metallics, and other
products demonstrates how Cambodia’s
industry sector is diversifying. However, the
trend is still inchoate. Cambodia’s growth in
the past two decades has also been driven by
growthinthe construction sector, albeit witha
small share compared to manufacturing. Yet,
the growth of construction quickly caused the
economy to be vulnerable to external shocks
and crises. For instance, most construction
in Cambodia depended on Chinese foreign
direct investment (FDI), and when China
experienced an economic slowdown, the
effect spilt over to Cambodia.

4.4.3. Service sub-sectors

Figure 13 shows the breakdown of the
service sub-sector between 2000 and

Figure 13: Share of value-added within service (Percent)
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2022. Among them, two leading sub-sectors
emerged: (1) wholesale and retail sales, food
accommodation, which accounted for 12.8
percent of GDP in 2022; and (2) finance,
insurance, and real estate, which accounted
for 7.8 percent of GDP in 2022 and was the
highest contributing sub-sector.

Using UNCTAD ISIC Rev 4 classification,
we found that the tradable services
(including transport and storage, finance
and insurance, real estate, information and
communication, professional scientific and
professional and administrative support
services activities) accounted for about
13.9 percent in 2022. Non-tradable service,
on the other hand, (including wholesale,
retail sale, food and accommodation)
accounted for 12.8 percent of GDP, and
non-market service (including public
administrative and defence, education,
health, art and entertainment and others)
contributed approximately 9.2 percent of
GDP.  Figure 37 in the Appendix shows
the annual average growth rate of each
service sub-sectors between 2000 and
2022. It revealed that government services,
including public defence, health, education
and other services, had an average growth
rate of between 4.7 percent to 10.1
percent. Tradable services had a growth
rate of between 6.6 percent and 12.3
percent. Among them, the highest growth
rate was in the finance and insurance
sector that had an average growth rate of
12.3 percent. The non-tradable services had
the lowest average growth rate between 4.3
percent and 6.6 percent.

Thus, our study shows that the Cambodian
service sector is dominated by tradable
services, which also have a high average
growth rate. The tradable services are

potential sources for navigating long-term
growth rates in structural transformation
because these services have a larger market
due to their exportable characteristic.
Moreover, tradable services such as
information and communication technology
(ICT) or the digital sector also require high-
skilled labour which could provide high-paid
employment and learning opportunities
(UNCTAD 2016).

4.5. Sectoral productivity trends

While generating employment and income
is necessary for economic growth, high
productivity is essential for sustaining long-
term development. Therefore, an increase
in employment, especially in the high-
productivity or growth sector, is critical for
long-term economic development. This
can be done by facilitating the movement
of people from a low-skill to a higher-skill
sector by upgrading their skills through
training and the introduction of technology.

Figure 14 shows the level of sectoral labour
productivity from2007t0 2021 and Figure 15
shows the annual productivity growth rate
by sector. The average productivity growth
rate was 3.2 percent as shown in Figure
15. However, there were expected drops in
productivity in 2009 due to the GFC, in 2013
due to the disruption in the manufacturing
sector during the general election4, and in
2020 due to the COVID-19 pandemic. The
industry sector had the highest productivity
wherein its sub-sectors of manufacturing
and non-manufacturing both outperformed
the service sector. The agriculture sector

4 Refer to the Cambodia National Election Committee
(NEC) and its website here. https://www.nec.gov.
kh/english/
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has the lowest productivity. As shown in
Figure 15, the average labour productivity
growth rate was 3.2 percent between 2008
and 2021. During that time, manufacturing
had an average annual productivity growth
rate of 2.0 percent, and non-manufacturing
and service both had an average of zero
productivity growth. As shown in Figure 12
above, garment and textile contributed the
largest share to manufacturing sector. Thus,
the growth of the manufacturing’s labour
productivity is probably due to the low-skill,
labour-intensive garment and footwear,
travel goods and bicycle industries, which
comprise the largest employment for
the manufacturing sector. In the service

sector, a large chunk of employment has
been in non-tradable services and its
labour productivity growth rate was volatile
and average to almost zero growth rate.
Additionally, the agriculture sector has
had an average annual labour productivity
growth of 7.6 percent, resulting from either
agriculture  productivity or technology
enhancement within the agriculture sector.®

According to our data, productivity growthin
Cambodia remains small, especially in the

5 Sectoral labour productivity (VA/L) is calculated
as sectoral value-added (VA) divided by sectoral
employment (L). Labour productivity would increase
if growth rate of VA is larger than growth rate of L.

Figure 14: Sector labour productivity (Valued-added per worker in KHR 1,000, constant)

60
50
40
30
20
10

Sectoral labor productivity

12

10 I /\griculture

g8 2 Service
>

6 5 '
= s Non-manufacturing
@]

4 a
L . \anufacturing

2 &

5 S =@=pggregated productivity
<

(Right axis)

Source: Author’s calculation based on MEF rebased data 2023 and NIS-ILO Employment Data (2024)

Figure 15: Annual sectoral productivity growth rate (Percent)
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manufacturing sector, despite the fact that
this sector contributes the most to GDP
and has the highest productivity level. The
service sectorhasalsoexperienced stagnant
productivity growth, and the agriculture
sector shows positive productivity growth
despite declining employment.

4.6. Decomposition of sectoral
productivity: Shift share approach

In this section, we investigate the drivers
behind aggregate productivity growth in
Cambodia. Applying McMillan and Rodrik
(2011) and Wong (2016), we obtained the
results shown in Figure 16. The results
indicate that from 2010 to 2021, the
aggregate productivity growth rate was
driven mainly by labour reallocation from
low-productivity to high-productivity
sectors as well as intra-sectoral productivity
growth. Interestingly, the labour reallocation
to the high productivity-growth sector was
negative suggesting that labour declined in
high productivity-growth sectors more than
labour increased in low productivity-growth
sectors.

The decomposition analysis  results
showed that Cambodia’s average annual
productivity growth was about 2.5
percent. The country’s growth was driven
mainly by labour reallocation from the
low-productivity sector to the high-
productivity sector, which contributed
approximately 2.7 percent employment
on average. The labour reallocation was
mostly due to decreasing employment
rates in low-productivity agriculture and
increasing employment rates in higher-
productivity sectors as (shown in Figures
24 and 25 in the Appendix).

Second, intra-sectoral productivity
growth occurred in most sectors including
the sectors with high employment such as
agriculture, but sectoral productivity's growth
rate was moderate. Intra-sectoral productivity
growth contributed approximately 1.0 percent
on average per year to increase aggregate
productivity growth. We found that agriculture
employed a large share of workers but had
a moderate rate of productivity growth,
manufacturing had moderate employment
and rate of productivity growth, and service

Figure 16: Structural transformation and productivity growth (Percent)
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and non-manufacturing did not have
productivity growth (Figures 24, 26 and 27 in
the Appendix).

Finally, labour reallocation to high
productivity-growth sectors was negative
(about -1.1 percent) because the intra-
sectoral productivity growth rate and the
net change in employment share across
sectors were small and negative on average
(Figures 24, 25 and 26 in the Appendix).

In summary, structural transformation in
Cambodia contributed little to improving
the annual aggregate productivity growth
because of the low sectoral-productivity
growth rate and high employment
concentration in  the low-productivity
sectors. Moreover, some barriers prevented
labour mobility from  low-productivity
sectors to higher-productivity sectors.
These barriers could be caused by a lack
of skill readiness for labour mobility or by
small-scale investment in high-productivity
and high-productivity-growth sectors that
limit the sectors from absorbing enough
of the workforce. To increase aggregate
productivity growth, Cambodia should
facilitate labour mobility to high-productivity
and high-productivity-growth sectors and

increase intra-sectoral productivity growth.
The intra-sectoral productivity growth
can be achieved by smoothing the labour

reallocation within  the manufacturing
or service sector. For instance, labour
reallocation  from low-skill industries

such as garments and footwear to high-
skill industries such as electronics and
machinery or labour reallocation within
the service sector such as from low-end
services to high-end services serve this
purpose. At the same time, intra-sectoral
productivity growth can also be enhanced
by increasing production technology,
product upgrading, and product complexity
and by supporting industrial research and
development.

Figure 17 shows the total structural changes
by sector (agriculture, manufacturing,
non-manufacturing and service) driving
aggregate productivity growth. We found
that between 2010 and 2021 manufacturing
sector was the main driver of growth with
increased annual productivity growth of
1.6 percent on average closely followed by
the service sector (0.6 percent). However,
structural change in agriculture sector
reduced aggregate productivity growth by

Figure 17: Total structural transformation in key sectors (Percent)
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Figure 18: Productivity growth by sub-sectors (Percent)
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-0.4 percent on average. The structural shift
in non-manufacturing  sector  was
more neutral and increased aggregate
productivity by 0.4 percent per year.

Figure 18furtherdifferentiatestheagriculture,
manufacturing, non-manufacturing  sub-
sectors and service sub-sectors. We
found that aggregate productivity growth
was largely produced by manufacturing.
However, the construction sector also
strongly influenced the structural changes
we observed and increased the aggregate
productivity growth on average by about
0.2 percent per year. Within the service
sector, non-tradable services increased
aggregate productivity by 0.17 percent
per year, and trade services increased the
aggregate productivity growth minimally.

Figure 19 shows that total structural
change in agriculture negatively impacted
the aggregate productivity growth rate. The
total structural change reduced aggregate
productivity growth slightly (-0.2 percent
on average per year) because agriculture

experienced losses in employment
that offset intra-sectoral productivity
growth. From 2010 to 2021, labour

reallocation to high-productivity sectors
decreased aggregate productivity
growth on average by -0.9 percent,
labour reallocation to high-productivity-
growth sectors decreased the aggregate
productivity growth by -0.1 percent. Intra-
sectoral productivity growth increased
the aggregate productivity growth by 0.8
percent to offset this.

Figure 20 shows the total structural change
inthe manufacturing sector, whichincreased
aggregate annual productivity growth by an
average of 1.6 percent during 2070-
2021. Labour reallocation to the high-
productivity sector contributed the most to
the rise in aggregate productivity growth.
In fact, aggregate productivity growth
was about 1.4 percent per year because
manufacturing absorbed labour from lower-
productivity sectors. Manufacturing also
had intra-sectoral productivity growth but
at a marginal rate of 0.4 percent during
this period. The labour reallocation to the
high-productivity-growth sector was almost
zero, demonstrating that changes in labour
employment and intra-sectoral productivity
growth were small on average during the
last two decades.
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Figure 19: Structural change in agriculture (Percent)
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Figure 21 shows the total structural
change in  non-manufacturing  which
contributed little to the increase in
aggregate productivity growth and was
0.4 percent on average per year. The
construction, mining, and energy sectors
mostly drove the structural change. Figure
21 showed that in terms of labour
reallocation to high-productivity sectors,
non-manufacturing absorbed only a small
portion of employment from other sectors
(average of 1.0 percent). Its intra-sectoral
productivity growth was almost zero
on average. Additionally, we found that
labour reallocation to the high productivity-

growth  sectors  (non-manufacturing)
was negative on average (-0.6 percent
per year). Two possible reasons for the
negative labour reallocation in construction,
mining, and energy sectors are (1) when
non-manufacturing  sector experienced
productivity growth, they also experienced
labour flow-out than labour flow-in which
reduced benefit from productivity growth
or (2) when non-manufacturing sector
experienced productivity declined, they also
experienced labour flow-out than labour
flow-in  which exacerbated the negative
effect of productivity decline.

Figure 20: Structural change of manufacturing (Percent)
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Figure 21: Structural change of non-manufacturing (Percent)
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Figure 22 shows the total structural
change in the service sector that increased
aggregate productivity growth on average
by 1.3 percent. Labour reallocation
contributed to an increase in the aggregate
annual productivity growth rate by 2.2
percent on average between 2010 and
2021. The service sector's intra-sectoral
productivity fluctuated resulting in a
zero average over this period. Therefore,
intra-sectoral productivity growth did
not contribute to aggregate productivity
growth. The labour reallocation to high-
productivity-growth sectors reduced the

aggregate productivity growth by about
-0.9 percent on average per year, indicating
that either (1) when service sub-sectors
experienced productivity growth, they
also experienced labour flow-out than
labour flow-in which reduced benefit from
productivity growth or (2) when service sub-
sector experienced productivity declined,
they also experienced labour flow-out
than labour flow-in which exacerbated the
negative effect of productivity decline.

Figure 22: Structural change of services (Percent)
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5. Conclusion and policy implications

The Cambodian economy achieved robust
and rapid growth in the past two decades.
It became a lower-middle-income country
in 2015, and the RGC set ambitious growth
goals for the future. Our study found that
structural transformation has occurred, and
Cambodia’s workforce has begun to move
from the low-skill agriculture sector to the
higher-skill industry and services sectors.
However, various challenges continue
to slow Cambodia's pace of economic
development.

This paper explored the structural change
of Cambodia’s economy using descriptive
statistics, decomposition analysis of
productivity on 12 economic sectors
from 2000 to 2021, and a cross-country
comparison to describe its structural
transformation and its relation with
aggregate productivity growth.

There are several key takeaways from
this study. First, Cambodia's economic
growth in the last two decades has
been driven by the industry and service
sectors, which is clearly demonstrated in
the rising output and employment in the
manufacturing sector and service sector,
and accompanying decreases in output
and employment in the agriculture sector.
Our data showed that Cambodia was in the
middle of industrialisation when labour was
released from agriculture to manufacturing
and service.

Second, Cambodia’s manufacturing in the
last two decades experienced negligible di-
versification, which needs further explora-
tion. The key industries that had a high

66 Structural Transformation and Economic Growth in Cambodia

share of value-added to GDP are the manu-
facturing of textiles, clothing, footwear and
leather (13.6 percent of GDP). As the domi-
nant sub-sector within the manufacturing
sector, garments and textiles have had a
slow-productivity growth rate and need to
be upgraded or diversified to a higher-pro-
ductivity growth manufacturing sector to
support long-term growth.

Third, Cambodia’s service sector is still
dominated by low-productivity, non-tradable
services, mainly wholesale and retail sales.

However, tradeable services, including
financial and insurance, information
and communication technology,

and real estate, appear to have the potential
to contribute to GDP. The service sector
presents new drivers of growth, but market
constraints of non-tradable and low
productivity of tradable services present
challenges to this new growth engine. The
advancement of digital transformation
could enhance cross-border trade and
enlarge the market for service sectors.

Our analysis of decomposition of
productivity growth showed that aggregate
productivity growth in Cambodia was small
over the past two decades. Moreover,
it was constrained by both limited labour
reallocation to high-productivity and high-
productivity-growth sectors and limited
intra-sectoral productivity growth. The
analysis demonstrates the importance of
structural change within and between the
12 sectors and the inter-sectoral factor
movements (labour flow) on aggregated
productivity growth. It should be noted that
within each sector the intra-sectoral factor



movement (labour, capital, technology)
could also increase the aggregated
productivity of that sector. For example,
within the manufacturing sector, labour
reallocation from the low-productivity
garment sector to the high-productivity
electronic or machinery sector, as well as the
upgrade toward high-value-added activities
within garment, electronic or machinery
sector can increase aggregate productivity.
Additionally, from the experiences of
countries such as South Korea, the inter-
sectoral effect is important at an earlier
stage of structural transformation while
the intra-sectoral effect becomes more
critical and requires governmental policy
intervention at later stages of development.
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Appendix 1: Charts used in the study

Figure 23: Annual growth of value-added to GDP by sectors (Percent)
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Figure 24: Relative productivity (Sectoral LP to aggregate LP)
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Figure 25: Labour reallocation (Percentage point change of employment)
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Figure 26: Sectoral productivity growth (Percent)

30% I
i =8 § B =
0% E— EENNNE = Ee—— ! — !
-20%
o, R -
-40%
2010 2011 2014 2015 2016 2017 2020 2021 Average
B Agriculture productivity growth W Manufacturing productivity growth
Non-manufacutring productivity growth B Service productivity growth

Source: Author's calculation based on MEF rebased data, NIS employment data

Figure 27: Employment share (Percent)

100% B e
80%
60%
40%
20%
0%

2010 20m 2014 2015 2016 2017 2020 2021

B Agriculture B Service B Manufacturing B Non-manufacturing

Source: Author's calculation based on MEF rebased data, NIS employment data

Figure 28: Export of agricultural products in million USD
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Figure 29: Cambodia manufacturing export in billion USD
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Figure 30: Cross-countries productivity growth in agriculture (Percent)
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Figure 31: Cross-countries productivity growth in manufacturing (Percent
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Figure 32: Cross-countries productivity growth in non-manufacturing (Percent)
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Figure 33: Cross-countries productivity growth in service (Percent)
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Figure 34: Annual growth rate of agriculture sub-sectors (Percent)
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Figure 35: Annual output growth rate within manufacturing
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Figure 36: Annual growth rate within non-manufacturing
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Figure 37: Average growth rate of service sub-sector: 2000-2022
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Figure 38: Average employment growth rate 2008-2021 (Percent)
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Appendix 2: ISIC Rev 4.0
classification of economic
activities

NIS classifies economic activities based on
the ISIC. Recently, Cambodia has modified
from ISIC Revision 3 to ISIC Revision 4. NIS
adapted ISIC Rev 4 into CISIC by classifying
economic activities into sections, divisions,
groups, classes and items. Recently, most
of Cambodia’s available statistical reports
still followed ISIC 3 since Cambodia is
in the process of rebasing its GDP and
transforming ISIC Rev 3 to ISIC Rev 4.

In this study, the sectoral output and
employment are based on the official
statistics of the reported format of NIS
on its national account. These sectors
include "A. Agriculture”, “B. Mining and
Quarrying”,  “C.  Manufacturing”,  “D.
Electricity”, “E. Water Supply; Sewage,
Waste Management and Remediation
Activities”, “F. Construction”, “G. Wholesale
and Retail Trade, Repair of Moto Vehicles
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and Motorcycles”, “H  Transportation
and Storage’, “l. Accommodation and
Food Service Activities”, “J. Information
and Communication”, ‘K. Financial and
Insurance Activities”, “L. Real Estate
Activities”, “M. Professional Scientific and
Technical Activities”, “N. Administrative
and Service Support Activities”, “O. Public
Administration and Defense; Compulsory
Social Security”, “P. Education”, “Q. Human
Health and Social Work Activities”, “R. Arts,
Entertainment and Recreation”, “S. Other
Activities”, “T. Activities of households as
employers of domestic personnel’, “U.
Activities of extraterritorial organizations
and bodies” (NIS, 2012). GGDC grouped
these 21 sectors into only 12 sectors
as follows: “A. Agriculture”, “B. Mining”,
“C. Manufacturing”, “D+E. Utilities”, “F.
Construction”, “G+l. Trade Services’, "H.
Transport Services”. “J+M+N. Business
Services”, “K. Financial Services”, “L. Real
Estate”, “O+P+Q. Government Services”,

“R+S+T+U. Other services”.



Appendix 3: Productivity growth
decomposition method

The structural change also affects labour
productivity. The total labour productivity or
economy-wide productivity is

VA Yr.VA, L, VA, L, VA L, VA
_:21—1 L I i N S e ST Nl LRV el L
L L L™ L, L7 L L Ly
i1 VA;
=T XA O Xyt Oy Xy (D)

Where y is aggregate labour productivity and
y, and 6, is sectoral labour productivity and
employment share. Subscript i represents
sectors.

By using (1) above, we can rewrite as below:

VA_BLVA_ L VA Ly VA L, VA,
L L L L LI, L7 Ly,
p= va _ YielVA;

L L

n

T
L L
=1

n
ZSxP) (2)
i=1

Where P is labour productivity and S is
the share of employment. By applying the
differentiation for two different time periods
(from t=0to t=7) where AP =P, = P,and P,
is aggregated productivity in period t=0 and
P is aggregated productivity in period t=1.
We obtain the following:

n
ﬁ _ Z [@Asl n APLASl n SiOAPi
PO - PO Po Po

PLOEAS PlO

-3 e 33

05| @

Where subscript i represents sector. == is
the relative productivity ratio of each sector
to aggregated productivity in period t=0.This
ratio is greater than 1 if sectoral productivity
is higherthanthat of aggregated productivity
and less than 1 suggests the opposite.
AS,is the change in sectoral employment
share between periods t=0 and t=7, it is
positive if the sector experiences increasing
employment share and negative if the sector
experlences decreasing employment share.
7 represents sectoral productivity growth
between periods t=0 to t=1. S, represents
sectoral employment in period t=0.

In equation (3), the first term is the
contribution of change in labour reallocation
between sectors. If labour employment
increases in high-productivity sectors, this
term will be positive. The second termis the
interaction between change in productivity
and change in labour employment. This
term is positive if the productivity-growing
sector also employs more workers. The
third term is productivity growth within each
sector or intra-sectoral productivity growth.
Wong (2016) grouped items 1 and 2 in
equation (3) as inter-sectoral effect, while
item 3 is called intra-sectoral effect. Item 1
is named as “static sectoral effect” and item
2 is named as “dynamic sectoral effect”.
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Background Paper 3
Increasing the Inclusiveness, Resiliency and
Sustainability of Economic Growth in Cambodia

Jayant Menon

To realise its development goals, Cambodia
has to pursue inclusive growth that is also
sustainable and resilient. This is the type
of growth that generates sustainable jobs
in the manufacturing and services sectors,
and fair and consistent returns for the
self-employed in the formal and informal
sector. A key constraint of this growth is the
lack of diversification within the economy,
which has not affected the rapid pace of the
economic growth but only the inclusiveness
and sustainability of that growth. The early
phase of diversification involving rural-
urban migration from the agricultural sector
into the industrial and service sectors may
be reaching its limit; future increases in
productivity must come from intra-sectoral
diversification. This involves the vertical
shift into higher value-added products and
activities within each sector.

Intra-sectoral diversification requires two
key constraints to be addressed. First is the
limited skillsets of the current workforce,
requiring improvements in the quality of

education at all levels, starting with primary
and secondary before technical and tertiary.
Second is the high cost of doing business,
which stems from limited physical and
logistical infrastructure, high energy costs,
and the high cost of finance. Addressing
these constraints should increase the
inclusiveness of economic growth. To
ensure that these achievements are not
short-lived, another set of constraints that
affect resiliency and sustainability need to
be addressed. Increasing resilience includes
addressing the impacts of: (i) climate
change and other environmental pressures;
(i) financial, health and other shocks or
crises; and (i) technological change,
especially the acceleration towards a digital
economy. Improving the sustainability of
growth and its drivers involve diversifying
trade and investment flows. This will reduce
Cambodia’s exposure to country-specific
shocks and indirectly support resilient
economic growth.
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1. Introduction

In many ways, Cambodia is Asia's true
miracle economy. It was only three decades
ago when the Paris Peace Agreements were
signed, ending the civil war that ensued
following the removal of the genocidal
Khmer Rouge regime in 1979. In just over
a generation, Cambodia has built up its
economy and institutions, almost from
scratch, and transformed itself into a
modern, thriving economy. Although many
challenges remain, these achievements
should be recognised and it bodes well for
the future, given Cambodia’s proven ability to
overcome seemingly insurmountable odds.

Despite its tragic history, Cambodia has
great aspirations for growth. However, in
order to realise these aspirations, Cambodia
has to pursue inclusive growth that is also
sustainable andresilient. This type of growth

should generate decent and sustainable
jobs in the manufacturing and service
sectors, and fair and consistent returns for
the self-employed, either in agriculture or in
the micro, small and medium enterprises
(MSMEs) across sectors, formal or informal.
To do this, the Kingdom must address a
number of constraints.

A key constraint, which is highlighted in the
Royal Government of Cambodia’s Rectangular
Strategy (Phase V) and the new Pentagon
Strategy Phase |, is the lack of diversification
of the economy. This was also highlighted in
the Asian Development Bank's (ADB) (2014)
Country Diagnostic Study (CDS) but continues
to be a major limitation. The continued lack of
diversification has not affected the rapid pace
of economic growth, although it may have
hindered the quality of that growth, particularly

Figure 1: Sectoral contributions to GDP growth, 2010-2023 (percent year on year)
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interms of its inclusiveness and sustainability.
Cambodia has been able to grow at above
an annual rate of 7 percent since the turn of
the century, with the exceptions of the years
afflicted by the 2007-8 Global Financial Crisis
(GFC) and the 2020-21 COVID-19 pandemic
(Figure 1). The high growth rate was mainly
driven by trade preferences, tourism centered

around Angkor Wat, and large capital inflows
into construction and real estate. If Cambodia
grows as anticipated, it will become a victim
of its own success with trade preferences and
aid flows likely to diminish. Therefore, it will
need to pursue new drivers of growth, which
will require greater diversification.

2. Defining inclusive, resilient and sustainable growth

Long-term strategic plans such as the
Pentagon Strategy and the economic
policies that underlie them all aim implicitly
or explicitly to support inclusive economic
growth.  Bottom-up  growth  through
sustainable employment within both the
manufacturing and service industries, and
self-employed MSMEs, is enabled through
upskilling the working-age population by
increasing education and skills development
and by ensuring equal opportunity to
participate in generating growth, irrespective
of class, gender, or location.

‘Decent’ jobs are defined as those that
provide a fair income, which is at least
minimum wage, increased over time to keep
pace with the cost of living and productivity
improvement. Such jobs must protect
labour rights and provide a safe work
environment. To enable this, and to ensure
equal opportunity and treatment for all,
workers must be encouraged and helped to
shift from informal to formal employment,
and undocumented migrant labour must be
regularised to warrant it legal. Sustainable
jobs are those that provide safe and
secure working conditions that facilitate
extended working life in line with longer
life expectancy. They are generally found
in industries that are shock resilient, be

the shock technological advances, climate
change, or other. Sustainability allows
workers to be able to respond to change by
equipping them with the skills and flexibility
needed to migrate from shrinking industries
into expanding sectors of the economy.

To ensure that growth is more inclusive
not just in the short term but extends into
the long term, there is a need to reduce
the risk of disruptions while increasing the
versatility in managing and responding to
all kinds of shocks. Increasing resilience
includes addressing the impacts of: (i)
climate change and other environmental
pressures; (i) financial, health and other
shocks or crises; and (iii) technological
change, especially the acceleration
towards a digital economy. Improving the
sustainability of growth and its drivers
involves diversifying trade and investment
flows. That is, diversifying export products
and markets and import sources, as well as
sources of Foreign Direct Investment (FDI)
flows, which will reduce risk and increase
the sustainability of economic growth.

Understanding inclusive growth requires
consideration of how it is linked with several
dimensions of diversification and changes
in the composition of Gross Domestic
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Product (GDP). Moving horizontally into
higher-value products or activities must be
distinguished from moving vertically up the
value chain to products or activities with
more value added. The horizontal shift into
higher-value products usually entails inter-
sector diversification, while the vertical

shift into products with higher value added
is intra-sectoral. The implications of intra-
sector versus inter-sector diversification
are critical to understanding development
transitions and their ability to make growth
more inclusive. These are considered in
more detail below.

3. Inclusive growth and poverty reduction: Historical record

The early phase of diversification or
structural transformation, involving rural-
urban migration from the agricultural sector
into the industrial and service sectors,
has been ongoing and has delivered
improvements in economic and social
outcomes. This process, however, may be
reachingits limit. This inter-sectoral transfer
is the simplest phase of diversification,
requiring minimal government intervention
or policy reform, and takes place somewhat
naturally with minimal disruption to factor
markets (see Kaldor 1967; Herrendorf et al.
2013). The horizontal shift across sectors
into higher value products and activities
produces a one-off increase in the level
of productivity, which raises incomes and
living standards, but this increase may not
be sustainable.

Nevertheless, the record on poverty reduction
and improvements in human development is
noteworthy, although significant challenges
remain (Hill and Menon, 2011; 2014). Despite
strong economic growth leading up to the
COVID-19 pandemic, Cambodia remains one
of the poorest countries in Southeast Asia,
with gross national income per capita at
USD1,400 in 2022, as measured in constant
2015 dollars, and USD1,690 in 2024 prices.

The Royal Government of Cambodia
(RGC) has implemented programmes
and policies to boost economic growth
and reduce poverty, particularly in rural
areas. These have included cash transfers,
rural infrastructure development, and
improvements in healthcare and education.
The share of Cambodians living below
the national poverty line of KHR 4,618 or
about USD1.04 per day declined from
33.8 percent in 2009 to 17.8 percent in
2019 (Figure 2). The government aimed to
reduce poverty further to below 10 percent
by 2023 (Karamba et al. 2022).

Despite notable progress in recent years,
poverty is still pervasive, particularly in rural
areas of the Kingdom. In 2019, rural areas
had a poverty rate of 22.8 percent based on
the national poverty line, which was almost
double the 9.6 percent rate in urban areas
(Figure 2). The same disparity can be seen
in food poverty, which has declined across
the country but remains much higher in
rural areas (Figure 3). While there have been
notable achievements in reducing food and
extreme poverty, a significant proportion
of the population remains vulnerable.
ADB estimates that about 30 percent of
Cambodians are “near poor” or vulnerable
to being pushed into poverty by illness,
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natural disasters, or economic shock. Using
the higher World Bank poverty line of $3.20
a day, about a third of the population fall
below it (Karamba et al. 2022).

More worryingly, income inequality, as
measured by the Gini coefficient, worsened
from 29.9 in 2014 to 32.2 in 2019, after
remaining fairly stable in the previous 5 years
(Figure 4). Further, data on consumption per
capita by quintile show that, compared with
2014, average monthly consumption by the
bottom fifth increased by only 23 percent in
2019/20, while that of the top fifth increased
by 60 percent. This is a drastic reversal from
the period from 2009 to 2014, when average
monthly consumption by the bottom 20
percent rose by 71 percent and of the top fifth
by 28 percent (Table 1). It is likely that asset
and wealth inequality is also high and rising,
but data on these measures are sparse.

Progress in reducing poverty and improving
human  development outcomes  were

reversed under the COVID-19 pandemic,
with an estimated 460,000 people falling into
poverty in 2020, raising the poverty rate by 2.8
percentage points. The World Bank estimated
that, without government intervention, the
pandemic would have increased poverty by
47 percentage points in 2020, undoing 3
years of poverty reduction progress.

Cambodia’s performance on the Human
Development Index (HDI) has likewise
suffered a reversal in recent years. From 1990
to 2018, the HDI showed a positive trend,
increasing from 0.378 to 0.598. However,
from 2018 to 2021, it declined to 0.593,
categorising Cambodia as a country with
medium human development, ranked 146th
out of 191 countries in terms of its human
capital development. Significant gaps remain
in health and education. Cambodia performed
poorly in the Global Competitiveness Report
2019, ranking 119th out of 141 economies in
terms of overall competitiveness.

Figure 2: Poverty rate, 2009, 2014, and 2019/2020 (percent)
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Figure 3: Food poverty, 2009, 2014, and 2019, (percent)
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Figure 4: Gini index 2009, 2014, and 2019/2020
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Table 1: Consumption per capita, by quintile, 2009, 2014, and 2019

Lowest fifth 97 166 204 8 9 7.7 71 23
Second fifth 144 240 304 11 13 11.5 67 27
Middle fifth 192 309 403 15 17 15.3 61 30
Fourth fifth 269 407 559 21 22 21.2 51 37
Highest fifth 570 731 | 1,166 45 39 44.2 28 60

Note: Values are monthly averages.
Source: Cambodia Socio-economic Surveys, 2009, 2014, and 2019.
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4. Key constraints to inclusive growth

Cross-country comparisons suggest that
Cambodia may already have realised
most of the benefits from shifting workers
across from agriculture into manufacturing
or services. While the inter-sector transfer
increases productivity, this boost is likely to
be a one-off and unable to sustain growth
over time. While rice farmers, for example,
may increase the value of their output per
hour by moving into an electronics factory
and assembling wire harnesses, they
are unlikely to assemble wire harnesses
markedly more efficiently over time.

Future growth in productivity will require
a new phase of structural transformation
featuring intra-sector specialisation. This
second phase is the vertical reallocation
of factors to produce goods with more
value added within existing supply chains.
In Cambodia, this would require greater
participation by the private sector to
generate new forms of involvement in
global supply chains for manufacturing.
Unlike the early phase of industrialisation,
this upgrading process is unlikely to
happen spontaneously but will require
government intervention and  policy
reform. It will also likely require new
forms of investment, especially FDI with
embedded technologies, and skilled labour
will be required to facilitate intra-sector
specialisation and upgrading.’

1 The opportunities available to Cambodia to diversify
its product mix and export basket though structural
transformation can be identified for the short and
long run using product space analysis (see Menon
and Naqvi, 2024).

There are two major constraints that need
to be addressed through policy reforms
and government support to enable greater
intra-sectoral diversification (ADB, 2024).
The first is limited human capital and skills
mismatches. Second is the high cost of
doing business, which limits development
of the private sector and domestic and
foreign investment. Addressing these
two sets of constraints should result in
economic growth that is more inclusive.
To ensure that these achievements are
not short-lived, another set of constraints
need to be addressed. These involve
measures designed to increase resilience
and sustainability, which would otherwise
threaten current and future growth.

To address these constraints, there are
three accompanying sets of policy reforms
and government interventions that are
recommended.

4.1. Human capital

Nine out of ten Cambodian workers are
employed in elementary or low-skilled
jobs (NIS, 2021). This reflects the poor
state of human capital in the labour
force. There is an urgent need to improve
the quality of education at all levels,
and not just Technical and Vocational
Education and Training (TVET) or tertiary
education. TVET and tertiary education
can only succeed if students have a strong
educational foundation in primary and
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secondary schooling.? Results from the
2022 Programme for International Student
Assessment (PISA) show Cambodia
lagging behind its ASEAN peers in math,
science, and reading despite improvement
since 2017 (Figure 5). Similarly, Cambodia
lags in the share of its labour force with
advanced education (Figure 6).

Quality improvements also need to be
accompanied by measures to improve
access to education and retention rates,
which are currently low. For instance,
Warr and Menon (2016) found that more
than 30 percent of new employees in the
Japanese multinational firm, Denso, had
never attended school and could neither
read nor write, with limited numeracy skills.
Although firms like Denso were willing
to provide their own tailored on-the-job
training, these workers found it challenging
and could only be employed to undertake
routine manual tasks.®

Cambodia needs to invest in skills
development and training in close
collaboration with the private sector to
avoid skills mismatches. TVET and tertiary
education institutions need to align their

2 In fact, the problem needs to be addressed even
earlier, staring with overcoming malnutrition among
infants and children that affect both mental and
physical development. Despite progress over the
years, UNICEF (2023) reports that almost a third of
children in 2022 were stunted. Such effects are largely
irreversible and can permanently affect the ability to
absorb education and training in future years.

3 These fundamental challenges in the education
sector need to be addressed concurrently with
the skills development challenges to reverse the
COVID-19 pandemic’s impact on employment in
Cambodia.

curricula more closely with the needs of
the private sector. There is also a pressing
need to address the various barriers, and
push and pull factors, that limit access to
formal employment, and strengthen social
protection systems.

4.2. Business costs

The second constraint is the high cost of
doing business. Cambodia has long fared
poorly in the World Bank’s composite Ease
of Doing Business Index (Table 2). Before the
index was discontinued in 2020, Cambodia
had a low ranking in Southeast Asia,
usually performing better than only Laos
and Myanmar. The high cost stems from
limited physical and logistics infrastructure
(Table 3), high energy costs, and the high
cost of finance. For a developing economy
like Cambodia that is rapidly transforming,
transport and related infrastructure needs
are a moving target. Despite notable
achievements in building infrastructure, a
deficit that continues to add significantly
to business costs remains. There is a need
to prioritise investments both within the
transport sector, as well as economy wide.
Within transport, chokepoints such as port
capacity, high-cost centres such as logistics
infrastructure, and inter-modal connectivity
should be prioritised. Red tape, inadequate
port facilities, and other inefficiencies also
undermine trade. Cambodia compares
poorly with its neighbors in the time and
cost required to export and import (Table 4).

Since infrastructure development relies
on foreign involvement, increasingly from
China through the Belt and Road Initiative
(BRI), there is a need for better vetting of
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Figure 5: PISA scores for mathematics, science, and reading at age 15 comparing
Cambodia with regional peers, 2022
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Figure 6: Labour force educational attainment, 2015 versus 2021
(percent of working-age population)
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project proposals through comprehensive
cost-benefit analyses conducted by an
independent body. The creation of an
independent Foreign Investment Review
Board, operating as a non-statutory body
with inter-ministerial and multi-stakeholder
representation, would be useful to assess
individual proposals in a purely advisory
capacity. Inter-ministerial representation
would ensure that sector priorities are
considered in the approval process (see
Menon, 2023).

The cost of electricity in Cambodia is one of
the highest in the region, with a kilowatt hour
costing USD 0.14 relative to 0.17 in Thailand
and 0.08 in Vietnam. The high cost is
limiting vertical upgrades within electronics
and automotive supply chains, from labour-
intensive assembly activities to higher value
added, energy intensive production of parts
and components. Greater investment in
renewable energy and energy efficiency is
required to reduce costs and the reliance
on diesel and heavy fuel oil in electricity
generation. Investment in grid extension
and addressing the fragmented nature
of transmission and distribution would
reduce the cost of electricity. There is also
significant potential to scale up investment
in solar energy, which could significantly
reduce business costs for MSMEs that are
off grid.

The high cost of finance, especially for small
scale farmers and MSMEs, perpetuates
poverty (Karamba et. al. 2022). Limited
access to formal avenues of finance, with
more than 70 percent of the population
estimated to be unbanked, is closely related
to its high cost. The potential for digital
innovation, including fintech and blockchain,
presents significant opportunities  for
Cambodia’s financial sector to enhance
financial inclusion. Increasing digital literacy
and access to digital infrastructure, which is
still low in rural areas, is required to increase
access to finance at a reasonable cost for
low-income communities.

There are also a host of long-term
development challenges that need to
be addressed that will affect trust in the
system, and therefore both the access to
andthe costof finance. Theseinclude issues
relating to governance and corruption, the
quality of institutions including the legal
system, and the development of the finance
sector and capital markets.
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5. Long-term inclusive growth:

Increasing resilience and sustainability

5.1. Climate change and other
environmental pressures

Climate change impacts the livelihoods of
millions, as well as threatening longer-term
goals. ADB (2023) estimates that Cambodia’s
GDP could be up to 2.5 percent lower in
2030, and 10 percent lower in 2050, without
effective climate adaptation. Improved
adaptation policies and practices could
reduce the impact by 66 percent by 2050
(MEF and NCSD, 2019).

Economic growth and environmental
protection are often considered trade-offs
but there can be complementarity. The
intersection between the two is green growth,
where ecologically sustainable economic
growth that fosters low carbon but socially
inclusive development is the outcome. Green
investments are not only one way to unlock
growth potential but also create decent
and sustainable jobs for the future. There is
significant potential to scale-up investment
in renewable energy and energy efficiency
using Cambodia’'s abundant solar energy
resources.* Significant parts of Cambodia
remain without access to electricity and solar
power carries the potential of transforming
remote and often poor communities by
providing them with affordable, clean
energy and the opportunity to improve living
conditions.

Transitioning away from the heavy reliance on
fossil fuels, reducing the rate of deforestation

and adopting more sustainable agricultural
and fishing practices will be critical in
protecting the environment and ensuring the
future prospects of these industries.

As green and sustainability aspects of
production become increasingly important
in business and investment decisions of
international firms, reducing Cambodia’s
carbon footprint would present new growth
opportunities that arise from increasing global
demand for environmentally sustainable
products and services.

5.2. Financial, health, and other
shocks or crises

Financial risks

Cambodia will need to strengthen its financial
sector's resilience by enhancing regulatory
and supervisory frameworks, improving
asset quality and risk management practices,
and addressing weaknesses in the banking
system. There is a need to implement
regulations to deal with bank and debt
restructuring, and corporate insolvency.
Rising private debt following the collapse
in the property market has also become a
concern that could threaten the stability of
the economy and its future growth. The IMF
(2024) notes that its share of GDP at around
160 percent is high for a country at its level of
development.

With the growth in shadow banking and the
increase in non-bank financial institutions,
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greater regulatory oversight and supervision
will be required. Cambodia’s authorities will
also need to accelerate work on a deposit
protection scheme, implement measures
to prevent money laundering, and clarify the
framework for bank resolution.

Cambodia’s authorities will need to carefully
monitor the health of banks and microfinance
institutions as the forbearance measures
are phased out, especially the systemically
important banks with high exposure to the
construction and real-estate sector. A staged
increase in minimum capital requirements
could also be used to promote consolidation
in the banking and microfinance sectors.

Health crisis

Although Cambodia did remarkably well
in managing the COVID-19 pandemic, it
highlighted a number of vulnerabilities in the
healthcare system that need to be addressed
before the next health emergency occurs.
Government spending on healthcare needs
to be significantly increased in preparation
for the next pandemic or major public health
outbreak.  This was a key limitation in
managing the COVID-19 pandemic, requiring
more stringent controls than in countries with
more robust healthcare systems.

There is great variation in access to quality
healthcare in the urban versus rural areas.
Increasing both the access and the quality
of healthcare in remote regions, that are
currently poorly served, are vital to address.
Unless there is greater investment to increase
the quality and quantity of healthcare services,
any future health crisis requiring mass
hospitalisation could quickly overwhelm the
healthcare system, inflicting a larger than
necessary human and economic toll.

5.3. Technological change,
especially the acceleration
towards a digital economy

The acceleration towards a digital economy
will produce many benefits, but it will also
create new challenges. Many low- and
medium-skilled jobs may be lost initially,
although Artificial Intelligence threatens even
highly skilled positions. It will not be easy to
redeploy low-skilled workers and reskilling and
retraining will be required. Despite the anti-
globalisation backlash elsewhere, Cambodia
must remain open to importing skills and
technology to help catch-up in the short term.
In the long- run, the challenges posed by
digitalisation and rapid technological change
will require a fundamental transformation
in systems of education and learning.
That is, the digital transition reinforces the
need to address the underlying problems
associated with human capital and skills
development, discussed earlier. Augmenting
cognitive skills such as maths and sciences
will be critical for the transition to a more
innovative, knowledge-based economy. New
and innovative approaches to public-private
collaboration are also needed, particularly in
areas such as research and development.

Diversifying export markets and import
sources

Cambodia’s trade patterns — both the
commodity and country composition
of its exports and imports - are highly
concentrated (see Figures 7, 8, and 9). This
raises Cambodia’s vulnerability to country-
or commodity-specific shocks. As the major
constraints to structural diversification, such
as limited human capital and high business
costs are addressed, trade and investment
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flows will also diversify. For instance, if the  such as electronic parts and components.
price of electricity could be reduced, thismay  This alters both the commaodity and country
attract new types of FDI from different source  composition of exports and imports, helping
countries, which would result in new outputs, diversify trade and investment patterns.

Figure 7: Cambodia’s export products, 2015 and 2021 (percent of exports)
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Source: World Bank World Integrated Trade Solution (accessed 11 December 2023).

Figure 8: Cambodia’s import products, 2015 and 2021 (percent of imports)
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Figure 9: Cambodia’s export partners, 2015 and 2021 (percent of exports)
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ASEAN = Association of Southeast Asian Nations, EU = European Union, PRC = People’s Republic of China.
Source: World Bank World Integrated Trade Solution (data downloaded 11 December 2023).

This is one of a number of indirect channels
involving policy reform that can affect trade
and investment patterns.

There are specific policy changes that can
be pursued to deliberately diversify trade and
investment flows, and directly improve its
sustainability.

Preferences are also present in the many
FTAs that Cambodia is engaged in that skew
the commodity and country composition
of its imports (see Table 5). The margin of
preference (MOP) — the difference between
preferential  and  Most-Favoured-Nation
(MFN) rates — is still high for many tariff
lines and across different FTAs in Cambodia.
When MOPs are high, trade patters can be
distorted through trade diversion. It increases
the concentration of trade flows by diverting
them from non-FTA partners to FTA partners.
Trade diversion is also welfare reducing
because imports are no longer sourced from

the lowest cost producer. Pursuing open
regionalism through multilateralisation of FTA
preferences —i.e., offering its preferencestoall
countries on an MFN basis - is in Cambodia’s
national interest. It would promote domestic
competitiveness and welfare, while reducing
the concentration in trade patterns (see
Menon, 2022).

Diversifying sources of FDI

Cambodia needs to attract FDI or incur
external debt if it is to grow at a rate faster
than that determined by its low domestic
savings rate. There is a sustainability element
associated with both FDI and debt. The need
for long-term debt sustainability is widely
recognised and better understood than the
need to ensure that FDI inflows do not exceed
absorptive capacity. The latter is associated
with ensuring that external competitiveness
of the tradable goods sector is not impaired
by a sharp appreciation of the real exchange
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rate due to massive inflows of FDI, resulting in
Dutch Disease type effects. The relevant point
here is that an economy like Cambodia should
be selective in its choice of projects, whether
financed by foreign investment or borrowings,
if it is to grow in a sustainable and inclusive
manner. In addition, increasing the share of
new investors that can help plug Cambodia

into new markets and global manufacturing
supply chains will also support domestic
structural changes by diversifying sources of
growth.

6. Conclusion

Torealise its long-term aspirations, Cambodia
must pursue inclusive growth that is also
sustainable and resilient. A key constraint is
the lack of diversification of the economy,
which has not affected the rapid pace of
economic growth but only the inclusiveness
and sustainability of that growth. Future
increases in productivity must come from
intra-sectoral diversification.

Two key constraints limit the extent of intra-
sectoral diversification. First is inadequate
human capital, requiring improvements in
the quality of education at all levels, starting
with primary and secondary schooling.
Second is the high cost of doing business,
which stems from limited physical and
logistics infrastructure, high energy cost, and

the high cost of finance. Addressing these
constraints should increase the inclusiveness
of economic growth.

Toensure these achievements endure beyond
the short term, another set of constraints
affecting resilience and sustainability must
be addressed. Increasing resilience includes
addressing the impacts of climate and
technological change, and reducing the
risk of financial, health and other crises but,
should they occur, mitigating their worst
impacts. Improving the sustainability of
growth and its drivers involve diversifying
trade and investment flows. This will reduce
Cambodia’'s exposure to country-specific
shocks and indirectly help with diversification
of the economy.
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Background Paper 4
A Macroeconomic Review: Cambodia's

Current State and Future Outlook
Muth Sumontheany

Recommendations:

Economic Performance and Outlook:

Cambodia’s real economy grew
by 51% in 2022, driven by strong
performance in garment and
emerging non-garment industries,
alongside a gradual tourism recovery.
On the other hand, key sectors such
as construction are yet to recover.

Inflation reached 5.4% in 2022, driven
by rising food prices, core inflation,
and oil prices.

The banking sector remains sound
and resilient, but concerns persist
over shadow banking, particularly in
real estate.

The fiscal deficit decreased to 1% of
GDP in 2022, supported by enhanced
revenue mobilisation and reduced
government spending. In addition,
public debt slightly decreased to
34.8% of GDP in 2022, after increases
in previous years.

Looking ahead, Cambodia’'s GDP
is projected to grow by around 5.3
percent in 2023 and approximately 6
percent from 2024 onwards.

External and Internal Risks:

Cambodia’s growth faces external
risks from slowdowns in key partners
like China and the US, and internal
risks related to the weak real estate
sector and shadow banking practices,
which threaten financial stability.

Promote  Export  Diversification:
Strengthen  business  environment
transparency, intellectual propertyrights,
and national certification capacities,
while improving infrastructure, reducing
electricity costs, and lowering trade
barriers to enhance production and
market access. Invest in human capital
to upgrade workforce skills and expand
export markets through free trade
agreements to reduce reliance on a few
concentrated markets.

Revitalise Tourism: Diversify tourism
offerings beyond Angkor Wat by
promoting ecotourism and addressing
infrastructure  challenges.  Diversify
tourist markets with a focus on
promotional campaigns to enhance
and expand Cambodia’s image globally.

Restore Fiscal Space: Increaserevenue
mobilisation through tax reforms while
ensuring efficient spending. Improve
capital expenditure disbursement and
performance-based budgeting.

Safeguard  Financial  Stability:
Strengthen bank supervision through
stress tests, onsite inspections, and
aligning regulatory frameworks with
international standards. Prepare for
rising amount of non-performing loans
by enhancing resolution options and
strengthening  insolvency  regimes,
while developing legislation on deposit
insurance and bank resolution.
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1. Introduction

After two decades of rapid economic
progress, Cambodia was able to transform
itself from low-income economic status to
lower-middle-income status. This success
has inspired a more ambitious growth for
the future. However, emerging challenges
such as the COVID-19 pandemic,
geopolitical tension, and persistent internal
structural  weaknesses—including  low
competitiveness, lack of diversification,
infrastructure deficiencies, and limited
human capital development—potentially
pose threats to achieving the medium and
long-term growth vision.

Given these challenges, it is crucial to
analyse the current macroeconomic
performance and explore Cambodia’s
short-term macroeconomic outlook

and strategies. This paper draws on a
comprehensive review of existing literature,
including the Cambodian government's
strategic frameworks, policies, and major
macroeconomic monitoring reports from
international and national institutions.

The paper examines the current
nmacroeconomic situation, including
sectoral performance, government finance
and debt performance, and monetary
and financial performance. Additionally,
challenges within these sectors are
identified, the short-term macroeconomic
outlook is explored, the risks that may
threaten Cambodia in the short term are
assessed, and policy recommendations to
address these issues are offered.

2. GDP Performance

The Cambodian economy is recovering
but has not yet reached the levels seen
before the COVID-19 pandemic. The real
Gross Domestic Product (GDP) growth rate
in 2019 was 7.9 percent. After the spread
of Coronavirus, Cambodia’s GDP fell to 5.1
percent in 2022, but this was a moderate
increase from the 3.1 percent growth in
2021. Despite the recent recovery, the
current growth rate, as of 2022, remains
below the pre-pandemic level of 7 percent
(Figure 1).

Growth is not even across sectors. Growth
is driven mainly by strong performance
in both the garment and non-garment
industries and the return of tourism activities
given that the travel restrictions have been
lifted and the pandemic has subdued. In
comparison, the construction sector, the
growth driver before the pandemic, has
not yet recovered. The agriculture sector’s
contribution to growth remains the same.
The following section will discuss in detail
the growth rates and performance of each
sector.
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Figure 1: Different sectors contributions to real GDP growth in Cambodia
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3. Sectoral Performance

This section provides a detailed analysis
of the performance of Cambodia’s key
industries, their challenges, and future

prospects. Notably, it focuses on the
garment, footwear, and travel (GFT)
industry, the construction sector, the

tourism industry, and the emerging non-
garment manufacturing sector.

a. GFT industry

The GFT industry has been the backbone
of Cambodia’s economy for the past two
decades. This industry, which began as
“Cut, Make, and Trim" in the mid-1990s,
has attracted significant foreign direct
investment (FDI) from East Asian countries.
The industry's growth can be attributed
to a young and abundant workforce, low
labour costs, and favourable investment

conditions such as generous investment
incentives and trade privileges.

Over the past twenty years, the industrial
sector, particularly the GFT industry, has
played a crucial role in driving economic
development in Cambodia. The industry's
contribution to the real GDP has increased
from 6 percent in 2000 to 18 percent in
2022 (Figure 2). The number of factories
surged from 64 to 1218 between 1997
and 2020, resulting in a tenfold increase
in employment from 82,000 to 808,223.
Additionally, it is estimated that this
industry creates approximately 80,000 jobs
indirectly, providing a significant source of
employment in the country (SNEC 2022).

Given the export-oriented nature of
the textile industry, it has been highly
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Figure 2: Real GDP structure for Cambodia
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vulnerable to external shocks and has
experienced significant declines twice -
in 2009 and 2020. In 2009, the industry’s
performance caused a 0.8 percent drop in
the real GDP growth rate, driven by reduced
demand in the EU and US markets following
the global financial crisis. Similarly, in 2020,
the industry’'s downturn had even more
severe effects, causing a 1.1 percent drag
on growth (Figure 1). This was due to two
primary factors: first, in early 2020 there was
a complete lockdown in China, Cambodia’s
major garment material supplier, which led
to disruptions in the global garment supply;
second, decreased demand from key export
markets like the EU and US, as a result of
the COVID-19 crisis (Sean 2023). As a result,
the export value of the GFT decreased from
about USD 10.8 billion in 2019 to about USD
9.8 billion in 2020, a decline of 10 percent
(Table 1).

After the COVID-19 pandemic, the industry
quickly recovered. Due to an increased
demand from the US and other countries,
Cambodia was able to compensate for
the decline in demand from the EU market.

As a result, the export of GFT grew by
approximately 15 percent in 2021, reaching
a total export value of USD 11.2 billion and
surpassing the pre-pandemic levels (Table
1). This recovery played a significant role
in driving economic recovery that vyear,
accounting for about two-thirds of the
growth. Other major forces behind this quick
recovery include the shift in orders from
Myanmar due to rising political instability
and the resumption of logistics regarding
the supply of raw materials from China.

Despite the long existence of the
garment industry in Cambodia, there
are still significant weaknesses that

need to be addressed. First, the industry
primarily focuses on low-value activities
such as cutting, trimming, and making,
which limits technology transfer and skill
development for Cambodian workers.
In addition, although Cambodian labour
costs are low compared to other GFT
producer countries, the productivity level
of its workers is relatively low, which could
erode its competitiveness (SNEC 2022).
Secondly, only about 5 percent of investors
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Table 1: Export of GFT goods from Cambodia

Export value (million USD) Share Contribution to growth
2012 {2016 | 2019 | 2020 | 2021 | 2012 [ 2016 | 2019 | 2020 | 2021 | 2012 | 2016 | 2019 | 2020 | 2021
Total GFT Export [ 4,582|7,636(10,840[9,768|11191| 100% | 100% | 100% | 100% | 100% 67% | 42% | -10% | 15%
To US 1960(1,9141346213,585| 4827 | 43% | 25% | 32% | 37% | 43% 1% | 20% | 1% | 13%
ToEU 1,565(3425|4,257 3410|2726 | 34% | 45% | 39% | 35% | 24% 41% [ 11% | 8% | 7%
J\?Oigs&oofvt@e 10572298 (3,121|2,773| 3638 | 23% | 30% | 29% | 28% | 33% 27% | 11% | 3% | 9%

Source: United Nations Conference on Trade and Development (UNCTAD) database and General Department of

Customs and Excise of Cambodia (GDCE)/ NIS as cited in Eurocham 2022

in this industry are Cambodian, leading to a
high reliance on foreign investor sentiment,
geopolitical tensions, and competition from
other countries (Figure 3). Additionally,
the industry’'s heavy reliance on imported
materials, mainly from China, contributes
to high production costs. Finally, although
there is some diversification in export
markets, the US and EU still account for 67
percent of the total Cambodian GFT goods
products. This heavy dependence on limited
markets has become a concern, especially
with the partial withdrawal of duty-free and
quota-free access to the EU market under
the Everything But Arms initiative, affecting
a significant portion of Cambodia’s exports.’

There are some promising outlooks for the
future of the GFT industry. Cambodia can
potentially expand its share of the global
GFT market as there is still significant room
for growth. Despite ranking 6th among the
top 15 GFT exporting countries in 2021,
Cambodia accounted for just 1.6 percent

1 The partial withdrawal concerned approximately 20
percent of Cambodia’s exports to the EU market,
affecting 64 tariff lines. Of the 64 affected tariff lines,
5 relate to travel goods, footwear products and 46
to garment products. The remaining 80 percent of
Cambodia’s exports still have preferential (duty-free,
quota-free) access to the EU market.

of the global GFT market, while China and
Vietnam captured 37.2 percent and 5.2
percent of the market share, respectively
(Table 2). With rising labour costs in
these countries, there is an opportunity
for production to transition away from
them, potentially benefiting Cambodia.
Additionally, the Kingdom has been
increasingly entering trade agreements
with various economies, which could
help eliminate trade barriers and attract
investors to establish production facilities.
Yet, how much Cambodia can capitalise on
these opportunities will depend on how fast
and competitive it will be able to address
the challenges mentioned above.

Figure 3: Share of GFT investor
nationalities in Cambodia
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Source: Ministry of Commerce (MoC) and Garment
Manufacture Association in Cambodia (GMAC), as
cited in SNEC 2022
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Table 2: Top 15 travel goods exporters as a share of the world’s travel goods markets (%)

1995 2005 2015 2018 2019 2020 2027

1. China 19.2 311 466 407 376 352 372
2. Vietnam 0.7 1.3 472 43 4.5 4.4 52
3. Hong Kong, SAR, China 31 203 78 6 55 56 45
4. India 2.1 2.2 2 2.1 2 18 18
5. Singapore 0.4 0.7 09 1.4 1.4 15 1.7
6. Cambodia 0 0 0.2 0.8 1.3 18 16
7. Indonesia 0.6 0.3 0.4 0.7 09 1 09
8. Philippines 0.7 03 0.7 0.8 1 0.7 09
9. Thailand 3 09 0.5 0.5 0.6 0.4 0.5
10.UAE 0.1 0.3 0.3 0.4 04 04 04
11. Myanmar 0 0 0 02 0.5 06 04
12. Turkey 0.2 0.3 0.3 0.3 0.3 0.3 0.3
13 Mexico 0.6 03 03 02 03 03 03
14. Bangladesh 0 0 03 03 03 02 03
15. Taiwan, China 3 02 02 02 02 02 02
Others 36.1 407 34.4 408 423 447 431
World 100 100 100 100 100 100 100

Source: UNCTAD database, as cited in Eurocham 2022

b. Construction

In recent years, the construction and real
estate sectors have been the main drivers
of economic growth, particularly before the
2020 pandemic. This expansion has been
fuelled by the development of buildings
related to commercial, industrial, and
tourism activities, as well as various types of
residential buildings such as condominiums,
serviced apartments, and landed property.
From 2008 to 2018, Cambodia’s Ministry
of Land Management, Urban Planning and
Construction (MLMUC) reportedly approved
43,136 projects, totalling more than $43.3
billion in investment capital. In terms of
financing, the construction industry has
experienced a significant increase in

funding from FDI inflows, with an estimated
40 percent of Cambodia’s total FDI coming
from mainland China (Sean 2023).

The construction industry experienced a
significant downturn during the COVID-19
pandemic and has yet to recover. The
number of approved projects declined from
4,919 in 2019 to 4,841 in 2020, especially
in the tourism and commercial segments
(Sean 2023). The impact on the economy
was profound, with the construction sector
contributing a negative 0.9 percent to the
real GDP growth rate in 2020. Unlike the
textile industry, which rebounded quickly,
the construction industry continued to
face challenges, maintaining a negative 0.9
percent contribution to real GDP growth in
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2021, It was only in 2022 that the sector
showed signs of recovery, albeit modestly,
contributing approximately 0.1 percent to
GDP growth (Figure 1).

Looking ahead, it's doubtful that Cambodia
can rely on construction as a driver
of economic growth in the future. The
construction boom of the past years was
driven by external demand and speculation
of high returns especially in the coastal
province of Preah Sihanouk, rather than by
domestic demand. As a result, this led to
an excessive construction supply, which will
take time to correct (World Bank 2023).

c. Tourism

In 2019, Cambodia’s tourism sector
demonstrated significant growth, directly
employing approximately 630,000
individuals. Tourism revenue peaked at
USD 4.9 billion, contributing 18.2 percent
to the nation’s GDP and representing about
78 percent of the country’s total service
exports.2

The tourism sector was severely impacted
by the COVID-19 pandemic as a result of
lockdowns and global travel restrictions.
The number of international tourists
dropped from 6.6 million in 2019 to 1.3
million in 2020 and further down to only
0.2 million in 2021, indicating a decline of
80.2 percent and 97.0 percent compared
to the 2019 figures. Similarly, the number
of domestic tourists decreased from 11.3
million in 2079 to 7.2 million in 2020 and
further to 4.7 million in 2021, representing

2 Personal travel export and business travel export
amounts, respectively, USD 3.42 billion and USD
1.35 billion. The total service export is USD 6.08
billion (OEC 2019).

decreases of 36.1 percent and 58 percent,
respectively (Figure 4, Figure 5).

In 2022, the tourism industry had bounced
back and contributed about 0.5 percent to
the overall 5.1 percent real GDP growth.
This is evident in the significant increase
in domestic tourists, which reached 13.9
million in 2022, surpassing the 2019 levels.
Atthe sametime, the number of international
tourists also saw a sharp increase in 2022,
reaching 2.3 million, up from 0.2 million
in 2021. However, international tourist
arrivals are still at only 35 percent of the
2019 level, indicating there is still room for
improvement needed in this sector (Figure
4, Figure 5).

The majority of international tourists come
from neighbouring countries, with about
57.9 percent of visitors in 2022 originating
from Thailand and Vietnam (Figure 6).
This type of tourist tends to spend less
and have shorter lengths of stay than
further nations. Another issue is the limited
number of tourist attractions in the country.
To increase the average length of stay for
tourists, Cambodia needs to diversify its
industry beyond temple visits and offer
more entertainment options. Furthermore,
there are significant infrastructure and
transportation  challenges,  particularly
in areas outside popular destinations.
Many remote tourist areas exhibit
inadequate roads, limited electricity, and
underdeveloped water and sanitation
facilities, which may not meet tourists’
expectations (AMRO 2023). Additionally,
reputational issues related to tourist safety
need to be carefully monitored, as these can
influence tourists’ destination choices.
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Figure 4: Number of tourists

Figure 5: Growths of tourists
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Figure 6: Share of tourist origin visiting Cambodia in 2021 vs 2022
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d. Non-garment manufacturing
sector

The non-garment manufacturing sector
emerged as a new growth driver after
the pandemic. Garment product shares
in the export basket decreased from 78.4
percent in 2016 to 57.6 percent in 2022,
replaced by agriculture products and

non-garment products. Over the same
period, the share of non-garment products
increased significantly from 16 percent to
28.7 percent, indicating emerging export
diversification (Figure 7). These products
include the automotive industry, bicycles,
solar panels, electronic gadgets, tyre
production, furniture, fur skin, and other
non-garment manufacturing products.
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During the pandemic crisis, the non-
garment manufacturing industry showed
strong resilience, serving as a critical
source of growth and export despite the
downturn in traditional economic drivers.
In 2020, non-garment manufacturing
stood out as one of the few sectors that
experienced expansion. This is in contrast
to traditional sectors such as textiles,
construction, wholesale and retail trade,
and tourism, which all faced sharp declines.
Similarly, the export of non-garment
products, along with agricultural products,
contributed to a 14 percent growth rate

of export, while garment product exports
experienced a decline (Figure 8).

In 2022, there was a significant increase
in FDI in the non-garment industry. The
total FDI value reached USD 1.15 billion,
marking a 75.4 percent increase compared
to 2021. The non-garment sector received
the largest share of investment, which
accounted for 68.6 percent of the overall
FDI value. The garment industry followed
with 22.8 percent, while agriculture and
food processing received 5.1 percent, and
wholesale and retail trade obtained 2.5

Figure 7: Share of exports for garment, non-garment and agricultural products

from 2016-2022

100%
80%
60%
40%
20%

0%

2016 2017 2018

B Garment

—

2019

Non-garment

2020 2027 2022

B Agricultural products

Source: General Department of Customs and Excise of Cambodia (5DCE)

Figure 8: Contribution of garment, non-garment and agricultural sectors to

export growth from 2017-2022
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percent. The source of the FDI originates
mainly from the East Asian Pacific region.
The top five countries - China (including
Hong Kong SAR), South Korea, Singapore,
Japan and Taiwan - accounted for more
than two-thirds of the total FDI investment
in 2022 (USD 44.5 billion) (World Bank
2023).

The non-garment sector, notably the
electronics industry in Cambodia, has
been influenced by some external factors.
Firstly, the industry has benefited from the
“plus-one” strategy adopted by neighbouring
countries. For instance, major electronics
component manufacturers and assemblers
such as Minebea, SVI, and Sumitronics
have successfully established operations
in Cambodia, particularly in Phnom Penh
or along the Cambodia-Thailand border.
They have expanded their production into
Cambodia as part of the country’s broader
supply chain diversification, leveraging the
abundant and low-cost labour force (Royal
Government of Cambodia 2022). Secondly,
the US-China trade tensions have also
driven investment in this industry. From
January 2022 to January 2023, Cambodia
exported USD 1,174.38 million worth of
solar panels, modules, and accessories
to various countries. Additionally, on June
6, 2022, president at the time, Joe Biden,
announced a two-year waiver, allowing
cells and modules from Southeast Asia to
enter the US duty-free until the exemption
ends on June 6, 2024. This waiver has
significantly boosted Cambodia’s exports
and attracted further investment into the
sector (Van 2023).

Despite significant opportunities, the
industry faces several challenges. First,
the majority of production is concentrated
on mostly simple, labour-intensive
components. While this creates numerous
jobs, it limits the industry’s potential to
move up the value chain. Second, there
is a significant lack of local content in
production. For instance, although locally
assembled vehicles account for over 80
percent of the two-wheeler demand in
Cambodia, most of the component parts
for these vehicles are currently imported.
In fact, local content makes up only about
a quarter of the total value of two-wheelers
assembled in Cambodia, compared to
over 80 percent in other countries in the
region. This gap presents an opportunity
for Cambodia to increase its manufacturing
of local content and strengthen its role in
the two-wheeler assembly value chain by
improving the local supplier base. Lastly,
the potential return of tariffs on solar
panels poses a risk to the competitiveness
of Cambodian products. The uncertainty
around this tariff reintroduction could
make Cambodian products less attractive
in the global market. Therefore, building
the necessary infrastructure is crucial to
improving competitiveness such as by
lowering production costs in Cambodia.
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4. Government finance and debt

In 2022, the fiscal stance of Cambodia was
evaluated as broadly neutral. The estimated
fiscal deficit for the year is projected to be
approximately 1 percent of GDP, marking a
substantial decrease from the 7.1 percent
deficit recorded in 2021 (Figure 9). This
reduction was predominantly driven by
a notable upturn in revenue mobilisation
across all channels, particularly through
taxes on goods and services, as well as
income, profits, and capital gain (Figure 10).
This increase reflects the resurgence of
economic activities following the pandemic-
induced downturn experienced in 2021. On
the other hand, government expenditure
decreased across several categories,
including purchases of goods and services,
social spending, and wages (Figure 11).
This decline occurred as targeted fiscal
measures aimed at supporting households
and businesses affected by the pandemic
were gradually phased out. Additionally,
measures to constrain  government
spending, such as the suspension of hiring
new government officials, also contributed
to this decrease.

Cambodia’s public debt has fluctuated
in recent years. Before the onset of the
pandemic, the public external debt as a
percentage of GDP was recorded at 28.2
percent in 2019. Subsequently, it rose
steadily to 34.4 percent and 35.9 percent in
2020 and 2021, respectively. This was due
to expansive fiscal interventions aimed at
safeguarding vulnerable households and
stimulating economic recovery, although
well below the 40 percent threshold.

However, in 2022, the figure decreased
slightly to 34.8 percent due to robust
revenue generation and reduced health
expenditures as the pandemic improved
(Figure 12). The total public external debt
stock in 2022 reached USD 9,971 million;
the top five sources included - China (40
percent), followed by multilateral sources
from the ADB (21 percent), Japan (11
percent), World Bank (9 percent), Republic
of Korea (5 percent) and France (5 percent)
(MEF 2023).

Figure 9: Fiscal balance (% of GDP)
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Figure 10: Contribution to the change in Figure 11: Contribution to change of
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Figure 12: Public external debt (% of GDP)
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5. Monetary and financial sector

In 2022, inflation surged to its highest
level in the past five years, reaching 5.4
percent. This increase was driven by
inflationary pressures across multiple
categories, including food prices, core
inflation, and oil prices. Globally, the conflict
arising from Russia’s invasion of Ukraine
caused a significant spike in energy and
food prices. Consequently, the price spike
in food and oil-related items contributed
50 percent and 20 percent, respectively,
to the headline inflation. Moreover, the
resumption of economic activities following
the pandemic crisis added to inflationary
pressures, particularly in core inflation,
which contributed about 30 percent. This
combination of global and domestic factors
contributed to the inflation peak observed in
2022 (Figure 13).

The banking sector remains sound and
resilient. The share of assets, loans,
and deposits as a percentage of GDP
increased by 5 percent, 8 percent, and 2
percent, respectively, although at a slower
pace compared to pre-pandemic levels
(Figure 14). The overall credit expansion is
uneven, with commercial banks expanding
their credit more slowly at 18.1 percent,
while microfinance institutions (MFls) are
experiencing a faster credit expansion
at 23 percent (Figure 15 and 16). Overall
asset quality remained high, with strong
liquidity and capacity conditions. The
average capital adequacy ratio was 22.2
percent and 18.6 percent for commercial
banks and MFls, respectively; this is well
above the minimum threshold of 15 percent
(Figure 17). In addition, both commercial
banks and MFlIs still continue to maintain
the liquidity coverage ratio above the 100

Figure 13: Inflation in Cambodia from 2017-2022
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Figure 14: Growth of Banking indicators Figure 15: Contribution to commercial
(compared to GDP %) from 2018-2022 banks’ credit expansion from 2018-2022
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Figure 18: Liquidity coverage ratio from
2017-2022

Figure 19: Profitability between bank'’s
return of assets vs return on equity
between 2017-2022
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percent threshold, with commercial banks’
LCR at 143.8 percent and 156.6 percent
for MFIs (Figure 18). Due to more stringent
requirements imposed by the National Bank
of Cambodia (NBC), the banking system’s
provision coverage ratio surged to 144.8
percent in 2022 from below 100 percent
in 20217 (AMRO 2023). As a result, these
increased provision expenses contributed
to a slight reduction in banks’ return on
assets and return on equity (Figure 19). In
terms of loan quality, on the other hand, the
share of non-performing loans of total loans
increased from 1.8 and 0.8 in 2019 to 3.1
and 2.5 in 2022 for commercial banks and
MFI, respectively (NBC 2023). These figures
represent a huge increase compared to the
pandemic, but are still at a manageable level.

The shadow banking industry, particularly
in real estate, is currently causing concern.
Credit issued by official financial institutions
for real estate activities constitutes only a
portion of the actual credit in this sector.
This is because most payments between
buyers and developers are made through

Source: NBC 2023

stage payments and instalment plans
directly with residential developers. These
plans often include higher interest rates
than those offered by commercial banks
and are not regulated by the NBC. Shadow
banking is highly connected to the formal
banking sector. According to estimates by
the ASEAN+3 Macroeconomic Research
Office (AMRO), the size of shadow banking
linked to real estate lending is approximately
60 to 70 percent of GDP or up to 112 percent
of GDP. This is dependent upon a moderate
or total level of interconnectedness
assumption between the shadow banking
and the formal banking sector (AMRO 2023)

The shadow banking industry is
experiencing an increasing tension.
Amidst the economic downturn, buyers
are increasingly defaulting or making late
payments on instalment plans, leading
to developers seizing their properties.
Developers also face significant financial
losses when forced to sell defaulted
properties and struggle with completing
projects and meeting handover deadlines.
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Additionally, land ownership disputes
have emerged as some developers
initiated projects without securing full
land ownership, heavily relying on buyer
instalments to fund their projects. This
situation has eroded buyer trust. According
to the Non-Bank Financial Services
Authority, as of Q1 2023, 63 percent of
developers reported negative cash flows,
indicating potential liquidity shortages
and an increased risk of defaults if market
conditions do not improve (AMRO 2023).
Given the high level of interconnectedness

between shadow banking and the formal
banking sector, tensions in the real estate
sector pose a significant risk to overall
financial stability. In terms of value, non-
performing loans (NPLs) linked to real
estate activities are among the highest
compared to other sectors, with a value
of KHR 573 billion (NBC 2023). Therefore,
any increasing default of these developing
projects could result in unreported NPLs
from shadow banking, which would be
transferred to the traditional banking sector.

6. Short-Term Economic Outlook and Risk

Cambodia’s economy is expected to recover
steadily, largely thanks to the gradual
return of tourism and increased domestic
activity, which will boost the service sector.
However, the garment sector's growth
might decelerate because of the weakening
of major export markets such as the US and
EU. On the other hand, the non-garment
manufacturing sector is set to grow rapidly.
The construction and real estate sectors,
which used to drive growth, are not expected
to regain their previous momentum in the
near future. Looking forward, Cambodia’s
GDP growth is  projected to grow by 5.3
percent in 2023 and around 6 percent from
2024 onwards (Table 3).

Table 3: GDP growth forecast (%)

coP C‘irs‘it"zt/h) 2023 | 2024 | 2025
IMF (2024) 53 6 | 64
World Bank (2023) | 55 | 61 | 63
AMRO (2023) 53 | 62 | -
ADB (2023) 53 6 :

Source: Author's compilation from various reports

The slowdown in the growth of
Cambodia’s major economic partners is a
key contributor to risks that may threaten
Cambodia. First, China is the primary
import country and a major source of
tourism and FDI in Cambodia, therefore it
has a significant impact on the Kingdom's
economy. According to the International
Monetary Fund (IMF), a one percentage
point increase in China’'s GDP is associated
with an increase in Cambodia's GDP
of approximately 0.6 percent after one
year (IMF 2024). China set its target for
economic growth for 2024 at 5 percent, a
figure below the usual double-digit growth
that has powered the world’'s second-
largest economy for decades (Xuanmin and
Jingjing 2024). In the future, this may affect
Cambodia’s growth by reducing the inflow
of FDI and tourists. The same study by IMF
also analysed the spillover effect from the
US and found that the correlation between
output shocks in the US and Cambodian
GDP is more immediate but smaller in
magnitude (about 0.5 percent). As a
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result, any economic recession in the US,
Cambodia’s major export partner, or in the
EU, could significantly dampen Cambodia’s
growth by reducing exports.

A continued financial tightening may
pressure domestic banks’ funding costs
and undermine export competitiveness
in non-US markets. Although the financial
tightening may not affect capital outflows
due to Cambodia’s high concentration on
FDI and concessional loans, rising FED
rates could lead to higher funding costs for
banks. This may in turn translate to higher
interest rates, potentially burdening the
already high private debt level in Cambodia.
In addition, the relatively stable exchange
rate of the riel against the US dollar means
that the riel would appreciate in value. This
isintandem with the US dollar, against other
currencies, which may adversely affect the
competitiveness of Cambodia’s goods and
service exports (IMF 2024).

Prolonged weakness in the real estate
sector could put pressure on the financial
sector and the broader economy. In
addition, the common practice of shadow

banking in the real estate sector could result
in a negative spillover effect on the formal
financial sector as a whole. People faced
with indebtedness or liquidity problems
related to this sector may depress their
consumption and thus reduce the overall
economic activities, primarily affecting the
service industry.

In short, Cambodia’s economic growth is
vulnerable to several external and internal
risks. The slowdown of key economic
partners like China and the US could
significantlyimpact Cambodia’s GDP growth
through FDI, tourism and export channels.
In addition, financial tightening and rising
interest rates could strain domestic banks
and elevate the existing private debt levels,
affecting overall economic stability. The
persistent weakness in the real estate sector
and prevalent shadow banking practices
could also pose a threat to the financial
system and economic activity as a whole.
Therefore, addressing these challenges
through targeted policy measures will be
crucial for long-term growth.

7. Conclusion and Recommendations

In conclusion, Cambodia’s real economy
grew by 5.1 percent in 2022 driven by the
strong performance in both garment and
emerging non-garment industries and the
gradual resurgence of tourism activities.
However, traditional growth sectors such
as construction are yet to recover, and
the agricultural sector's  contribution
to growth remains stagnant. Looking

ahead, Cambodia’s GDP is projected
to grow by around 5.3 percent in 2023
and approximately 6 percent from 2024
onwards.

On the fiscal front, the deficit decreased to
1 percent of GDP in 2022 due to enhanced
revenue mobilisation as economic activities
resumed and government expenditures
reduced. Despite this improvement,
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public debt only marginally decreased to
34.8 percent of GDP in 2022, following
continuous increases in the preceding two
years.

Inflation in 2022 surged to its highest
level in five years, reaching 5.4 percent.
This increase was driven by inflationary
pressures across multiple categories,
including food prices, core inflation, and
oil prices. On the other hand, the banking
sector remains sound and resilient, although
concerns persist regarding the shadow
banking industry, particularly in real estate.

In addition, Cambodia’s economic growth
is vulnerable to several external risks, such
as the slowdown of key economic partners
such as China and the US, and internal risks,
such as persistent weaknesses in the real
estate sector and prevalent shadow banking
practices, which could pose substantial
risks to the financial system and economic
activity.

Given the current performance and risks,
Cambodia’s short-term strategies should
focus on leveraging its emerging growth
drivers, particularly in the non-garment
industry, and reviving past growth drivers
such as the tourism sector, which has
not yet recovered to pre-pandemic levels.
Additionally, it is crucial to address
existing risks and challenges, particularly
in restoring fiscal space and safeguarding
financial stability. Below are detailed short-
term recommendations, as extracted from
macroeconomic monitoring reports of
major institutions:

* Promote export production
diversification and broaden the export
market

Although there are some signs of
diversification, more efforts are needed
to drive the potential. First, Cambodia
should ensure a conducive business
environment. This is done by improving
the transparency of the law, regulations
and its implementation, strengthening
protected intellectual property rights,
enhancing national certification and
testing capacities to ensure adherence
to international standards. Second,
improving the infrastructure and
logistics, lowering electricity costs, and
ensuring its stability, especially in the
special economic zones, are critical to
lowering production costs and making
the existing zones more attractive to
investors. This is particularly important
for higher valued added industries
such as agro-processing and electronic
assembly industries. Third, reducing
trade barriers and improving market
connectivity will expand market access
for Cambodian products and facilitate
access to necessary production inputs.
Fourth, ongoing investment in human
capital is crucial to continue improving
the education and skills of Cambodia’s
labour force (World Bank 2023). On
the other hand, expanding the export
market through free trade agreements
with broader countries could also help
to diversify the export market and thus
cut down Cambodia’s reliance on a few
concentrated markets.

Strengthen the revitalisation of the
tourism industry

Cambodia must diversify its tourism
offerings beyond Angkor Wat to
strengthen the industry. Expanding
ecotourism, despite existing challenges
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such as limited investment and poor
infrastructure, can provide additional
income for local communities. Moreover,
diversifying tourist markets can protect
against external shocks, as the industry
heavily relies on visitors from China and
ASEAN countries. In this regard, ongoing
financial support and investment are
needed to address structural issues in
the tourism sector, including upgrading
transport infrastructure and improving
labour skills. Digitisation should also
be leveraged to modernise immigration
processes and facilitate tourist activities
during visitors stays in Cambodia. In
addition, Cambodia should also focus
on promotion, primarily through digital
marketing, to expand its presence and,
therefore grow its recognition globally
(AMRO 2023).

Restore fiscal space

To finance the plan for social protection-
related expenses, Cambodia needs to
restore its fiscal space even though
its debt distress remains low. This
could be done by increasing revenue
mobilisation and maintaining spending
efficacy. While past tax administration
reforms have successfully increased
tax revenue, further gains necessitate
a comprehensive review of the tax
system. The new personal income tax
framework is a positive step. Still, the
planned capital gains tax on real estate
needs careful implementation to avoid
harming the weak real estate sector. In
addition, improved revenue collection
should be paired with performance-
based budgeting and faster capital
expenditure  disbursement  (AMRO
2023).

Safeguarding financial stability

Ensuring financial stability is essential
due to high private debt levels, increasing
NPLs, and decreasing returns on
banking assets. The recent credit surge
has resulted in significant private-sector
debt, particularly in real estate, with
increasing shadow banking practices.
To safeguard financial stability, the
immediate priority should be enhancing
bank supervision, including stress tests
for individual banks, systematic onsite
inspections, aligning the regulatory
framework with international standards,

and conducting comprehensive
assessments of loan  portfolios.
Preparing for rising NPLs involves

ensuring that resolution options are
ready and strengthening the insolvency
regime. In addition, ongoing efforts are
needed to develop legislation on deposit
insurance and bank resolution (World
Bank 2023).
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Background Paper 5
Climate Change, Gender, and Social Analysis
for Cambodia’s New Growth Strategy

Eng Netra, Caroline Hughes, Ngin Chanrith, Chea Phal, and Cesci Cruz

In pursuit of sustaining growth in the
economy, Cambodia also strives to enhance
resilience, inclusiveness and sustainability.
This paper discusses the key climate,
gender and social issues that need to be
addressed in order to achieve this goal.
Specifically, the following issues need to
be tackled: (i) high carbon footprints of the
growth sectors; (i) climate-induced natural
disasters (especially floods and droughts);
(iii) gender disparity in employment and
wages; (iv) limited access to healthcare
and education, particularly among informal
workers; and (v) limited social protection
and redistributive governance. To address
these issues, priorities should be placed
on: (i) raising more climate funds to reduce
greenhouse gas emissions from energy,
transport, industry and agriculture sectors;
(i) mitigating emissions from the energy

and agriculture sectors in the interests
of small enterprises and farmers; (iii)
strengthening the adaptation in agriculture,
water, forestry and health sectors by
providing more funds to local authorities
and communities, promoting nature-based
adaptation and enhancing climate research;
(iv) bolstering STEM education for girls and
targeting green skills training for women;,
(v) incentivising business investments in
rural areas to reduce outmigration; (vi)
expanding public healthcare coverage,
health insurance and social protection
to include workers’ family members; (vii)
enhancing the public financial reform to
spend more on social investments in rural
areas; and (viii) providing sufficient support
and incentives to informal small enterprises
to register.
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1. Introduction

Increasing economic activity to raise income
is crucial for Cambodia’s development. Yet,
non-economicissuessuchasclimate,gender
and social disparity can influence economic
growth in both positive and negative ways.
Climate change can hamper the growth of
key economic sectors if left unaddressed.
Gender disparity in labour force and sectoral
employment can slow down the potential of
growth. If social protection and skills training
are insufficiently provided to unskilled
and low-skilled workers, particularly in the
informal sector, the economy cannot rise up
the value chains or yield inclusive benefits.

This paper highlights the key climate, gender
and social issues that need to be addressed

before Cambodia can sustainably growth
in a resilient and inclusive manner. The
following section presents the main climate
challenges and suggests ways to mitigate
and adapt to these challenges. Next, access
to livelihoods, healthcare and education are
discussed; and ways to increase access for
vulnerable groups are presented. Section 4
discusses how to reduce gender disparity
in the workforce to enhance the growth
potential, and examines ways to improve
public governance for more equitable
distribution of services and benefits. The
last section concludes the discussion and
offers the key areas for reform.

2. Climate challenges in the pursuit of green growth

Cambodia’'s  economic  growth  has
substantially reduced poverty but has also
caused greater environmental impacts,
including reduced forest coverage, increased
waste volumes, and exacerbated air and
water pollution, and caused associated
health risks (UN Cambodia 2023). To achieve
economic growth goals, the Cambodian
economy needs to become greener, climate-
resilient and more inclusive. This section
provides the key mitigation and adaptation
strategies that Cambodia must implement
in order to respond to climate change in an
inclusive way.

2.1. Mitigation strategies

Cambodia is a low emitter of greenhouse
gases (GHGs), contributing about 0.16

percent of the total global emissions
(Climate Watch 2020); nevertheless, it
does have the fastest emissions growth in
Southeast Asia (World Bank 2023a). During
1990-2022, GHG emissions from domestic
production increased by 121 percent, and
the country’s carbon footprintby 172 percent
(Climate Watch 2020). The forestry and
other land use (FOLU) sector is the largest
emitter (43.4 percent), primarily caused by
deforestation and forest degradation. The
other key emitters include agriculture (28
percent), energy (19.2 percent), industrial
processes (8.6 percent), and waste sectors
(.77 percent) (Climate Watch 2020).

In its Intended Nationally Determined
Contribution (INDC) under the United
Nations Framework Convention on Climate
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Change (UNFCCC), Cambodia has made
the following commitments to mitigate
climate change impacts: (i) reducing GHG
emissions by 47 percent by 2050; and (ii)
focussing mitigation efforts on energy,
transport, industry, agriculture, and waste
management (RGC 2022).

How to meet these commitments is
outlined in the following key policies and
strategies: (i) the National Strategic Plan on
Green Growth 2013-2030; (i) the Long-Term
Strategy for Carbon Neutrality (LTS4CN); (iii)
the Power Development Plan 2022-2040; (iv)
the National Energy Efficiency Policy 2022-
2030; (v) the Production Forest Strategic
Plan 2018-2032; (vi) the National Forest
Programme 2010-2029; (vii) the Circular
Strategy on Environment Sector 2023-
2028; (viii) the Climate Change Strategic
Plan for Climate Change Adaptation and
Greenhouse Gas Mitigation in Transport
Sector 2018; (ix) the National Agricultural
Development Policy 2022-2023; (x) the
Roadmap for Food Systems for Sustainable
Development 2030; (xi) the National Waste
Strategy and Action Plan for Cambodia
2018-2030; and (xii) the Circular Economy
Strategy and Action Plan 2021.

The LTS4CN aims to achieve carbon
neutrality by 2050 by decarbonising
the power sector, promoting energy
efficiency, and encouraging low-carbon
agriculture, industrial processes, and waste
management (MOE 2021). This strategy
is intended to increase the production and
consumption of renewable energy at both
industry and household levels. In 2022,
renewable energy comprised 61.06 percent
of the domestic power production, and
hydropower accounted for 53.89 percent
of the renewable energy (EAC 2023). As per

the Power Development Plan 2022-2040,
Cambodia aims to have a renewable energy
mix of 35 percent in 2050, of which 12
percent will be from solar (MME 2022). This
target is feasible since the government has
stopped granting new approvals for coal
power plants and planned for early closures
of the existing ones. Further, solar and wind
power provide a huge potential to attract
both domestic and foreign investments
(CAPRED and MSC 2023). Increasing
solar and wind energy will boost both the
renewable energy mix and environmental
sustainability since they will reduce adverse
impacts (especially water stress) of
hydropower dams.

However, to distribute clean energy in an
equitable way is challenging. While the green
industry in Cambodia is growing, small
enterprises still struggle with sustainability
in their businesses (UNDP 2019). The
key challenge is limited access to clean
energy for their production due to financial
and regulatory barriers (Sean and Ngin
2023). Hence, maintaining and enhancing
their productivity and competitiveness is
critical during the green transition. Doing
so will enhance inclusiveness since small
businesses (over 60 percent of which are
run by women) dominate the private sector
and are a main source of employment in the
informal economy (World Bank 2019b).

Another way to achieve inclusiveness is
to increase impoverished households’
access to clean energy. While access to
the national power grid is high - 98.27
percent of villages connected in 2022 (EAC
2023) - most rural households use fossil
fuels like charcoal for cooking and other
consumption. In 2019, wood and charcoal
made up more than 90 percent of the total
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household energy used in rural areas (World
Bank 2019b). Thus, policies need to make
clean energy attractive, accessible and
affordable for rural households to reduce
their dependence on fossil fuels. This
can be done through subsidies, financial
incentives, and innovative financing models
that reduce the upfront costs of clean
energy technologies (Rizzetti 2024).

Along with the generation of renewable
energy, decarbonising key economic
sectors will assist in Cambodia’s vision of
becoming carbon-neutral by 2050. Although
it is possible, like the transition to green
energy, it needs to consider marginality.
Among the other sectors, the LTS4CN
signifies the key role of the FOLU sector
in achieving this target (MOE 2021). The
LTS4CN suggest that Cambodia could be
zero-carbon by 2050 if this sector provided a
total carbon sink of 50 megatons of carbon
dioxide equivalent (MtCO2e) by that year.
To this end, the strategy aims to increase
the forest cover from the current 42 percent
to 60 percent of the total land area by 2050,
and to reduce emissions from agriculture
by 30 percent by 2050. Cambodia is likely to
achieve the 60 percent forest cover target
since it has expanded the size of protected
areas to over seven million hectares (Flynn
2023b), made a commitment to plant one
million trees annually, and ramped up law
enforcement to curb illegal logging and
forest land clearing. Cancellations of mining
projects in protected areas are another
positive contributor.

The focus onthe FOLU sectoris crucial since
it is the largest source of GHG emissions,
as mentioned above. Improving the FOLU
sector will thus yield high benefits since it
plays a critical role in adaptation to climate

change. Particularly, improved forestry
management will reduce the effects of
floods and droughts that are the key climate
events and will benefit rural communities
through enhanced agricultural productivity
and water resources.

Hence, increasing the forest cover and
reducing emissions from agriculture will
enhance the capacity for carbon sinks
and carbon offsets from other sectors.
But this needs to be done in an inclusive
manner, considering the significant role of
agriculture in reducing poverty. About 75
percent of Cambodians live in rural areas
and many of whom depend on agriculture
and natural resources for their livelihoods
(NIS 2022). Despite the structural
transformation of the economy, agriculture
is still crucial for economic growth and
poverty reduction, contributing 22 percent
of GDP in 2022 (World Bank 2024c) or 16.5
percent based on the rebased GDP (MEF
2024). Smallholder farmers, who operate
through subsistence farming in traditional
ways that are prone to climate change,
dominate the sector. While climate change
has rendered labour productivity losses
and damage of assets for all key sectors,
agriculture is the most affected (MEF and
NCSD 2019). Small farmers cannot afford
smart technologies that are environmentally
friendly and climate-resilient. Approximately
26 percent of farmers apply climate-smart
technologies and practices to tackle climate
risks (Thomas et al. 2013). Lack of capital,
lack of awareness of and limited access
to extension services, and lack of financial
services are the key reasons for this low
adoption. Thus, promoting sustainable
agriculture  that balances production
and emission targets is challenging if
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Table 1: Key strategies to avoid heavy carbon dependence and move towards a
sustainable, low-carbon future

No. |Strategy Description
1 Long-term strategy for carbon | Achieve carbon neutrality by 2050 by decarbonising
neutrality the power sector, promoting energy efficiency, and

encouraging low-carbon agriculture, industrial processes,
and waste management

2 Renewable energy expansion Invest in renewable energy sources (solar, wind,
hydropower) to reduce reliance on fossil fuels

3 Energy efficiency improvements | Improve energy efficiency in industries, transport, and
buildings by adopting energy-efficient technologies and
practices

4 Sustainable forest management | Increase forest cover and prevent deforestation by
maintaining and expanding forest areas through
reforestation, conservation and law enforcement

5 Green transportation Promote the use of electric vehicles and improve public
transportation infrastructure

Sources: Compiled by authors from Cambodia's Long-Term Strategy for Carbon Neutrality by 2050, Power
Development Plan 2022-2040, National Energy Efficiency Policy 2022-2030, Production Forest Strategic Plan 2018-

2032, and National Forest Programme 2010-2029

comprehensive  and  well-coordinated
policies are not in place. In other words, the
move to smart and sustainable agriculture
needs to address smallholders’ persistent
challenges.

2.2. Adaptation strategies

Cambodia is extremely vulnerable to
climate change, ranking 144 out of 185
countries for vulnerability and 159th for
readiness for climate change (University
of Notre Dame 2022). Agriculture is the
most vulnerable sector. Changes in rainfall
patterns, floods and droughts have led to
significant agricultural losses, threatening
food security and rural livelihoods (World
Bank 2023a). Further, climate change has
affected the availability and quality of water
resources for both agricultural production
and household consumption in rural areas.
Forests and fisheries, which are vital for
rural livelihoods, have also been degraded.

Without effective adaptation, climate
change could reduce GDP by 10 percent
by 2050; improved adaptation policies
and practices could reduce the impact
by 66 percent by 2050 ((MEF and NCSD
2019). The Climate Change Strategic Plan
(2014-2023) outlines a framework for
integrating adaptation and mitigation into
national development plans. The National
Adaptation Plan provides an overarching
approach to reducing vulnerability and
integrating adaptation into sectoral policies
and planning.

Despite the current adaptation efforts,
there remains huge gaps that need to
be filled. First, the present adaptation
projects are small-scale and scattered.
Cambodia needs a substantial amount of
funding for large-scale climate action for
better impact, which cannot be sufficiently
sourced from the state budget. The
Nationally Determined Contribution (NDC)
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Table 2: Key impacts of climate change

No. |Affected Sector Description
1 Agriculture Droughts and floods reduce crop yields
2 Water Droughts reduce availability and quality of water;
floods contaminate water supplies
3 Health Extreme heat and changing weather patterns cause heat

stress, waterborne diseases, and malnutrition, particularly
among children and the elderly

4 Economy

GDP could be reduced up to 10 percent by 2050

5 Biodiversity

Forests and fisheries are degraded, leading to losses of
habitats and species

Sources: Compiled by authors from Cambodia: Country Climate and Development Report and Addressing Climate
Change Impacts on Economic Growth in Cambodia

Table 3: Key sectoral adaptation strategies to address climate change impacts

No. |[Sector

Strategy

1 Agriculture

o Develop high-yield, climate-resistant crop varieties

o Improve crop management practices

o Develop early warning systems for extreme weather
events

o Enhance climate resilience of irrigation systems

2 Water

o Develop climate-resistant technologies for waterworks

o Climate-proof rural infrastructure such as roads, irrigation
systems, wells, and culverts to withstand floods and
droughts

3 Forestry

o Increase forest plantations
o Enhance conservation of protected areas
o Improve forest management practices

4 Health

o Strengthen the health system to handle the rise in
tropical diseases
o Address increased exposure to heat stress

Sources: Compiled by authors from The Climate Change Strategic Plan (2014-2023) and

The National Adaptation Plan
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commitments are estimated at USD 5.8
billion for mitigation and USD 2 billion for
adaptation (RGC 2020). Yet, about USD 8
billion is needed to meet an updated NDC
commitment, which aims to reduce GHG
emissions by 47 percent by 2050.

In 2019, the government allocated
approximately USD 600 million for
climate action, but mainly for climate-
proofed infrastructure projects and
climate change resilience co-benefits
during COVID-19 (CAPRED and MSC
2023). Multilateral climate adaptation
funds have contributed about USD 149
million, with 30 percent for agriculture.
As for mitigation finance, Cambodia has
received only USD 38 million by 2022,
with 80 percent for renewable energy
and energy generation. In March 2024,
the Green Climate Fund approved a
concessional funding of USD 100 million
to bolster Cambodia’s green economy
(Niem 2024).

The limited public climate finance means
the private sector needs to provide and
channel the financing commitment. Besides
domestic financial institutions, international
capital is a crucial source of green finance
for Cambodia. But not many local financial
institutions have proper environmental and
social management systems to attract and
disburse competitive international climate
capital (CAPRED and MSC 2023). Without
environmental, social and governance
policies and practices in place, access to
foreign climate finance is limited.

Second, for further impact, more climate
funds need to be directly provided to local
authorities (particularly communes) and
community-based organisations (CBOs).

While these institutions need to improve
their technical capacity to implement and
manage adaptation projects, they have
local knowledge and better understanding
of their regions and conditions. Community-
based adaptation meets local needs and
contexts. Climate action needs to be
mainstreamed in commune development
plans that outline a multi-actor partnership,
including the private sector, to address
climate challenges.

Third, more effort is needed to promote
ecosystem-based adaptation using nature-
based solutions. Natural ecosystems,
especially forests and water, need more
protection and restoration to enhance
resilience to climate impacts and co-
benefits for biodiversity.

Finally, more investment is needed to do
climate research and innovation to enhance
adaptive capacity. This is urgently needed
in agriculture where more resistant crops
and better-managed irrigation, particularly
green technologies, require substantial
research and development.

2.3. Green transition

As part of mitigation, greening the
manufacturing and services sectors will
spur further growth. The global green
transition provides Cambodia with new
trade opportunities, particularly for the
production and export of low-carbon goods
and services. The total value of global
trade in green goods rose from USD 100
billion in 2021 to USD 1.9 trillion in 2022
((World Bank 2023a). Cambodia’s export
of solar panels, modules, and accessories
was valued at USD 1.2 billion in 2022, or
5 percent of the total export. Another

126 Climate Change, Gender, and Social Analysis for Cambodia's New Growth Strategy



emerging sector is electric vehicles. The
government plans to electrify 70 percent
of motorcycles and 40 percent of cars and
urban buses by 2050 (World Bank 2024c).

To enhance Cambodia’s niche for trade
in green products, more investments
are needed in the following areas: (i)
providing financial and technical support
to local businesses to produce eco-friendly
products, suchas organic foods, sustainable
textiles, and green-packaged goods; (ii)
creating more eco-business platforms to
promote environmentally-friendly business
practices and to connect eco-conscious
consumers and investors; (iii) encouraging
businesses to adopt sustainable practices
such as using renewable energy, reducing
waste, recycling materials, and using
ethically-sourced materials; (iv) promoting
green certifications (such as Fair Trade,
Organic, and other eco-labels) to enhance
the credibility of Cambodian products
in international markets; (v) providing
incentives to businesses that adopt green
practices, such as tax breaks or exemptions,
grants, and subsidies; and (vi) seeking more
foreign trade agreements that emphasise
sustainability to expand new markets for
Cambodian green products.

However, to realise the potential of a
green economy, there is a need to focus
on creating and preparing for green jobs.
It is estimated that the investments to
be made under the LTS4CN have the
potential to create 449,000 green jobs and
contribute 2.8 percent to the annual GDP
by 2050 (MOE 2021). However, the sectoral
demand and types of green jobs needed by
specific industries are relatively unknown
(Rizzetti 2024). More investment is needed
to prepare workers, especially women,

who will lose their jobs in unsustainable
occupations, to reskill or upskill in order to
compete within the green job market. Green
jobs require a high technical competency
and an ability to operate complex systems.
Nine out of ten Cambodian workers are
employed in elementary or low-skilled jobs
(NIS 2022). Given current workers’ limited
education and skills, green skills may be
challenging to achieve. Thus, the potential
of green jobs is more likely to be realised if
it was embedded in the overarching human
resource development plan and targeted
the lower skilled workforce. Presently, green
skills are fragmented within the formal
education and training curricula. A green
skills development roadmap is needed for
planning, coordination and skills provision
among the key stakeholders, specifically
the private sector and training institutions.

Finally, the pursuit of clean energy
(such as hydro, solar and wind power)
should engage local communities in the
planning, implementation and assessment
processes. Poor engagement could result
in non-reception, missed priorities and
needs, resource conflicts, environmental
and biodiversity damage, and increased
energy inequities. Early and genuine
involvement  of communities,  giving
them real voices in the decision-making
processes, in environmental and social
impact assessments would mitigate these
pitfalls. Lessons can be drawn from the
existing hydro power investments.
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3. Social resilience

Further to climate action, social resilience at
a household level is critical in ensuring that
growth will leave no one behind. Cambodia’s
high level of integration into global value
chains renders the Kingdom vulnerable to
shocks arising from global events, such
as the 2007-8 Global Financial Crisis and
the 2020 COVID-19 pandemic. Promoting
resilience in the face of episodic shocks is a
central concern for social policy (strategies
for promoting economic resilience are
discussed in Background Paper No. 03).
This section details priorities for promoting
social  resilience among Cambodian
households.

3.1. Access to livelihoods

An important pathway to promote the
resilience of Cambodian households is by
improving access to jobs and business
opportunities that do not require migration.
Much of Cambodia’s growth strategy
has been focused on relocating workers
from agricultural areas to urban centres
to participate in industrial manufacturing
and construction. While this creates a flow
of remittances that can boost the income
of rural households, these payment flows
are vulnerable to shock, and risk creating
social dislocation effects in villages that are
left behind. Promoting access to jobs and
business opportunities, particularly in rural
areas, can strengthen households as well
as build a more diversified economy.

Support for micro, small and medium
enterprises (MSMEs) is central to this
task. MSMEs constituted 99.8 percent of
businesses in Cambodia in 2018 (UNDESA

2018),they provided more than 70 percent of
Cambodia’s jobs, and contributed about 58
percent of GDP (UNDESA 2018). However,
they contributed less than 10 percent of
Cambodia’s exports. To promote further
growth, MSMEs need to be supported to
prosper, and a number of priorities have
already been identified by the Cambodian
government that can assist with this (MEF
2023).

One key area is training and vocational
education. Promotion of skills amongst
both employees and business owners can
improve the level of productivity in small
firms. It can also enable strategic planning
on the part of business owners to take
advantage of opportunities for growth. A
particularly important area for small firms
is digitisation. Small firms can benefit
from maintaining an online identity that
allows them to promote their brand and
their products amongst a wider audience,
both within the country and internationally.
Reaching a wider set of clients and
customers is central to MSME growth. A
second area for government policy is in
encouraging foreign-owned firms, such
as hotels, large stores or construction
companies, to source goods from small,
local enterprises instead of importing them.
This promotes better links between MSMEs
and the Foreign Direct Investment (FDI)
sector. Digitisation can promote such links,
along with strategies to encourage FDI-
funded firms to locate in a wider range of
areas across Cambodia. Efforts to create
infrastructure that are targeted towards
MSMEs as well as towards foreign investors
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and building more flexibility for small firms
into logistics systems for transportation
and export processing can also build better
links between small rural companies and
urban and international markets.

Implementing policies to promote MSME
growth and prosperity require a closer
relationship between MSMEs and the
government. In 2024, about 88 percent of
MSMEs are informal. Because they are
not registered, they do not benefit from
government policies, and also face barriers
in developing contractual relationships
with private entities such as banks. The
government already has a number of
incentives and processes in place to
promote MSME registration, such as tax
breaks and a one-roof service process.
However, encouraging MSME owners
to come forward and register requires a
more active outreach effort on the part
of government. This includes a carefully
designed plan to educate informal business
owners about the benefits of registration; a
strong stance on transparency to reassure
MSMEs that they will not be asked for bribes
or fees if they register; and a commitment to
listening to the concerns of MSME owners
to build trust in the relationship between the
businesses and the government.

3.2. Access to land

Cambodia remains an agricultural country.
Although the contribution of this sector to
GDP and employment are steadily declining,
almost 40 percent of the working population
are still employed in agriculture, with more
than two thirds of these working on their
own land or for their family. Over the past
two decades, agricultural policy has focused
on the modernisation of farming practices

to increase productivity and to cultivate cash
cropsforexport. However,duringthe COVID-19
pandemic, agriculture was also regarded by
the Cambodian government as an important
sector for promoting economic and social
resilience domestically, including as a prop
for food security (RGC 2022). The inter-censal
agricultural survey conducted in 2019 (NIS
2019) underlines the continued importance
of household food production in Cambodia.
The survey counted 1.72 million households
engaged in agricultural production, of which
61 percent produced mainly for subsistence/
household consumption and 39 percent
for sale. More than half of those surveyed
reported that agricultural production provided
40 percent of their income or more.

Access to land for rural Cambodian
communities is an important issue for
promoting social resilience at the household
level, since it diversifies income sources
and promotes food security. Promoting
access to land requires policies designed
to ensure that vulnerable Cambodians are
better able to retain their property. In recent
years, Cambodia has seen high rates of
rural-urban migration and high rates of
land conflict. The government has made
efforts to promote security of tenure through
formal land titling. These are important in
supporting agricultural households and
need to be reinforced by a more robust and
transparent cadastral system that is trusted
by small landowners. Titling initiatives
should be underpinned by schemes to
prevent impoverished families from having
to sell their land in times of financial
distress. Two factors have been identified as
contributing to the high rates of land loss by
low-income households. One is high, out-of-
pocket healthcare expenses, which amount
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to 60 percent of healthcare spending, double
the average for other countries at a similar
income level (World Bank 2024b). These
healthcare expenses have been linked to
distress sales of landholdings by poorer
households (Beban and Pou 2014). A second
area is excessive household debt: some
studies suggest that debt incurred through
microfinance contributes to distress land
sales, signifying that better regulation of this
industry is required (Bliss 2022).

Promoting access to land also requires
ensuring that small farmers can make a
living. Orienting infrastructure towards the
needs of small farmers is important in this
respect. Working to link agricultural products
to markets by building better communication,
transport and logistics links between small
farms and consumers in urban areas and
tourist sites is one aspect of this. Another
is irrigation; Cambodia’s high vulnerability to
climate change requires renewed investment
in irrigation schemes. Provincial irrigation
departments are severely understaffed and
require significant investment of resources.
Irrigation schemes should include the
needs and concerns of small farming
households, as well as the interests of large
landowners. The government has delegated
the responsibility for local water-resource
management to subnational authorities
and has established farmer and water-user
committees at the local level to address this
concern, but these institutions have not been
adequately supported with finance, expertise,
or links to the provincial levels. As a result,
progress in setting up effective local water
management systems has been slow (World
Bank 2024a). Finally, the Economic Land
Concession policy of the early 2010s led to
the clearing of millions of hectares of forest,

butin some cases the land was subsequently
abandoned rather than cultivated (Flynn
2023a). Cancelling declining economic
land concessions and redistributing land to
impoverished households, while supporting
their agricultural activities with better
extension services, public services and
infrastructure can contribute to the inclusion
and resilience of poor rural households in the
agricultural sector.

3.3. Access to healthcare

Improving access to affordable healthcare
and increasing the proportion of health
costs that are borne by insurers is vital
to increasing social resilience. Cambodia
has made strong progress in promoting
key health measures such as infant
mortality, and responded effectively to
two major epidemics - HIV in the 1990s
and COVID-19 in 2020-2021. However,
access to healthcare remains unevenly
distributed across the country, and public
health facilities are under-used by the
public. This contributes to the high level of
out-of-pocket expenditure on healthcare
reported above.

Life-changing and onerous health costs
contribute to poverty and inequity in
Cambodia. According to the World Bank,
almost 17 percent of Cambodians spend
10 percent or more of their budget on
health, including 6 percent who spend
more than a quarter of their budget on out-
of-pocket health expenses. Furthermore,
almost 1 in 4 of the poorest 20 percent of
households reported having experienced
catastrophic health costs, compared
to only 1 in 12 of the richest 20 percent
(World Bank 2024b)
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The government is expanding health
insurance, including through the Health
Equity Fund which reimburses public clinics
that treat Cambodians who qualify as ID-
Poor. This scheme was extended in 2023
to cover five million Cambodians. The
government also offers voluntary health
insurance to other citizens. However,
although about a third of Cambodians were
covered by some kind of health insurance
as of 2023, only about 3 percent of health
expenditures were covered by insurers. In
part this is due to the widespread availability
of private healthcare provision, which is not
covered by governmentinsurance schemes,
as compared to the limited availability of
public healthcare facilities.

As with irrigation, the healthcare sector
suffers from a lack of infrastructure and
qualified personnel in rural areas. In part
this is a result of absolute shortages. In
2021, Cambodia had the lowest number
of qualified doctors per capita of any
ASEAN country: four times lower than
Vietnam and five times lower than Thailand
(WHO 2021). This is partly due to a lack
of government funding; the RGC spend
only 6.1 percent of general expenditure on
health, which is below the ASEAN average
of 8.5 percent (WHO 2016). To achieve the
goal of universal coverage and reduce the
burden of out-of-pocket expenditure, the
government need to prioritise healthcare
in resource allocation, particularly public
healthcare in rural areas, promote trust in
public provision, and better regulate the
private sector so that it serves the public
well. The government should plan for a
significant expansion in the use of public
facilities as the policies promoting universal
healthcare coverage are rolled out.

3.4. Family-friendly policies

Family-friendly policies are defined as
“policies that help to balance and benefit
both work and family life that typically
provide three types of essential resources
needed by parents and caregivers of young
children: time, finances and services”
(UNICEF 2019). Early childhood nutrition,
care and education are important for
Cambodia’s youthful population to play
their part in promoting ongoing economic
and social development in the years to
come, and lays the foundation for long-
term productivity. Assistance in caring for
children can also help boost the productivity
of their parents. In Cambodia, care-giving
responsibilities are a major determinant of
poverty (OECD 2017).

Rights to paid parental leave are detailed
in the Constitution and the Labour Law but
there are persistent concerns that employers
in Cambodia routinely lay off pregnant
women. For women in the garment industry,
there is reportedly high awareness amongst
workers of their rights; for example, the
right of nursing mothers to a paid hour off
each day for breastfeeding. In addition, the
Labour Law stipulated that large employers
should also provide daycare facilities in or
near factories, but few do so. Even where
such facilities are provided, parents do not
want to use them because the standards
are low and the daily commute is long and
dangerous (IFC 2020). More employers
provide a childcare allowance to employees
with children, but generally the childcare
industry in Cambodia is underdeveloped and
poorly regulated. Furthermore, affordable
family housing is in short supply with many
workers accommodated in single or shared
dormitories, or in unsanitary informal housing.

Background Paper No. 05 131



Cambodia’s growth model has been heavily
based on the migration of adults in their 20s
and 30s from rural areas to cities, special
economic zones, or overseas for work. The
difficulties in finding housing and childcare
means that often children are left behind
with grandparents as the primary caregiver
(UNICEF 2023). A study by CDRI suggested
that there are negative effects on the
education of children who are left behind
when parents migrate, with such children
completing fewer years of schooling than
their peers due to lack of supervision
and encouragement (Marchetta and Sim
2027). This further affects the quality of the
workforce over the long term.

The Cambodian government needs to
better enforce the existing provisions in the
Labour Law and develop stronger policies
and strategies for childcare and housing for
working and, especially, migrating parents.
This includes regulating or contracting
private suppliers of childcare and housing.
These strategies would reduce commuting
time, allowing parents to spend more
time with their children, improve living
environments, and decrease the likelihood
of children being left behind in underserved
rural communities. Crucially, effective
planning requires far better data on the
problems migrating and working parents
face and the needs of their children.

3.5. Social protection and social
insurance

Although Cambodia has made rapid
progress in reducing poverty over the last
twenty years, almost one in fve Cambodians
still live in poverty, and many more are
just above the poverty line, vulnerable
to falling back into the cycle. Adequate

social protection mechanisms that keep
households out of poverty are essential
to economic growth since they conserve
and enhance productivity levels amongst
the labour force, even during economic
downturns or periods of economic
restructuring. They do so by allowing adult
workers to maintain their health, continue to
educate their children, and retrain or upskill
for new jobs, preventing a long-term decline
in productivity driven by a decline in human
capital following an economic shock. In this
context, the Cambodian government has
been committed since 2017 to expanding
social protection and social insurance
schemes.

The ID-Poor scheme, initiated in 2011, forms
the foundation of the government's social
protection planning sinceit provides arobust
database of poor households across the
country. The database is regularly updated
by commune/sangkat officials in response
to requests by households. It provides data
for disaster management agencies and for
the Health Equity Fund, which facilitates
free medical care from public clinics to
poor households, and is considered to
have played a significant role in allowing
the government to roll out a cash transfer
campaign to ameliorate the worst of the
COVID-19 pandemic effects. The ID-Poor
scheme covers an estimated 17 percent
of the population. A second approach to
social protection is the provision of social
and health insurance to workers through
payroll-based contributions, under the
National Social Security Fund (NSSF). As
of 2021, more than 1.5 million workers
were contributing to NSSF health insurance
scheme, translating to approximately 13
percent of the population (ILO 2024a).
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Recent evaluations suggest that the two
schemes are working well, but the priority
is to find ways to reach the 70 percent
of the population that is not covered by
them. There are four main ways to expand
coverage: include dependents; expand
ID-Poor to include the near-poor; deepen
collaboration between the Ministry of
Commerce (MOC) and the NSSF so that
businesses registered with the MOC can
automatically be enrolled in the programme;
and promote formalisation of informal
enterprises.

Including dependents in NSSF: Expanding
NSSF health coveragetoinclude dependents
of workers would increase the coverage by
almost four million additional people, but in
so doing would add a substantial financial
burden on the scheme. This would require
either an increase in workers' contributions
or an increase in government funding to
ensure sufficient capitalisation.

Expanding Health Equity Funds (HEF) to
include the near-poor: Although Cambodia
has made great strides in reducing the
proportion of the population living in poverty,
there remains a large number of households
who hover just above the $1.25-a-day
poverty line, and could be plunged into
poverty by a natural disaster, economic
downturn or adverse life event such as
a serious illness. During the COVID-19
pandemic, almost 460,000 Cambodians fell
back into poverty, and nearly three quarters
of the population lived on less than $3 a
day (World Bank 2022). Expanding the HEF
to include near-poor households using a
process similar to the ID-Poor process
could, depending on the definitions and
thresholds applied, bring large numbers of
people into the programme. The potential

for using this approach to move closer to
universal health coverage, as well as to
manage cash transfers and humanitarian
deliveries in the context of disasters, is
currently being studied. Since HEF is funded
through the government budget rather than
through contributions, this would have
fiscal implications.

Deepening collaboration: Not all businesses
registered with the MOC are enrolled in the
NSSF. From 2023, the MoC and the Tax
Department began sharing data with NSSF
through the CamDX data platform. This
kind of collaboration should be prioritised
in order to maximise the coverage of the
scheme amongst registered enterprises.
The International Labour Organisation (ILO)
also reported in 2024 that almost one in ten
enterprises who are registered with NSSF
do not actively contribute to the scheme,
and that almost 50 percent of individuals
registered with the NSSF are not active
(ILO 2024b). The NSSF has an Inspections
Department whose job is to intervene where
enterprises are failing to contribute, but
this department has not yet established
standard operating procedures for effective
intervention (ILO 2024a).

Encouraging  formalisation:  Around 90
percent of the non-civil service workforce
are employed in the informal sector (ILO
2024b). Qver half of these (56 percent) are
own-account or family-employed workers.
Another 44 percent are wage-earners
employed by an enterprise, but more than
two thirds of these are also informal,
because their enterprises are not registered
with the government (ILO 2024b). These
figures align with the very low number of
businesses that are formally registered -
87.6 percent are not registered, most of
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these being micro-enterprises, of which only
about 10 percent are registered with the
government. These figures have increased
steadily in recent years but from a very low
base — with only 3.4 percent of enterprises
were registered in 2015 (ILO 2024a).

Expanding the NSSF to reach workers in
the informal sector is a challenge. The
government has recently made voluntary
versions of the scheme available, but these
need to be better advertised and potential
scheme members need to be more
proactively engaged. The government has
also linked expansion of social protection
schemes to formalisation of enterprises.
Informality is caused by low levels of
trust between citizens and government.
This reflects past legacies as well as
contemporary problems such as complexity
and lack of transparency in the tax system,
fear of interacting with state authorities,
scepticism surrounding the quality of social
protection schemes and relatively high
registration costs (ILO 2024b; Oxfam 2022).
There is also a lack of enforcement, and in
the case of micro-enterprises, registration
is not legally required. The government
is offering incentives to promote
formalisation, including term-limited tax
holidays for registering enterprises and the
creation of one-roof service centres that can
ease the process of business registration.
However, formalisation efforts have been
slow to make progress, and require broader
attention to the quality of service that the
government offers to businesses (ILO and
UNDP 2023).

Efforts to promote formalisation should
proceed with an emphasis on outreach,
education and support, rather than
enforcement,  especially  for  micro-

enterprises whose proprietors may be
unfamiliar with the law, and who may
find interaction with state authorities
intimidating at the best of times. Business
registration for micro-enterprises could
be facilitated by elected commune-level
authorities who frequently have closer
relationships with their constituents than
district-level ministry staff. Formalisation
not only assists with social protection, but
also with strategies to support the growth
and development of micro-enterprises, as
outline in Section 3.1 above.

3.6. Promoting resilience through
education

Education plays an important role in
promoting the resilience of a labour force.
Despite remarkable economic growth, the
Cambodian economy is struggling with a
productivity problem, with within-sector
productivity in manufacturing and services
being modest. Barriers in labour mobility
and skills mismatches have hindered the
efficient reallocation of labour to more
productive sectors. To sustain economic
gains, Cambodia needs to enhance the
resilience of its workforce by addressing
challenges in the education system and
corresponding learning poverty. This must
start from the early years to develop well-
rounded human resources and a highly
skilled workforce necessary for intra-
sectoral diversification and for moving up
the value chains.

3.6.1. Addressing learning quality

Cambodia has been applauded for its
progress in expanding access to basic
education and narrowing gender disparities.
However, it lags behind surrounding
nations in terms of learning outcomes
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(OECD 2023; UNICEF and SEAMEOQ 2020).
Despite government efforts to attract high-
performing students to careers in education
by sustainably increasing teacher salaries
over the past decade and implementing
the Teacher Policy Action Plan (TPAP) to
better prepare and support teachers, results
from the National Learning Assessments
(NLA) indicate that these investments
have had little impact on student learning.
As shown in Figure 1, Grade 6 students’
maths performance has been declining
since the Ministry of Education, Youth and
Sport (MOEYS) began the Grade 6 NLA in
2007, with a notable drop in 2021 following
the COVID-19 pandemic. A similar trend is
observed in the Grade 8 NLA.

A strong educational foundation is crucial
for Cambodia to develop a highly skilled
workforce capable of sustaining long-
term economic growth. To enhance the

quality of education, the government has
implemented several education reforms.
MOEYS has expanded access to early
childhood education to better prepare
students for primary school. However,
enrolmentin pre-school for children aged 3-5
remains very low at 37 percent compared to
other countries in the region (MOEYs 2024).
Additionally, many pre-school teachers are
former primary school teachers without
proper pre-school training.

To strengthen teacher quality, MOEYS
has implemented reforms to enhance
qualifications by transforming regional
teacher training centres into teacher
education institutes, extending the basic
teacher training programmes from two to
four years, and establishing a continuous
professional development framework and
career pathways for teachers. A recent
survey by CDRI in 2023 involving more than

Figure 1: National learning assessment’s maths results
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1,400 Grade 11 and 12 students revealed
that teaching is the most popular career
choice, with 15 percent of students aspiring
to become teachers (Khantey et al. 2023).
Nevertheless, based on the NLA results, it
is unclear if more qualified teachers have
translated into better student learning.

Recent efforts have also focused on
school reform through the New Generation
School (NGS) initiative, school-based
management, and the introduction of
model schools. These reforms aim to
give schools more autonomy in planning
and decision-making  while  holding
them more accountable for students’
learning outcomes. The NGS initiative
seeks to improve the quality of education
and develop skilled human resources
by introducing an innovative full-day
curriculum and eliminating the practice
of private tutoring by teachers. While the
NGS initiative has shown positive results,
challenges remain, such as ensuring
sustainable funding, maintaining high
standards across all NGS, and scaling up
the model to benefit more students.

Despite numerous educational reforms
over the past decade, there is insufficient
evidence on what has been effective and
what has not. The NLA was intended to
enhance learning quality, but it remains
underutilised, and its data sets are not
available to public researchers. Using
rigorous evidence in decision-making and
designing interventions is essential for
Cambodia to achieve its educational goals.

3.6.2. Skills development

Skills development is crucial in helping
Cambodia achieve its economic vision.
However, Cambodian youth find skills
training less attractive due to unfavourable
perceptions, perceived irrelevance, and low
quality of training programmes. According
tothe 2019 national census, only 0.7 percent
of the Cambodian population aged 15
years or older had participated in technical
and vocational training programmes (NIS
2020). Technical and vocational education
and training institutes, provided by MOEYS
and the Ministry of Labour and Vocational
Training (MLVT), respectively, have the
potential to address the skills gaps and
mismatches by offering targeted training
for medium-skilled occupations needed in
the labour market.

To make training programmes more
attractive and relevant to labour market
demands, training providers need to
modernise their programmes to include
a broad set of transferable skills, such as
digital and socioemotional competencies.
Responsible agencies and training providers
must ensure that training programmes
respond to market demands and provide a
conducive learning environment by regularly
monitoring labour market trends, engaging
employers in designing training curricula,
and connecting students with opportunities
for internships, apprenticeships, or work-
based learning.
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4. Inclusive Growth

Another important aspect of growth is
inclusiveness. Inclusive growth requires
paying attention to the ways in which the
benefits are distributed. In this section,
we discuss three main areas: reducing
discrimination against particular groups,
focussing on gender discrimination;
inclusion in the benefits of growth through
improved conditions of work, in both the
formal and informal sectors; and inclusion in
the benefits of growth through progressive
distribution of resources, focussing on
strengthening transparency, redistribution
through taxation, and improved delivery of
social services and public goods.

4.1. Gender: Evaluating and
reducing discrimination

Inclusive growth in Cambodia hinges
significantly on maximising the potential of
the workforce, with women playing a pivotal
role. Despite commendable progress,
such as a relatively small gender gap in
labour force participation, challenges such
as disparities in wages, job security, and
sectoral employment remain. Addressing

Figure 2: Wage and salaried workers by
gender 1990-2022
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these issues is critical for
women'’s full economic potential.

leveraging

Cambodian women have a labour force
participation rate of 69.6 percent compared
to men's 82.1 percent, yielding a gender
gap of 12.5 percentage points. This is
notably smaller than the average for lower-
middle-income countries and reflects the
importance of women in the labour force.
At the same time, these high participation
rates do not fully reflect gender equity,
as occupational segregation and wage
disparities remain significant challenges.

First,the highrates of labour force participation
can mask problems of wage disparities and
occupational segregation. Women are less
likely to be employed in more stable and
salaried positions (Figure 2).

Women are also concentrated in lower-
paying sectors like textiles and garments,
whilemendominatehigher-payingindustries
such as construction and manufacturing
(Figure 3). Even within industries, women
often hold lower-paying positions and are
more likely to be employed in vulnerable
jobs with poor working conditions. This
segregation  perpetuates gender-based
wage gaps and limits women's career
advancement opportunities.

Third, inadequate resources, maternity
support and entrenched cultural norms can
also inhibit women'’s economic activities.
This includes direct barriers to women'’s
economic participation, such as limits
on their ability to work or biases in hiring
and promotion practices. For example,
household survey data shows that while
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Figure 3: Type of employment by gender 1990-2022
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women and men do not significantly differ
in their perception of access to most
government services, women report more
perceived difficulty in getting a business
permit than men (Figure 4).

Social expectations and other indirect
limitations can also inhibit women'’s
economic participation. For example,

women spend significantly more time on
housework, shopping, and childcare, and
significantly less time on paid work and
maintenance/outdoor  household  tasks
(Figure 5). Women also spend less time on

Figure 4: Gender differences in perceived
ease of accessing government services
(Women vs men)

0

Source: GIDA Survey in 2020

T T T T
1990 2000 2010 2020
Year

~— Male —— Female

leisure in all forms than men do, and slightly
more time doing voluntary work.

Women also report differing perceptions of
safety and experiences of discrimination.
Women feel less safe than men while
walking (both during the day and at night),
while at work, and while in their villages
(Figure 6). The greatest differences are
while walking at night and while at work,
suggesting that efforts to support women'’s
safety should focus on public and work
spaces.

Figure 5: Gender differences in time
allocation across activities (Women vs men)
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Figure 6: Gender differences in perceptions
of safety and experiences of discrimination
(Women vs men)
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Strategic recommendations

The gender challenges to inclusive
development require a multi-faceted
approach:

1. Education and training: Invest in early
STEM education for girls and provide
targeted skills training for women.
Programmes should be subsidised
and include support services such as
childcare to increase retention in high-
skilled jobs.

2. Policy interventions: Implement policies
to reduce occupational segregation,
address wage disparities, and improve
job security. This includes creating safer,
well-paid workplaces with clear growth
opportunities for women.

3. Public and private sector collaboration:
Both sectors must work together to
foster an inclusive work environment,
ensuring that women have equal
opportunities to contribute across
various industries.

Cambodian women are already a
cornerstone of the country’'s economic
framework, and maximising their potential is
essential. By addressing gender disparities
in employment and wages, and providing
targeted support and  opportunities,
Cambodia can enhance its economic
growth trajectory and move closer to long-
term goals. Investment in women'’s skills
and employment conditions will not only
boost individual livelihoods but also drive
broader economic development.

4.2 Improving conditions of work

Cambodia’s manufacturing industry has
been the centre of innovative efforts in
promoting better conditions of work,
including the Better Factories initiative for
monitoring standards and the Arbitration
Council established to manage industrial
disputes. There is also a strong legal
framework establishing workers’ rights,
active union representation of workers
and a minimum wage that is renegotiated
annually between employers, unions and
government. However, enforcement of
workers'rights has nevertheless been varied
and there is some evidence that conditions
of work have declined in the garment
industry over recent years, particularly since
the pandemic.

Several recent surveys conducted since
the COVID-19 pandemic (summarised
in Asia Floor Wage (2023)) suggest that
levels of pay in the garment industry have
failed to keep pace with inflation, with the
gap between median wage and median
expenditure increasing, associated with
high levels of debt amongst garment
workers. Although the minimum wage in
Cambodia is not the lowest in the region,
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basic food costs are higher in Cambodia
than in neighbouring countries. The industry
experienced large scale job losses during
the pandemic, and buyers in some cases
failed to pay wages and severance fees
owed (Clean Clothes Campaign et al. 2023).
Despite the government's response through
the cash transfer programme, this pushed a
number of workers into debt as a means to
pay for basic living expenses (Clean Clothes
Campaign et al. 2023). Furthermore,
there are reports that even before the
pandemic, subcontracted or piecework was
an increasing feature of the Cambodian
garment industry (Human Rights Watch
2015). Although pieceworkers are covered
by minimum wage legislation, this form of
employment is far more difficult to monitor,
and arrangements are more likely to be
informal. Currently there is a drift towards
informalisation in the garment sector; a
theme which is regressive with respect to
the government’s formalisation agenda.

Holding down real wages, reducing labour
standards, refraining from enforcing laws
and allowing creeping informalisation may
boost short-term competitiveness, but these
factors do not promote inclusive growth
over the long term. Rather, they reduce
the conditions of workers, exacerbate
their vulnerability to poverty and debt, and
impede their ability to upgrade their own
skills and those of their children. Thus, all
of the aforementioned points reduce the
prospects of achieving high-income status
by 2050. Remaining competitive while
ensuring social inclusion in the benefits
of growth, there is an urgent need to find
ways to upgrade productivity. Upgrading
productivity includes promoting more
technologically sophisticated industries by

providing a better environment for foreign
investors through better infrastructure,
governance, logistics and through nurturing
the skills and talents of the workforce, as
outlined in Section 3.6 above.

The informal sector is very varied,
comprising own-account workers, family
workers and employees. Strategies for
promoting the resilience and growth of
MSMEs have already been outlined in
Section 3.1. As far as MSME employees are
concerned, three key policy priorities require
immediate attention. First, conditions of
work go unmonitored in this sector, and
consequently there is little available data
to build from. There is an urgent need to
generate more detailed knowledge about
this sector. Second, basic social protection,
including health coverage, should be
extended to informal workers. Third, there
is a need to enforce the Labour Law with
respect to minimum wages and conditions
in this sector. Efforts to formalise the
informal sector have been described above.
In the immediate future, there is also a need
to consider ways of ameliorating conditions
in the informal sector even before
formalisation is achieved, for example
through expansion of the ID-Poor scheme.

4.3. Improving redistributive
governance

Improving governance is a key strategic
priority of the RGC. Significant achievements
have already been made in public financial
management (PFM) reform, and last year
the government announced a new round
of public administration reform designed to
promote the capacities and effectiveness of
the civil service. Improving the effectiveness
and integrity of the government fosters the
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smooth functioning of social services and
delivery of public goods that benefit the poor.
Meanwhile promoting the transparency,
predictability, efficiency and progressive
impact of the tax system allows for more
effective revenue generation while directly
promoting the wellbeing of impoverished
communities.

PFM and public administration reform are
essential to ensuring that public revenues
are not diverted towards private entities or
wasted due to ineffectual processes within
government, but instead made available
to fund policies that can lift people out of
poverty. PFM reform is considered to be
one of the flagship reform programmes
implemented by the government over the
past 15 years, with significant achievements
made through a combination of technical
reforms relating to the way in which money
is moved and handled, and administrative
reforms in the way that budgets are planned
and approved. The use of a platform
approach, in which a number of specified
milestones were set out against which to
track progress has been considered to be a
key factor driving the success of this reform
programme. The RGC has also partnered
with the international Public Expenditure
and Financial Accountability programme,
which  provides regular independent
assessments of PFM reform progress.
The key components of success here are
strong leadership by MEF; strengthening
of data through the use of new automated
reporting systems; a clear path for reform
with graduated milestones along the way,
and independent monitoring of progress.

As a result of economic growth and
successful ~ PFM  reform, including
implementation of a Revenue Mobilization

Strategy, tax revenues have increased from
12.8 percent of GDP to 22.5 percent in 2022,
peaking 25.1 percent of GDP in 2019 (World
Bank 2024a). This permitted an expansion
of government spending from 20.2 percent
of 2011 to 27.9 percent of GDP in 2021
(World Bank 2024a). Spending on healthcare
and education increased in particular, from
a combined total of 4.6 percent of GDP in
2011 to 10.5 percent in 2021, although
this is still low in comparison to the region.
The share of spending on economic and
infrastructure sectors declined between
2011 and 2021.

A'large part of the increase in social sectors
was spent on increasing the wages of civil
servants, including teachers and healthcare
workers. The public wage billincreased from
just over a quarter of government spending
in 2005 to a third of government spending
in 2020 (World Bank 2024a). According to
the recent World Bank public expenditure
review, this increase has not yet translated
into better outcomes - for example, better
teaching in schools or greater public trust
in the national healthcare system (World
Bank 2024a). It also does not significantly
address the redistributive aspect of public
service delivery - i.e. the extent to which
service delivery can be used to benefit the
poor in particular.

With respect to the redistributive effects
of public service delivery there are four key
areas that require attention: better use of
data, increasing meritocracy, tax reform
and decentralisation.

Better use of data: A study conducted
by the Asian Development Bank in 2021
concluded that the RGC and development
partners collect a lot of data regarding
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development trends in Cambodia, but that
the data collected is not used sufficiently
to inform policy making. The study found
that where policies explicitly set out
a monitoring and evaluation process,
data is collected and used, but that this
is not utilised in policy-making. Data
is not routinely shared, either between
ministries, nor between government and
non-government agencies, and there is no
clear process by which researchers outside
government can access government data.
This limits the ability to cross-check the
government's own accounts of its policy
achievements using different techniques
and approaches, conducted by independent
researchers. It also reduces the ability
of the government to draw on the wider
pool of in-country research expertise in
non-governmental organisations to help
define policy strategies and goals. The
government is making progress on the use
of data to inform policy internally, including
through the establishment of the CamDX
database for information sharing between
ministries. However, the government needs
to address issues of transparency and
access to data around policy formulation
and implementation.

Increasing transparency: Reducing the
lack of transparency is considered to be
a key factor in promoting service delivery
outcomes (IMF 2019). Raising salaries to
provide public servants with a living wage
is necessary but not sufficient, and in fact,
Cambodia’s Corruption Perceptions Index
score has recently declined by two points
between 2022 and 2023 (Transparency
International 2023). This leaves Cambodia
two points higher than before the pandemic,
but still 158th out of 180 countries

worldwide, ahead only of Afghanistan,
Myanmar and North Korea in the Asia-
Pacific region. Other measures required to
tackle effective governance include:

* Insistence on effective enforcement
of the law and punishment of violators
even when they are well-connected, as
urged by the Prime Minister recently with
respect to hit-and-run traffic accidents
(Soth 2023);

e Routine incorporation of transparency
and accountability mechanisms in public
service provision and procurement
processes, particularly those which allow
the public to make complaints about
incidents without fear of retaliation;

e Deployment and mandatory use of
technology that can track transactions,
for example the Financial Management
Information System deployed by the
Ministry of Economy and Finance as
part of the PFM reform programme;

e Continued efforts to design processes
throughout government so as to reduce
the number of permissions required and
the discretionary power of officials, in
line with the ongoing effort to simplify
transactions using the One Window
Service Office approach;

e Increased emphasis on merit and
integrity in the recruitment, training and
promotion of individuals to the public
service, as envisaged in the Pentagonal
Strategy and other public administration
reform strategies.

Tax reform: A key concern in the World
Bank's recent public expenditure review
for Cambodia was the high level of tax
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exemptions offered by the Cambodian
government (World Bank 2024a). This
results in a loss of almost a third of
potential revenues from imports, while
disincentivising foreign firms from seeking
to source inputs locally. The 2021 Law
on Investment aims to promote the
predictability and transparency of taxation
of foreign investments, but the World
Bank suggests that the law is generous to
investors, likely reducing the government’s
profits tax take (World Bank 2024a). The
new Law on Taxation that passed in 2023
closed some loopholes in existing tax
arrangements, thereby broadening the
tax base, and increased penalties for non-
compliance or non-payment, as well as
strengthening the ability of the Department
of Taxation to investigate tax-related
crimes.

As with the enforcement of Ilabour
standards, levels of taxation are closely
related to views about competitiveness,
particularly in relation to foreign firms. High
levels of taxation are considered to deter
foreign investment, and the Cambodian
government has followed a policy of using
tax incentives to encourage investors to
establish enterprisesin Cambodia. However,
there is a need to assess the point at which
this policy becomes counter-productive:
lower tax revenues mean less funding for
the government to use to upgrade other
aspects of the business environment,
particularly — public infrastructure and

human capital, therefore making growth
less inclusive. The IMF (2022) suggested
a review of Cambodia’s tax holiday policy
which it regards as “particularly attractive
to relatively short-lived or footloose
investment and encouraging rent-seeking
behaviour.” The same report also suggested
that tax incentives should be costed in
terms of revenue lost, and responsibility for
approving and monitoring them should be
solely in the hands of MEF (IMF 2022).

Decentralisation: Cambodia has a highly
centralised public administration system,
with financial and human resources
concentrated at the national level. Less
than 10 percent of total government
budgetary resources go to the subnational
level (World Bank 2024a). Provincial
line ministry offices are understaffed,
while ministry headquarters in Phnom
Penh are overstaffed, and rural services,
particularly healthcare services, suffer
from acute shortages. The redistributive
impact of public spending would be
increased if more budgets and services
were decentralised and if more civil
servants were deployed to rural areas.
This would allow greater responsiveness
and accountability at local levels, as well
as reduce the sharp disparity in resources
between Phnom Penh and provincial
areas.
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5. Conclusion and key areas for reform

Climate, gender and social factors influence
the potentiality of the Cambodian economy
achieving desired growth in an equitable
way. The key factors include: (i) high carbon
footprints of the growth sectors; (ii) climate-
induced natural disasters (especially floods
and droughts); (iii) gender disparity in
employment and wages; (iv) limited access
to livelihoods, healthcare and education,
particularly among informal workers; and (v)
limited social protection and redistributive
governance. To address these issues, we
propose the following:

1. Mobilise more climate funds, especially
from the domestic private sector, to
reduce GHG emissions from energy,
transport, industry, agriculture and
waste management sectors.

2. Focus the mitigation on the energy
and agriculture sectors, prioritising
the benefits of small enterprises and
farmers.

3. Enhance the adaptation in agriculture,
water, forestry and health sectors,
focussing on allocating more funds
to local authorities and communities,
promoting ecosystem-based adaptation,
and investing more in climate research
and innovation particularly in agriculture.

4. Invest in early STEM education for girls
and target green skills training for
women, along with childcare support
and progressive career pathways.

5.

Incentivise business investments in
rural areas, particularly in agriculture,

to reduce outmigration, focussing
on forging partnerships between
community enterprises and large
investors.

Expand public healthcare coverage,
health insurance and social protection
to include workers’ family members,
especiallythoseintheinformal economy,
to reduce impacts from external shocks
and to prevent them from falling back
into poverty.

Keep reforming public financial
management to reduce leakages and
waste and to spend more on social
sectors, especially health, education and
agriculture investments in rural areas.

Enhance the tax collection system
through digitalisation and improvement
of the business environment to raise
revenues for social investments, yet
prioritising support and incentives for
informal small enterprises.
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Background Paper 6
Overcoming Constraints
for Effective Policy Implementation

Eng Netra, Caroline Hughes and Pak Kimchoeun

Over the past three decades, practical
policy reform has been part of
Cambodia's political  stability and
€COoNnomic SUCCeSS.

There are also examples where policy
changes were introduced and effectively

implemented, and demonstrate
strong capabilities for mobilisation,
organisation, management, and

implementation.

Actualising new policies and strategies
are important but overcoming the
constraints for effective implementation
is even more pronounced in the current
context as breakthroughs are urgently
needed to lay the foundation for long-
term development.
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This can be promoted in three ways.

- First is the need to improve inter-
ministerial cooperation and
collaboration.  Efforts should be
focussed on changing management
processes, and prioritisation of
embedding data in policy making,
implementation and monitoring.

- Second is the need to mobilise
support, enthusiasm and compliance
of stakeholders relevant to the policy
change.

- Third is the need to promote
meritocracy and performance within
the public service.



1. Introduction

The government already has in place a
framework of strategies, laws and action
plans that could be successful in facilitating
a new growth strategy. The challenges
identified in previous background papers
are already comprehensively addressed
within the government's existing policy
framework. The Pentagonal Strategy
Phase One, announced in August 2023, is
organised in such a way as to integrate and
sequence needed reforms in order to realise
“a new growth model that is built on skills,
technology and innovation” (RGC 2023,
17). Annex 1 maps the progress of the
Pentagonal Strategy’'s implementation with
the list of existing laws, strategies, policies
as well as action plans that are already in
place.

Strategies that are more concerned with
the quality than the quantity of economic
growth require a higher level of attention
on the government's part. The task of
government, as set out in the Overview
Report, can be subdivided into three
categories. Thefirst category of government
action is a proactive investment in particular
sub-sectors. This pro-active investment
is essential to ensure that new capital
formation - including infrastructure, human
capital and investment in the establishment
of new productive industries- is oriented
towards boosting factor productivity in a
manner that promotes higher quality and
more diversified forms of growth.

The second category of government action
defined in this study is the implementation
of policies that ensure that such growth is

green, resilient and inclusive, protecting
existing environmental resources, such
as soil fertility and biodiversity, and
societal resources, such as families
and communities. Forms of economic
activity that strip these resources are
unsustainable in the long run. Thus, the task
of government is to introduce policies such
as environmental protection laws, social
security schemes, family-friendly workplace
regulations and affordable urban housing
policies to support and renew ecological
and societal systems.

The third task of the government is to
regulate its own activities so as to promote
stable, predictable and fair systems of
governance, from fiscal policy to service
delivery, policing and the judicial system.
This requires the regulation of government
institutions to ensure they are properly
staffed with skilled officials and operate
with integrity. It also requires that different
institutions are capable of coordinated
effort to ensure that different plans and
strategies work coherently together rather
than at cross-purposes.

Earlier papers of this study have discussed
needs with respect to investing in higher
quality growth, and promoting the green,
resilient and inclusive aspects of growth.
This background paper examines the
question of governance and the challenges
of implementation.
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2. Key implementation constraints

The Pentagonal Strategy Phase One
document notes that the Royal Government
of Cambodia (RGC) is aware of a number
of challenges with respect to policy
implementation. The document specifically
refers to ‘gaps in the implementation
activities of ministries/institutions, which
have not been properly aligned with the
policy objectives of the RGC.” Other areas of
focus mentioned in the document include
“Challenges related to the capacity and
quality of institutions”; “the effectiveness of
inter-ministerial/institutional coordination in
introducing and implementing actual policy
measures and action plans under their
respective jurisdiction”; and challenges in
‘outreach and dissemination... affecting the
effectiveness of participation and support
for the implementation of these strategies”.

In the remainder of this background paper,
we discuss each of these three problems
and offer recommendations.

2.1. Challenges related to the
capacity and quality of institutions

When Cambodia first entered the era
of high growth back in the early 2000s,
severe shortages of qualified technical,
professional and administrative personnel
still existed as a legacy of the preceding
decades of war. The political settlement at
the end of the war was to merge pre-existing
administrations, combined with a tendency
towards labour intensive employment and a
desire to provide jobs to promote political
stability to create a large, low-tech and
highly centralised public administration.
Today, a new generation of well-trained
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professionals  exist, and substantial
recent increases in civil service pay and
training make government service more
attractive as a career option. However, the
entrenchment of hierarchies within the civil
service, and a culture that prioritises loyalty
over innovation, means that the best trained
and most competent personnel often lack
decision-making power within institutions
and find it difficult to implement solutions
that challenge rigid systems. At the same
time, the concentration of budgets, power
and other resources in Phnom Penh
deters ambitious public servants from
pursuing careers in provincial or district
level of government. This is leading to
a lack of qualified professionals at sub-
national levels, where public servants are
often disincentivised from working. These
problems are compounded by limited
oversight and transparency.

Addressing these challenges will require
not only improving the clarity of roles
and responsibilities but also adopting
performance-informed  budgeting  and
better aligning human resource deployment
to support cross-sectoral reforms. The
lack of staff training and clarity on roles,
particularly in provincial administrations,
results in inefficiencies in public service
delivery, especially in sectors like agriculture
and infrastructure.

To modernise public administration, a
national committee was established in late
2023 to guide ministries and institutions
in conducting functional reviews aimed at
enhancing operational efficiency without



increasing government costs. These
reviews encompass national, decentralised,
and sub-national agencies, targeting the
streamlining, adjustment, merging, or
abolition of specific organisational units
within each agency to align their services
with their mandates and structures better.
Key areas of focus for the reviews include:

e Resolving overlaps in mandates and
improving the prioritisation of activities,
resource allocation, and human resource
management.

e Addressing challenges in
ministerial cooperation.

Cross-

e Responding to complaints from service
recipients, including citizens and
businesses.

e Exploring the potential of new
technologies to  enhance  public
administration efficiency.”

2.2. The effectiveness of inter-
ministerial and institutional
coordination

The  effectiveness  of  inter-agency
coordination is a further area identified
in the Pentagonal Strategy as requiring
improvement. There are three key aspects to
this: the importance of data; the importance
of prioritisation; and the importance of clear
distribution of roles and responsibilities.

Data

The collection of adequate data that is
robust, reliable, accessible and timely is
the foundation of effective coordination
because it facilitates inter-institutional
discussions and agreements. Adequate
data is essential for framing the

problem, articulating solutions, tracking
implementation, and evaluating the extent
to which goals have been achieved.
Sharing data across institutions thus
facilitates the emergence of a common
understanding of problems and progress.
Where implementation programmes are
public facing, the participation of the public
in generating data can assist in promoting
accountability and in legitimising policy
interventions.

Although Cambodia has made strides in
developing data systems, several challenges
still persist. The country’s data governance
framework is fragmented, leading to issues
with data quality, sharing, and accessibility.
To address these challenges, the
government must strengthen the capacity
of institutions such as the National Institute
of Statistics (NIS). Providing the NIS with
greater autonomy and resources would
enable it to become the central authority for
data collection, analysis, and dissemination.
Furthermore, the development of a legal
framework that promotes standardised
data practices, data sharing, and the use
of advanced technologies like artificial
intelligence would help to ensure that data
is not only high-quality but also widely
usable across institutions. Collaboration
with non-state actors would further enrich
the data ecosystem by providing diverse
perspectives on key policy challenges.
Finally, linking data systems with monitoring
and evaluation frameworks, particularly
the National Strategic Development Plan
(NSDP), would enhance the ability to track
performance, promote accountability, and
support evidence-based policymaking.
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An example of a programme that has been
highly successful in Cambodia because of a
well-executed data collection programme is
the ID-Poor programme (De Riel 2017; Kaba
2018). This programme has been widely
praised internationally for its transparency
and robustness, and for the level of public
support it has achieved. The programme
aimed to create a comprehensive register
of poor families in Cambodia to serve
as the basis for social security and anti-
poverty service delivery by the government.
As initially set up, the programme combined
two modes of data collection: technical and
participatory. In the technical phase, trained
evaluators at a local level used interviews
with household heads to establish the
status of the household with respect to a
set of metrics related to income, assets,
debt, education, and health. This was
followed up with a participatory phase in
which communities discussed the results
of the technical assessment and gave input
as to the accuracy. The combination of the
two phases established the register, which
has subsequently been elaborated and
regularly updated. The data it provides is
widely accepted by the public, and by local
and central government as the foundation
of social policy for poverty reduction (ibid).
It was vital to the effective roll-out of the
government's COVID-19 response.

Similar bottom-up approaches to data
collection could be used to inform strategies
for tracking the impacts of climate change;
supporting and formalising small and
medium-sized enterprises (SMEs); better
understanding the detrimental effects of
migration on families; and promoting better
housing.
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Prioritisation

The process of prioritisation entails a series
of steps. The final goal is established, and a
theory of change by which the goal can be
achieved is articulated. This theory of change
provides the basis for analysing in specific
detail the process by which change will be
achieved over time. This then lays the basis
for breaking down the overallimplementation
process into a coherent series of steps, each
of which provides a platform for the next, and
each of which has a substantive and clearly
articulated outcome.

Prioritisation improves coordination by
providing clearer information on what
is required to achieve a goal, over what
timeframe, and who needs to be involved
in making it happen. An example of where
this has been achieved in detail, laying the
basis for success in a complex long-term
reform process is the RGC's public financial
management (PFM) reform programme.
This programme set out a series of reform
“platforms” at the outset, which needed to
be achieved for the next stage of reform.
The clarity with which the process was laid
out allowed for clear articulation of interim
goals, and this in turn allowed detailed and
robust monitoring of progress. Although
not all the PFM goals have been achieved,
there is transparency and consensus within
government, and between government
and development partners, as to areas of
progress, and areas where more needs to
be done. This in turn promotes trust, shared
understanding and common effort (World
Bank 2023).



Effective prioritisation is essential to
achieving Cambodia’s reform goals. The
government should shift from an output-
based to an outcome-based approach,
ensuring that each prioritised reform
directly contributes to measurable national
development outcomes. A key tool for
this is Performance-Informed Budgeting
(PIB), which links budget allocation to
the achievement of prioritised outcomes,
incentivising line ministries to focus their
resources on high-impact initiatives.
Prioritisation also requires a clear
assignment of roles and responsibilities
across institutions to ensure that different
agencies are aligned and working toward the
same goals. This is particularly important
in the context of Cambodia’s ongoing
reforms, such as decentralisation and
human resource management, which must
be coordinated with national development
priorities.

Clear distribution of responsibilities

Whereas PFM reform has largely operated
under the auspices of the Ministry of
Economy and Finance (MEF), other types
of reform programmes require complex
interactions over time between different
government agencies. Again, clearly set out
and detailed priorities can assist in creating
agreements between government agencies
over distributions of responsibilities,
resource requirements and jurisdictional
issues. These kinds of agreements can
lay the basis for productive cooperation.
A recent successful example of this in
Cambodia is the government's COVID-19
response (Hyder and Ly 2020; Mugali et al.
2024; Tao et al. 2022) .

Cambodia’s COVID-19 response combined
four goals: reducing and delaying
transmission; minimising serious disease
and reducing deaths; ensuring ongoing
essential health services; and minimising
social and economic impact. The first three
of these goals fell largely under the remit
of the Ministry of Health, particularly in
terms of testing, vaccinating and treating
COVID-19 cases. However, the COVID-19
response also required the involvement of
other agencies, for example: the Ministry of
Education in closing schools; the Ministry of
Religion and Cults in overseeing restrictions
on religious festivals; the Ministry of
Transport in imposing border restrictions;
the Ministry of Information in promoting
public health  messages; and local
authorities in distributing assistance on the
basis of the ID-Poor register. All activities
were coordinated by the COVID-19 National
Steering Committee, chaired by the prime
minister and including representatives
of all key ministries. Each province also
established a Provincial Steering Committee
to oversee local level implementation. This
allowed a high degree of coordination,
facilitating effective prioritisation of actions
and resources in line with technical advice
received from other countries who had
already weathered the virus. It also allowed
consistent messaging to the public,
contributing to a high degree of compliance
with government advice.

The COVID-19 response is a special case,
since the scale of the emergency and the
threat that it posed were extreme. It is not
possible to convene a national committee
chaired by the prime minister for every policy
innovation. However, the lessons of the
COVID-19 response can provide guidance.
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First, the COVID-19 response shows that
where there is strong leadership with a
high level of political will, ministries can
work together effectively. There is a need
to develop a culture within the government
whereby the formal appointment of leaders
with specified powers, who head inter-
agency implementation  programmes,
is taken more seriously in counterpart
ministries. Second, the COVID-19 response
built on earlier effective programmes,
including the HIV response of the 1990s and
the SARS and bird flu responses of the early
2000s. These programmes had developed
pools of expertise within the Ministry of
Health, and particularly the Department
for the Control of Communicable Diseases
and had also built strong relationships with
international partners that could provide
technical assistance. This shows the
importance of retaining competent and
experienced staff within the public service,
and empowering them to take the lead in
advising on issues arising within their area
of expertise. In the socio-economic sphere,
the COVID-19 response built on the ID-
Poor register to rapidly transfer resources
to families most likely to be in need, again
emphasising the importance of accessible,
reliable and up-to-date information. The
successful integration of data, depth of
technical expertise, international advice,
and domestic political mobilisation should
be studied to draw lessons for other kinds
of policy implementation.

2.3. Outreach, dissemination and
change management

Implementing reform programmes requires
interacting with constituencies of people
who will be affected by the change. For
reforms, the key constituencies will be the
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government officials themselves whose
day-to-day ways of working will be affected
by said reforms. For reforms to support
public services, it is the wider community of
citizens who will notice that things are now
working differently.

Whether the constituency of stakeholders
is internal to the government or comprises
the wider community, their cooperation
will almost invariably be required for
reforms to be successful. Public officials
and citizens alike need to be convinced
that it is worth their time to learn the new
system, and to engage with it, rather than
attempting to avoid or subvert it. Where
the constituencies concerned are public
officials, apprehensions may relate to
whether it will affect their status in the
public service hierarchy - including the
extent to which their jobs could be made
redundant altogether; whether they will have
the expertise and competence to manage
the new system; and possibly whether it
will close off or expose any informal and/
or illegal money earning opportunities they
may be engaged in. These are reasonable
concerns for public officials to have, and for
public servants to engage enthusiastically
in learning and using new systems and
technologies requires these concerns
be lessened by information, training and
outreach programmes.

A successful example of this within
the Cambodian government was the
deployment of the Financial Management
Information System (FMIS) within the
MEF. This entailed the simplification of
money transactions within the ministry
and between the ministry and provincial
treasuries. Records of transactions were
changed from paper receipts to electronic



records. This greatly improved the speed,
transparency and accuracy of finances,
while also enhancing accountability
since users needed to be logged in to
move money and hence the individuals
authorising individual transactions could be
easily traced.

The introduction of FMIS initially caused
some concerns within MEF departments.
There were concerns that jobs would be cut
as a result of the reduced need for clerks
and that this would affect the budgets
and status of different departments.
There were also apprehensions about
the capacities of provincial treasury staff
to use the new system. This led to some
resistance to the implementation of the
project. Change management programmes
and their corresponding teams greatly
assist companies in implementing new
processes, systems, and strategies. When
the resistance to FMIS became evident, a
change management team was convened
to try to mobilise greater enthusiasm
for the project. This was to some extent
successful, and once the FMIS system went
live, provincial staff in particular came to
see considerable advantages in the online
system compared to the manual system.
Introducing a more systematic change
management programme at an earlier
stage could have advanced the project
more quickly (Hughes et al. 2017).

Where reforms affect citizens, even more
concerted efforts are required to explain
and promote policies, mobilise participation

and support, and receive feedback on
progress. The COVID-19 vaccination
programme in Cambodia offers an example
of success in this respect. Cambodia was
able to swiftly vaccinate 95 percent of
its population through a combination of:
clear prioritisation of different population
groups dependent upon vulnerability levels
as vaccines became available; effective
tracking of vaccines delivered through
digital databases; and clear and consistent
messaging on the dangers of COVID-19 and
the benefits of vaccination. Through these
means, the government was able to identify,
communicate with and deliver services to
the population quickly and effectively.

The management of SMEs in Cambodia
offers a contrasting example. The majority
of enterprises in Cambodia (87 percent) are
informal as of 2023, despite government
efforts to convince business owners of the
benefits of registration. In contrast with
COVID-19, where the case for vaccination
seemed to have been largely accepted
unqguestioningly by the population, business
owners continue to be sceptical about the
benefits of formalisation. The financial and
timecostsofregistrationarecited asbarriers
to formalisation, as is the unpredictability
of the tax system. These issues need to be
addressed, and public perceptions of them
need to be tackled in order to make strides
in business formalisation in Cambodia.
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3. Recommendations

Following the above analysis, the paper
makes the following recommendations:

Management Reform Program is a
successful example of this.

1. The government needs to follow through c. Analysis of change management

on its commitment to promote a culture
of meritocracy within the public service,
promoting the most effective officials.

2. The government needs to find ways to

improve inter-ministerial cooperation
and collaboration significantly, and three
areas are paramount to this effort:

a. Emphasisingtherole of robust, timely
and accessible data and evidence
in policy making, implementation
and monitoring. The availability
of adequate data as a basis for
discussions can promote a shared
understanding of problems and a
greater commitment to solutions
across agency boundaries. The utility
of the ID-Poor register as a vehicle for
promoting multi-sectoral approaches
to poverty reduction and disaster
response is an example.

b. Conducting analytical work to
produce a theory of change for every
policy intervention that can inform
prioritisation.  Detailed  analyses
of the change processes, and the
prerequisites for each stage, can
help in developing a timeline for
reform with intermediate goals
clearly stated. This in turn promotes
accountability and helps to achieve
a sense of momentum towards
the ultimate goal. The platform
approach of MEF's Public Financial
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processes can also assist in clearly
establishing areas of jurisdiction and
responsibility between institutional
partners at different stages in the
process, as well as highlighting
where leadership is most likely to be
effective. An example where strong
leadership and close collaboration
was successful was the RGC's
COVID-19 response. The challenge
is to build collaboration into the
functioning of government in a more
routine manner, and at lower levels in
the political hierarchy.

3. A key aspect of successful policy

information is mobilising the support,
enthusiasm and compliance  of
stakeholders.  This  requires an
assessment of who is likely to be
affected by the policy, and what level
of input is required from them. The
COVID-19 vaccination programme was
highly effective at identifying vulnerable
sections of the population and rolling
out vaccines to them as they became
available. The programme was also
very effective in presenting a unified
public message about the benefits of
becoming vaccinated. Evaluating the
likely attitudes of stakeholders inside
and outside the public service and
establishing a change management
plan at an early stage is essential to
successful implementation.
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Background Paper 7
Delivering the skills required for
Cambodia’s clean energy transition

Dean Rizzetti

Abstracts

The clean energy transition presents a significant opportunity to create a dynamic new
workforce for Cambodia, spanning roles from highly specialised urban planners to technical
engineers. However, there is currently a significant skills gap that must be addressed if
Cambodia is to maximise the benefits from the shift to green energy.

Cambodia has made ambitious commitments to drive renewable energy expansion, improve
energy efficiency, and increase electric vehicle adoption. As a result, research has shown
that there is already a high demand for clean energy roles in Cambodia. Businesses are
struggling to find experienced local staff with technical expertise, forcing companies to make
significant investments in training in addition to onboarding graduates from educational
institutions. This demand will only increase.

To address this, there needs to be significant improvements in the coordination of technical
education, skill development and planning. Cambodia can address this by developing a Clean
Energy Skills Roadmap, creating a specialised Skills Forum, tailoring curricula, promoting
opportunities to youth, collaborating with international clean energy companies, and building
government capacity to plan for clean energy skills.

Without a proactive approach to skills development, there is a risk that Cambodia will forego
the benefits that the clean energy transition will bring. As the shift unfolds over subsequent
decades, investments made now in upskilling human resources will pay dividends for years
to come.
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The clean energy transition offers a once-
in-a-generation opportunity to create a
dynamic new workforce for Cambodia.
Roles required in the clean energy transition
range from highly technical professions
suchas grid engineering and urban planning,
to skilled workers erecting solar farms,
installing energy efficiency technologies
or maintaining electric motorbikes. These
roles require a high level of technical fluency,
with the ability to operate systems and
machinery and solve complex problems.

Addressing the skill demand for clean
energy  requires  foresight, strategic
planning, and ambition. Many of the jobs
in the clean energy economy are not yet at
the scale they will ultimately be at when the
transition accelerates. This means that the
government and the private sector need to

work together to estimate future demand,
enact ambitious policies to ensure the
development of new clean industries and
establish robust coordination mechanisms
between the private sector, universities,
Technical Vocational Educationand Training
(TVET) institutions and government.

Addressing the current skills gap will
require a major improvement in the quality
of technical education and the way in
which education is planned and executed
in Cambodia. Skill providers will require a
clear assessment of demand, and students
must be assured that their newly acquired
skillsets will lead to stable employment.
For this to take place, the government
must provide definite plans to unlock the
opportunities for clean energy skills.

Trends in clean energy skills

The Liechtenstein Development Service
(LED) has undertaken important scoping
work that has identified a number of trends
in the clean energy industry:

e Thereisalready ahigh demand for many
clean energy roles, such as electrical
engineers specialising in high-voltage
systems. These roles are likely to
increase significantly in the coming
years, as renewable energy, energy
efficiency and electric vehicle markets
are all required to grow significantly in

response to the government's climate
and energy goals.

e Businesses find it relatively easy to
recruit local early-career technical
specialists, but find it much more
challenging to source experienced local
staff with several years of technical
expertise and business development
skills. There is also a challenge in finding
candidates for highly specialised roles
- while it is relatively straightforward
for companies to fill positions such
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as solar system designers it is far
more challenging to fill more technical
roles such as automation engineers.
Consequently, Cambodians are missing
out on higher-paying jobs and companies
are limited in the complexity of systems
they can installed. This is exacerbated
by the lack of opportunities for students
to access work-realistic training while
studying and a shortage of experienced
professionals in the energy sector who can
serve as mentors and role models. There
is also a lack of training in key proprietary
software, such as AutoCAD, which can
lead to the need for additional in-company
training and learning on the job.

e Businesses are making significant
investments in training their staff, due
to a perception that universities and
training programmes have not provided
sufficient preparation. Cambodian
employers stated that a new graduate
typically requires between 5 to 7 months
of training to become fully operational.
However, job retention rates are low,
which makes training investments risky
for clean energy businesses. It was also
found that the lack of adequate training
within the industry has resulted in a
dependence on international companies
to provide necessary services.

What are the key occupations to facilitate the transition to clean energy?

To understand the types of skills that will be
required in the clean energy transition, LED
has undertaken detailed interviews with
businesses currently working within clean
energy field. Through these interviews, key
sectors have been identified that will need to
be addressed as a priority for the transition
to clean energy, and the fundamental roles
to fill within these sectors.

This analysis identified solar energy
deployment, energy efficiency and electric
vehicle (EV) deployment as the core
sectors to be addressed in the clean energy
transition. Of course, there are many
subsequent skills opportunities created
by the clean energy transition, such as
hydrogen production, wind energy, and
facilitating regional power trades. However,
these are more complex, with technologies
that are not currently operational in

Cambodia whereas solar, energy efficiency
and EV deployment all have existing policy
frameworks and a current demand for
workers now and into the future.

Solar energy: This sector's positions
include solar system designers who
have qualifications in electrical and
mechanical engineering with experience
designing, installing and connecting solar
systems, solar PV installers with practical
experience and automation engineers.
They would be responsible for developing,
testing and implementing software tools
or programmes to automate technical
operations. Maintenance staff would also
be required on an ongoing basis to operate
new solar installations.

Energy efficiency sector: The roles within
this sector include energy auditors (who
evaluate energy usage and suggest
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ways to improve efficiency), monitoring
& verification (M&V) specialists (who
verify and document energy savings) and
mechanical engineering and plumbing
(MEP) engineers (who design and oversee
the installation of new equipment).

Electric vehicles: This sector requires
electrical engineers, manufacturing workers
and maintenance mechanics. Cambodia’s
EV sector is relatively new, and many
companies operating in this industry are
branches of international corporations.

Cambodia needs an action plan to

maximise the skills opportunities created by clean energy

The opportunities created by clean energy
are significant, but realising this opportunity
requires extensive coordination, planning
and collaboration. Universities and training
facilities need to have total confidence
that their graduates will be required in
the employment market, and this means
the government must set firm targets
and policy deployment processes to
ensure the demand for these skills. Policy
coordination is also vital - training facilities
need to understand energy policy, and
energy policymakers must understand
the timeline, processes and constraints of
training facilities. Pursuing this will require
an evidence-based, coordinated approach,
which is outlined below:

Understanding the clean energy
skills opportunity

The scale of the clean energy transition
in Cambodia and worldwide is immense.
The International Energy Agency's Net
Zero Roadmap says that limiting global
warming to 1.5 degrees Celsius will require
an investment in clean energy of $4.5
trillion per year by 2030.

The first step in taking advantage of the
clean energy skills opportunity is mapping

Cambodia’s current training pathways
and estimating the workforce that will
be required in each of the key clean
energy sectors, such as renewable energy
deployment, electric vehicles and energy
efficiency. EnergyLab has worked with
LED to begin to analyse key sectors and
identify priority occupations in Appendix 1.
However, more analysis is required to rank
these opportunities fully.

Develop and endorse a clean energy
skills roadmap for Cambodia

Cambodia needs a central roadmap to
guide clean energy skills development.
This roadmap should clearly articulate the
current skillsgapsandidentify priority areas
that should be the focus of investment to
maximise the benefits of the clean energy
transition for Cambodians. The roadmap
should outline a phased approach to
enhance skills training, standardisation,
and efficiency. It will also propose targets
and timelines for development to ensure
that Cambodia has the skills it needs in
place to meet energy and climate goals in
a timely way. The roadmap should also be
designed to inform development partners’
investments in skills development. The
roadmap should be based on a detailed
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analyses of the current skills gaps in clean
energy and the suitability of currently
available courses. This would include
an analysis of how companies currently
deliver internal training efforts and whether
this could be better incorporated into
formal training programmes.

The roadmap should also provide clarity on
the institutional interactions required for
the clean energy transition by articulating
the roles and responsibilities of public
institutions and private actors. This will
help harmonise the delivery between
government ministries and across public
and private providers. This will lead to
consistent, standardised engagement
between content-driven line ministries
(e.g. Ministry of Mines and Energy, and the
Ministry of Public Works and Transport)
and skills focused ministries such as the
Ministry of Labour and Vocational Training
(TVET institutions) and the Ministry of
Education, Youth and Sport (technical high
schools, universities).

Create a specialised clean energy
skills forum

Developingthe Clean Energy Skillsroadmap
will require a series of structured dialogues
between industry, government, and
educational institutions on clean energy
skills requirements and opportunities.
These forums can be designed to operate
on an ongoing basis, providing a platform
to review emerging policies and to ensure
that Royal Government of Cambodia is
being provided with timely articulation of
industry needs.

This forum should grow as the clean energy
sector expands - with new industry players
actively encouraged to join. This will help
RGC agencies plan their skill priorities and,
most importantly, will ensure that emerging
professions such as ‘EV mechanics’ evolve
in line with industry needs.

Tailor the curriculum to deliver
clean energy skills

Following the clean energy skills roadmap,
Cambodia needs to undertake a coordinated
process of delivering comprehensive clean
energy curriculum development. This
should draw on international experience,
and be reviewed and endorsed through the
new Clean Energy Skills Forum.

Promote clean energy opportunities
to Cambodia’s youth

Once training pathways are well established,
it will be necessary to increase awareness
amongst Cambodian students about the
opportunities to focus on clean energy as a
career path. Concern about climate change
is widespread, but relatively few understand
how they can focus on clean energy through
their studies and, in doing so, become part
of the solution.

Collaborate with international
operators to improve skills transfer

Countries from across the region have
successfully managed the growth of skills
development in the clean energy sector,
and Cambodia needs to actively learn from
these examples. Cambodia can also use
its Clean Energy Skills Roadmap and Clean
Energy Forum to specifically target high-
value companies to expand their training
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aspirations - making the Kingdom both a
destination for investment and a leader in
clean energy skills.

Build the government’s capacity to
plan for clean energy skills

Skills development is a relatively marginal
component of energy policy. However, if
Cambodia is wants to maximise a skills
dividend from the transition to clean
energy, then skills development needs to
become embedded in policy making. This

is best done by ensuring that the ministries
responsible for delivering policy have the
experience incorporated within their teams.
These ministries can then collaborate with,
and lead, other ministries to ensure that the
skills required for the clean energy transition
arebeingdelivered. Tofacilitate this process,
government officials must be provided with
training in skills development to understand
how to embed skills development in their
broader programmes.

Conclusions

Cambodia has an incredible opportunity
to create thousands of new jobs.
However, without a proactive approach
that ensures the development of the
required skills, there is a real risk that the
clean energy transition will be delivered
by an international workforce. The clean

energy transition will take decades, so
investments made now will pay dividends
for years to come. Therefore, a clear
pathway, opportunities for collaboration,
and capacity development must be
supported now to build the foundations
for this vital sector.
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Background Paper 8

Cambodia Economic Diversification Pathways
Kelly Wyett

Cambodia’s rapid economic growth over
the past two decades has been driven
primarily by structural transformation,
as labour shifted from agriculture to
higher-productivity jobs in manufacturing
and services. However, the country's
growth model—dominated by garment
manufacturing, tourism, and construction—
is now facing limitations, necessitating a
shift towards a more diversified and resilient
economy. This report explores pathways
for economic diversification in Cambodia,
identifying key constraints and opportunities
to foster sustainable and inclusive growth.

The study underscores the importance
of economic diversification in enhancing
Cambodia’'s competitiveness and economic
complexity. Diversification also reduces
dependency on a few sectors, improves
resilience to external shocks, and facilitates
the production of higher-value goods and
services. The report applies an economic
complexity framework and product space
analysis to identify viable diversification
pathways, drawing on case studies from
ASEAN and beyond. It highlights that
Cambodia’s slow transition from garment
manufacturing to more complex industries,
such as electronics and automotive
production, is due to constraints in both
knowhow accumulationand competitiveness.

More specifically, competitiveness
constraints  include  uncertain  and
inconsistent regulatory enforcement, high
logistics and energy costs, and a skills
gap in technical and managerial roles.
Knowhow accumulation is constrained

176 Cambodia Economic Diversification Pathways

by weak linkages between domestic and
foreign firms (especially export-oriented
manufacturing firms). Despite attracting
significant foreign direct investment (FDI),
much of it has not contributed to industrial
diversification, as foreign firms primarily
operate in enclave-like structures with
minimal technology transfer to local firms.

To address these challenges, the report
identifiles  two primary diversification
pathways: (1) transitioning from agriculture
to agro-processing; and, (2) expanding from
garment manufacturing into electronics,
automotive, and machinery production.
Agro-processing offers a “low-hanging fruit”
approach, leveraging Cambodia’s existing
agricultural base to develop higher-value
food and agricultural products. Meanwhile,
electronics and automotive manufacturing
present a more strategic opportunity to
integrate into global production networks
and enhance Cambodia’s economic
complexity. The study also emphasises the
potential of “green industries,” particularly in
electric vehicle component production.

Policy recommendations focus on targeted
government facilitation, FDI promotion,
industrial policy, and enabling environment
reforms. Key measures include targeting
FDI incentives to pioneer firms in priority
industries, improving the investment climate
for strategic industries, strengthening
linkages  between local firms and
multinational corporations, expanding skills-
based immigration, improving certification
services and other quality infrastructure, and
leveraging SEZs for priority industries.



1. Introduction

1.1. Motivation

Cambodia’s economy has experienced
rapid growth over the past two decades.
Such growth was mostly driven by increased
factors of production,” with more moderate
improvements in productivity (Figure 1).
Improvements in productivity in turn mostly
came from structural transformation
as workers left agriculture for higher-
productivity jobs in manufacturing, services
and other industries (Penn World Table
20271; World Bank 2021).2

However, there are clear signs that the
current growth strategy has reached its
limits. Cambodians are already among the
hardest working populations in the world,

—

Specifically, average hours worked have increased
around 8 hours and the capital-output ratio has
more than doubled since the early 1990s. Source:
Penn World Table (2021).

Total productivity grew by 178 percent over
1997-2019, while within-sector productivity grew
significantly slower, indicating a large contribution
from employment shifts between sectors.

with very high annual working hours (Figure
2) and very high rates of employment.
Growth has been heavily reliant on a few
sectors— garment manufacturing, tourism
and construction—and dominated by large
firms, many of them foreign-owned. This
growth pattern has been neither inclusive
nor resilient, leaving the economy vulnerable
to external shocks.

Indeed, Cambodia’s exports are dominated
by the garment sector, which accounted
for 42 percent of exports in 2022. Services,
primarily tourism, contributed 21 percent,
while agriculture made up 13 percent (Atlas
of Economic Complexity 2024) (Figure 3).
In contrast to exports, Cambodia imports
a wide range of products, partly due to
undiversified local production (Figure 4).

In the medium-term, faster growth depends
on activating a new phase of structural
transformation through increased
productivity within sectors, especially the
manufacturing sector, and diversification
into higher complexity sub-industries.

Figure 1: Cambodia’s productivity growth trails comparator countries (output per hour

worked; constant 2021 international PPP S)
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Source: Authors' calculations based on Penn World Table (2021) and World Development Indicators by World Bank (2021)
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Figure 2: Cambodians work long hours at low productivity
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Figure 3: Cambodia’s exports are dominated by garments, 2022 (% total)

Source: Authors’ calculations based on international trade data from the Atlas of Economic Complexity (2024).

Figure 4: Imports are very diversified, reflecting undiversified domestic production, 2022

(% total)
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Source: Authors’ calculations based on international trade data from the Atlas of Economic Complexity (2024).
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1.2. About this report

Thisreport summarises research conducted
by the Cambodia Australia Partnership
for Resilient Economic Development, or
CAPRED, to support CDRI's study entitled
“Cambodia’'s New  Growth  Strategy:
An Assessment of Medium and Long-
term Growth for Resilient, Inclusive, and
Sustainable Development.” This report aims
to guide CAPRED and CDRI’s policy dialogue
on diversification and identify potential
activities  where these organisations
can support the Royal Government of
Cambodia’s (RCG) efforts to diversify the
economy.

This report is a summary of a more detailed
paper to be subsequently published on
CAPRED’s website.®

This report is organised as follows:

Chapter 1 discusses the methodology.

Chapter 2 details why diversification
is important, how it happens and what
facilitates diversification, and then
assesses economic diversification in
Cambodia.

Chapter 3 evaluates Cambodia’s
constraints to diversification.

Chapter 4 discusses how Cambodia can
overcome these constraints.

Chapter 5 proposes priority industries
for diversification.

Chapter 6 recommends policies to
facilitate diversification in Cambodia.

3 See www.capred.org

1.3. Methodology

We employ an economic complexity
framework (a measure of a country’s
productive knowledge) and apply this lens
to industry prioritisation. We undertake
product space analysis to help identify
feasible diversification pathways and
apply the growth diagnostics methodology
(Velasco, Rodrik and Hausmann 2005) to
understand the constraints to achieving
competitiveness.

Our analysis is also based off of dozens of
case studies? especially from other member
countries of the Association of Southeast
Asian Nations, or ASEAN, that illustrate how
countries have successfully developed,
or failed to develop, new industries and
diversify their economies. These case
studies explain how countries accumulate
the knowhow needed to develop new
industries and how government intervention
supports diversification.

This analysis was validated by CAPRED’s
fleld experience working with the
government and private sector in Cambodia
onissuesranging fromtrade andinvestment
attraction to agro-processing promotion,
renewable energy, SME development,
climate finance, public-private dialogue and
women’s economic empowerment.

4 Only a limited number of case studies are directly
cited in this report.
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2. The importance of economic diversification

Economicdiversificationinvolves expanding
a country’s economy by developing a wide
range of industries and sectors, rather
than depending on one or a few dominant
industries. This process reduces economic
risks, enhances resilience and dynamism,
enables the production of more complex
products and fosters higher employment
and economic growth.

Diversification contributes to increasing
economic complexity—the diversity and
sophistication of an economy’s productive
output, which reflects its underlying
productive “knowhow.” Empirical evidence
shows a strong correlation between a
country's complexity (measured by the
economic complexity index [ECI]) and
the income per capita it can generate.
Indeed, complexity can explain about 75
percent of the variation in income between
countries after controlling for a country’s
natural resource rents (as countries with
natural resources can be rich without being

Figure 5: Relationship between a country’s
ECIl and GDP per capita
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complex) (Figure 5). Economic complexity
is also important for future growth. That is,
countries whose economic complexity is
greater than what we would expect, given
their level of income, tend to grow faster
than those that are 'too rich’ for their current
level of economic complexity (Figure 6).

Our research indicates that while
Cambodia’s exports are still dominated by
garments, they have diversified significantly
over the past 15 years, particularly due
to the emergence of the electronics and
vehicle (primarily bicycle) sectors. This
diversification has improved Cambodia’s
economic complexity. By 2022, Cambodia
ranked as the 77th most complex country
on the Economic Complexity Index (ECI),
climbing 42 places since 2009 (Figure 7).

However, the  diversification from
garment manufacturing to more complex
manufactured products has been slower
in Cambodia compared to other Asian

Figure 6: Relationship between a country’s
ECI and GDP per capita growth
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Figure 7: Cambodia’s economic complexity ranking (out of 145 countries)
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Figure 8: Diversification away from garment manufacturing is occurring slower in
Cambodia than in other Asian countries (% world trade)
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Figure 9: The product space

W %

v

Source: The Atlas of Economic Complexity (2024)

Notes: Each node is a product, and its size is determined by its share of world trade. The structure of the product

space is defined by links between products based on the probability that both are exported by the same countries.
The colour of each product node corresponds to its sector, defined empirically as collections of products that are

countries that industrialised in previous  the domestic market (National Institute of
decades (Figure 8). This is likely due to  Statistics 2022; World Bank 2023).

greater global competition and stricter
constraints on industrial policy from
trade agreements, which limit protective
measures for new industries. Additionally,
Cambodia’s  slower accumulation  of
industrialknowhow, evidenced by the limited
number of Cambodian-owned garment
factories and low share of Cambodians
in senior positions (around 45 percent),
contributes to this slow diversification
(Ministry of Labour and Vocational Training
2024). Indeed, across all industries, most
exports are produced by foreign firms,
while Cambodian-owned firms mainly serve

The key obstacle to diversification is the
difficulty of acquiring new productive
knowhow in the absence of supporting
industries. To overcome this, countries
typically expand into industries that are
“adjacent” to their existing strengths—
producing goods that require similar
capabilities, such as moving from shirts to
pants, rather than from shirts to engines.
Therefore, the most effective diversification
strategies focus on leveraging current
industries as a foundation for developing
new, related industries.
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Figure 10: Cambodia’s position in the product space (2021)

. | T R

Textiles Agriculture  Stone Minerals Metals

B = 5 b

Chemicals

Vehicles Machinery Electronics Other

Source: Atlas of Economic Complexity (2024).

Notes: Coloured nodes show products that Cambodia exports with an RCA>1. Grey nodes show all other products.

The product space is a visual representation
ofthe similarities between products covering
all exported goods, but not services (Figure
9). A tightly connected product space
implies that neighbouring products differ
in only a few of their requisite capabilities,
making them more viable candidates for
diversification.

Cambodia’s position in the product space
reflects the dominance of garments in its
export basket (Figure 10). Of Cambodia’s
exports, those in the more densely
connected and central areas of the product
space provide the best opportunities for
diversification (including electric motors,
solar panels, tyres and bicycles).

Emerging research (see Hausmann 2018)
shows how countries accumulate the

knowhow required to diversify and the role
of government policies and strategies in
attracting, developing and retaining this
invaluable resource. Importantly, it shows
that knowhow flows through incredibly
slow and narrow channels. Traditional
tools like urbanisation, education and
digital connectivity fall short in effectively
disseminating the knowhow necessary for
diversification and improving productivity.
The policy takeaway is straightforward:
knowledge resides in people. The path
forward lies in attracting skilled individuals
through foreign direct investment (FDI),
skills-based immigration and other labour
mobility (such as returned migrants,
diaspora and labour exchanges between
firms).
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3. Cambodia’s constraints to diversification

Diversification  requires knowhow and
competitiveness. That is, a country needs to
know how to make a product and to be able
to do so at a competitive price-quality point.

* Knowhow: The productive knowledge
that goes into producing products
(goods and services), as well as the
knowledge of what can be produced
competitively in a country

+ Competitiveness: A country's ability
to sell its products on global markets,
taking into account product quality,
price, innovation and market access

3.1. Lack of knowhow

Diversificationis path dependent; a country’s
ability to accumulate new knowhow
and diversify into  higher-complexity
industries depends on their existing level of
diversification and connectedness to other
products (measured by the Complexity
Outlook Index [COI]). Cambodia’s COl
is slightly below average, reflecting the
dominance of garment exports and
limited diversification into other industries.
However, Cambodia’s COl has been steadily
improving in line with recent diversification
into electronics and vehicles. Overall,
Cambodia has a moderate number of
opportunities to diversify using existing
knowhow.

Cambodia also faces constraints in terms
of utilising labour mobility to accumulate
new knowhow. While Cambodia has
attracted significant FDI over the last 20
years (equivalent to 10 percent of its GDP,
one of the highest rates across ASEAN), a
minority of this has been invested in new

184 Cambodia Economic Diversification Pathways

industries.®  Furthermore,  productivity
spillovers and linkages between foreign
and domestic firms are rare. Most FDI firms
rely on imported inputs and do not create
backward linkages or share knowledge,
which restricts technology transfer and
productivity growth through global value
chain participation. This is especially
apparent in the garment industry, where
over 95 percent of exporters are foreign-
owned (World Bank 2021).

Immigration, another key path for
accumulating  knowhow, is also not
especially restricted. Cambodia is the
second most open country to migrants
according to one measure, allowing 99
percent of nationalities to enter without a
prior visa (Henley Openness Index 2024).
However, government policy does not
target migrants with new skills or actively
facilitate other forms of targeted labour
mobility, such as returned migration.

3.2. Poor competitiveness

Given the many constraints to Cambodia’s
competitiveness, there is a need to identify
the most binding constraints, and hence
the policies that are likely to provide the
‘biggest bang for the reform buck.” CAPRED
has developed a framework for doing so
based on the growth diagnostics literature
(Velasco, Rodrik and Hausmann 2005)
(Figure 11).

The framework highlights that investors’
decisions to start or expand a business,
as well as their profitability, depend on

5 National Bank of Cambodia data on FDI by sector



Figure 11: A framework for identifying constraints to competitiveness
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investment attractiveness (encompassing
risk and return), and their ability to finance
that investment at an appropriate cost.

As discussed above, productivity growth has
been slower in Cambodia than competing
countries. Unsurprisingly, we find the most
binding constrains in the country to be
directly or indirectly about productivity.

High infrastructure costs

High infrastructure costs (specifically,
poor logistics and high energy costs) are a
significant but not always binding constraint
to Cambodia’'s competitiveness. Poor
logistics, especially regarding transportation
infrastructure, significantly raise operational
costs and risks for investors, particularly
in manufacturing. While projects like the
Phnom Penh-Sihanoukville  Expressway
have improved connectivity, rural areas
remain poorly connected, increasing
business costs outside urban centres and
special economic zones. Indeed, Cambodia
ranks 115th out of 138 countries in the
Logistics Performance Index. Lengthy
border and export formalities further hinder
trade, limiting Cambodia’s ability to integrate
into global value chains. High energy costs

Legal and Aooessto !
Macro Financial |
regulatory Intermational |
stability framework finance ek !
N ) i
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and unreliable power supplies also raise
operational costs and risks, especially in
energy-intensive manufacturing.

Skills gap

Cambodia’s skills gap is another significant
but not always binding constraint. This gap
is characterised by both quantity (a shortage
of workers in specific technical areas) and
quality (inadequate preparedness among
graduates for high-demand sectors)
constraints. According to a recent survey,
74 percent of businesses report challenges
in hiring qualified staff, with 30 percent citing
under-qualification as a critical barrier. The
gap is especially prevalent in construction,
manufacturing and engineering, where
there is a persistent lack of workers with
technical skills, management experience
and quality control expertise. “Soft skills” are
another critical gap identified in all sectors
(EuroCham 2024).

Cambodia’s labour productivity, although
showing improvement, remains significantly
lower than that of its regional and global
peers. This undermines the country's
competitive advantage derived from its
relatively low labour costs.
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Weak rule of law

The rule of law ensures the consistent and
transparent application of a country’s legal
and regulatory framework, creating a stable
foundation for property rights, contract
enforcement, and accountability. However,
in Cambodia, significant gaps exist between
the legal framework and its implementation.
While reforms such as the 2021 Investment
Law have improved regulations on paper,
domestic and foreign investors face
persistent challenges, including unclear
laws, inconsistent application of regulations
and prolonged legal dispute resolutions.
Such challenges are consistently cited
as the number one constraint faced by
domestic firms and foreign investors alike.
Cambodia also scores lower than other
middle-income countries for the following
World Bank governance indicators: rule of
law, control of corruption, and regulatory
quality.

Inconsistent implementation of taxation is
a major pain point for the private sector.
Foreign firms in particular report frequent
audits, informal payment demands,
unclear laws and inconsistent tax burdens.
The unpredictability of tax policies and
enforcement, especially compared to more
stable tax environments in Vietham and
Thailand, deters compliance and raises
perceived risks.

While weak rule of law directly undermines
competitiveness by increasing risks for
investors, the way firms adapt to this
constraint indirectly affects Cambodia’s
productivity. This adaptation promotes
informality and drives large domestic firms
to concentrate on non-tradable sectors
such as construction and banking.
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Industry-specific constraints

As well as the economy-wide constraints
discussed above, there are binding
constraints  specific to the industries
we recommend Cambodia target for
diversification.

In agriculture® these include:

The  dominance of  smallholder
farming, characterised by inconsistent
production volumes, variable quality
of raw materials, outdated machinery,
inadequate skills andrestricted access to
capital collectively hinder the efficiency
and scalability of their operations.

The absence of a reliable market and
fragmented value chains, characterised
by weak linkages between farmers,
processors and buyers, and the
lack of long-term contracts limit the
development of economies of scale and
reduce competitiveness.

Missing inputs essential for improving
product quality, including quality
infrastructure (Ql, regulatory
frameworks for food quality standards,
modern technology and skilled labour
limit the ability of producers to meet
international market requirements.

These constraints are exacerbated and
taken advantage of by importers of raw
agricultural  products in  Cambodia’s
neighbouring countries.

6 See World Bank (2021) “A Strategy to Diversify
Cambodia’s  Growth Model”; ADB (2021)
“Cambodia Agriculture, Natural Resources, and
Rural Development Sector Assessment, Strategy,
and Roadmap”



The electronics industry faces two
additional constraints, including the lack
of primary domestic production and a
shortage of skilled workers (see Ven and
Hing 2019; Royal Government of Cambodia
2022; Botineau, Monti and Pocock 2023).

These constraints partly explain  why
Cambodia’s transition from a garment-
dominated economy to one that includes
electronics has been slower compared to
other countries.

4. Overcoming Cambodia’s constraints to diversification

4.1. Overcoming constraints to
knowhow accumulation

As discussed above, Cambodia’s economy
is characterised by a moderate level of
complexity (measured by the Economic
Complexity index [ECI]) and moderate
opportunities for diversification (measured
by the Complexity Outlook Index [COI]).
This situation suggests a dual approach to
knowhow accumulation:

+ Take strategic bets: Fully exploit
multiple policy levers and public
investment to achieve diversification in
targeted strategic industries

+ Exploit low-hanging fruit: Address
bottlenecks to jump the small distances
to nearby new industries

We use the product space methodology to
identify the most suitable “strategic” and
“low-hanging” industries, taking into account
an industry’s relatedness, complexity and
connectivity (Figure 12). Doing so shows
that:

« Agro-processing is the best industry
for a “low-hanging fruit” approach, given
its high relatedness and moderate
complexity.

» Electronics is the best industry for a
“strategic bets” approach, given it has
the highest relatedness score of the
high-complexity industries.

4.2. Overcoming constraints to
competitiveness

Given Cambodia’s  constraints  to
international competitiveness and
diversification, it is important to consider
what diversification approaches might be
possible. We identified three overlapping
strategies. Priority industries should align
with at least one of these strategies, and
ideally, all three.

Promote specialty, niche and
premium products where international
competition is low and demand is less
price-sensitive; that is, industries where
the constraints are less relevant.

Promote industries  that exploit
Cambodia’s  potential ~ competitive
advantages; that is, compensate for
constraints.

Promote  industries  where  the
constraints to competitiveness are less
binding; that is, avoid constraints.
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Figure 12: Cambodia’s sector diversification frontier by industry in 2022
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Source: Authors' calculations using the latest data from the Atlas of Economic Complexity (2024)

Note: Bubble size relates to the size of global trade

Of course, longer term, Cambodia will
need to tackle its binding competitiveness
constraints to sustain growth; that s,
it will need to address constraints. We
recommend several policies for doing so in
the recommendations section below.

Promote specialty, niche, and premium
products

Such products tend to fulfil a specialist
demand, enabling high margins to be
charged on relatively simple products.
Such products often have a ‘high quality’ or
a ‘cultural’ brand value. Examples include
Fiji water, Italian fashion brands like Gucci,
luxury Swiss watch brands like Rolex,
premium Korean cosmetic brands like
Sulwhasoo and Scottish Whiskey brands
like Glenfiddich.

Cambodia has been successful in adopting
this strategy for several agricultural
products, although such products make
up only a small fraction of Cambodia’s
agricultural exports. Examples include
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organic rice, specialty rice varieties, organic
moringa and Kampot pepper. Results
include:

Certified organic rice exported to Europe
and the US, typically receives a 20—30
percent price premium compared to
conventional rice (Grow Asia 2022)

« Following  Geographical Indication
registration in the EU, Kampot pepper
exports surged by over 250 percent
in 2017 compared to the 2013-2016
average (FAO 2023a)

Garment  manufacturing is  another
industry where firms can receive premium
pricing through ethical and environmental
standards. However, the adoption of such
standards remains limited in Cambodia due
to barriers such as the cost and complexity
of obtaining certifications, reliance on
imported textiles and the focus on low and
mid-tier consumer markets.



Exploit Cambodia’s potential competitive
advantages

We recognise several potential competitive
advantages that Cambodia is already using
to attract investors seeking a production
base for new export-oriented industries,
including:

Macroeconomic and Political Stability.
Cambodia’s dollarised economy, with
80-90 percent of transactions in USD,
supports macroeconomic stability by
minimising exchange rate risks and
maintaining low inflation. This stability
enables better long-term business
planning, especially for export-driven
industries like manufacturing (AMRO
2024a). Political stability over the past
two decades has further enhanced the
country’s investment appeal by delivering
relatively consistent and predictable
policies. Indeed, a 2024 AmCham survey
highlighted political stability as a key
draw for 74 percent of investors.

Market Access. Historically, Cambodia’s
Least Developed Country (LDC) status
has provided reduced or zero tariffs
for most exports to most countries.
However, Cambodia aims to graduate
from such status in the future. In the
absence of LDC status, Cambodia will
still benefit from several preferential
trade  agreements, including the
ASEAN Economic Community and the
Regional Comprehensive Economic
Partnership, offering access to over 2.2
billion consumers (ASEAN Secretariat
2023). Existing free trade agreements
with countries like China, South Korea
and Japan also enhance its ability to
integrate into global supply chains (GIZ
2023; AMRO 2024a).

Growing Workforce and Domestic
Market. With over 50 percent of the
population under 30, Cambodia has
a young and affordable workforce
ideal for labour-intensive industries
like garments, agro-processing and
electronics assembly. This demographic
dividend, supported by a growing 30-49
age group, boosts consumer spending
and credit markets. Unlike aging
neighbouring countries, Cambodia’s
youthful population offers long-term
labour supply and economic growth
potential (World Bank 2023; Mekong
Strategic Capital 2024).

Agricultural Potential. As one of the top
ten global rice producers and the world's
second-largest producer of raw cashews,
Cambodia has an agricultural surplus
that positions it well in regional markets,
particularly in food-importing countries.
This foundation presents a compelling
opportunity for FDI, especially as demand
grows in neighbouring economies (FAO
2023b). Plans for agri-food industrial
parks aim to enhance agro-processing
and attract sustainable investment in
higher-value  segments,  positioning
agriculture as a key growth area.

Renewable Energy Opportunities.
Cambodia’s  abundant solar and
hydropower resources support its
renewable energy potential, with

62 percent of energy already from
renewables (UNFCCC 2023). The
government's commitment to net-zero
emissions by 2050 and the growing
global interest in sustainable projects
offer early-stage opportunities  for
investors in solar energy and renewable
exports within ASEAN (AMRO 2024b).

Background Paper No. 08 189



» Strategic Location. Cambodia’s central
location in ASEAN makes it a competitive
manufacturing hub amid global supply
chain shifts, and a suitable candidate
for “Country +1"7 strategies, where firms
establish secondary factories near
existing operations to enhance resilience
and sustainability (GIZ 2023).

Promote industries where the constraints
to competitiveness are less binding

Toidentify new industries capable of thriving
within Cambodia’s constraints, itis essential
to examine sectors and firms that have
already demonstrated competitiveness
and analyse the strategies underpinning
their success. The garment industry offers
valuable insights in this regard. Its reliance
on foreign ownership and export-oriented
markets significantly reduces interactions
with the domestic regulatory environment.
Firms in this sector predominantly use
imported inputs, minimising dependence on
local supply chains, and frequently operate
within Special Economic Zones (SEZs),
which provide streamlined regulations.
Additionally, the industry has capitalised on
international partnerships that enforce best
practices in governance. Effective industry
representation  through the Garment
Manufacturers Association in Cambodia
has further strengthened the sector by
facilitating structured engagement with the
government on rule of law and regulatory

7 For example, many multinational companies and
their suppliers, particularly in electronics and
garments (including Samsung, Apple  and Nike),
have adopted a “China +1" approach by maintaining
production in China while shifting part of their
operations to Vietnam. This move is driven by
lower labour costs, trade agreements (e.g., CPTPP,
EVFTA) and Vietnam’s growing infrastructure.
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matters, ensuring a more predictable
business environment (Ear 2009).

To address logistical challenges, garment
producers, and other export-oriented
manufacturing firms, often locate near key
trade routes, such as Sihanoukville port or
the borders with Vietnam and Thailand. To
mitigate the risk of power outages, they
operate in SEZs with independent electricity
supplies or invest in private generators.®

Other export-oriented manufacturing
industries that could apply these strategies
include the assembly of electronics,
vehicles and other low-complexity
products like toys and furniture.

However, such strategies are neither optimal
nor sustainableinthe longterm. In particular,
operational isolation reduces opportunities
for technology transfer, domestic supplier
linkages and broader economic spillovers.
As such, Cambodia must ultimately address
its constraints to improve competitiveness,
integrate domestic firms and maintain
ongoing diversification into more complex
industries.

8 CAPRED interviews with manufacturing firms across
several SEZs (2025)



5. Proposed diversification pathways

Given the constraints, opportunities and
suggested strategies discussed above,
we recommend Cambodia pursue the two
diversification paths discussed below.
Here we provide an indicative view of
what is possible and how diversification
from current production to more complex
industries can occur.

Throughout this report, we define short-term
as within five years, medium-term within a
decade and long-term as over a decade.

5.1. Agriculture to agro-

processing

Industry overview

Cambodia’s agro-processing sector
remains underdeveloped, despite the

country's abundant agricultural resources
and diverse agricultural base. Most existing
processing is of relatively low complexity,
such as rice milling, cassava starch
production and processing pepper. More
complex processed products include cereal
preparations, dairy products and vegetable
oils. Estimates of the share of processed
products in agricultural exports range from
51to 12 percent (see Sok, Yang and Tynarth
2021; General Department of Customers
and Excise Data 2024).

Justification for prioritisation

Our decision to recommend agro-
processing for diversification is driven by
the following considerations:

Agro-processing is the best industry
for a "low-hanging fruit” approach given
its high relatedness and moderate
complexity.

Diversification into  agro-processing
typically facilitates ongoing
diversification into chemical products
that rely heavily on inputs derived
from agriculture (including cosmetics,
biofuels, bioplastics, cleaning products,
vitamins and pharmaceuticals).

Agro-processing offers opportunities to
promote specialty, niche and premium
products.

Agro-processing offers opportunities
to use the following competitive
advantages: unprocessed agricultural
production, market access, a growing
workforce, macroeconomic and political
stability, renewable energy potential and
strategic location and proximity to key
manufacturing hubs.

Agro-processing also offers opportunities
for job creation, alignment with trade
and FDI trends in the ASEAN region and
integration with global and regional value
chains.

Diversification opportunities

Agro-processing presents two  broad
diversification pathways in Cambodia.

+ Short term: scale up and increase the
complexity of existing agro-processing
industries. Cambodia currently
processes small portions of its key crops,
such as rice, cassava, maize, cashew,
banana, mango and pepper. However,
much of this processing is limited
to small-scale and low-complexity
operations. The figure highlights value
chains in ASEAN for three of Cambodia’s

Background Paper No. 08 191



major crops, detailing typical products,
processing steps, complexity levels
and major firms, showcasing room for
growth in both market share and value
addition.

¢ Medium term: developing new agro-
processing industries. Using the
product space methodology, we identify
diversification opportunities that
balance viability (relatedness to current
capabilities) and favourability (higher
complexity and connectivity). Promising
new agro-processing sub-industries
include beverages and liquids (such
as beer and vinegar), processed cereal
products (such as noodles and rice
paper) and other processed foods (such
as coffee concentrates, baking powder
and sauces).

5.2. Garments to electronics,
automotive and machinery

Industry overview

The electronics industry in Cambodia
emerged around 2011, driven by FDI
from Japanese firms seeking to diversify
production from Thailand. By 2023, the
industry had grown significantly, with 99
firms operating and employing around
54,000 people (Botineau, Monti, and Pocock
2023), and electronic products accounting
for 7.5 percent of exports in 2022 (Atlas of
Economic Complexity 2024).

The vehicles and machinery sectors are
relatively less established in Cambodia. In
2022, vehicles and machinery accounted for
3.3 and 1.6 percent of exports respectively,
with bicycles making up 85 percent of
vehicle products (Atlas of Economic
Complexity 2024).
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As is typical across other countries,
Cambodia’s  electronics, vehicle and
machinery  production includes low-

complexity products (such as insulated
wires and cables), and final product
assembly. These entry points align with
Cambodia’s competitive advantages of low
labour costs and market access.

All three industries are dominated by
foreign firms and rely heavily on imported
components, resulting in low value addition
and weak integration within the domestic
economy. For example, local content
accounts for only 26 percent of bicycle and
motorcycle manufacturing (CDC  2022).
Similarly, around 75 percent of electronic
exports are offset by imported components
(Botineau, Monti, and Pocock 2023).

Justification for prioritisation

Our decision to recommend electronics
(and subsequently, vehicles and machinery)
for diversification is driven by the following
considerations:

Electronics is the best industry for a
“strategic bets” approach given it is
the most viable of the high-complexity
industries.

Diversification into electronics typically
facilitates ongoing diversification into
other high-complexity manufacturing
industries like vehicles and machinery.

Electronics offers opportunities to take
advantage of the following competitive
advantages: favourable trade
agreements with major export markets,
a growing workforce, macroeconomic
and political stability, renewable energy
potential and strategic location and
proximity to key manufacturing hubs.



Like garment manufacturing, electronics
is also an industry where the constraints
to competitiveness are less binding

Electronics, vehicles and machinery
also offer opportunities for job creation,
alignment with trade and FDI trends in the
ASEAN region and integration with global
and regional value chains.

Finally, all three industries overlap
significantly with “green industry.” In
particular, the shift toward electronic
vehicles, or EVs, presents a significant
opportunity ~ for ~ Cambodia.  Unlike
internal combustion engine vehicles, EV
components are of moderate complexity
and relatively lightweight, making them
suitable for cost-competitive production
in Cambodia. By leveraging its existing
base of wiring harness manufacturers
and implementing supportive policies,
Cambodia can position itself as a regional
hub for EV component production.

Diversification opportunities

Diversification opportunities over time in
electronics, vehicles and machinery are
summarised in Figure 13 and explained in
more detail below.

Electronics

In the short term, Cambodia can expand
its presence within the electronics value
chain to establish a resilient foundation by
producing versatile components that cater
to a wide range of end products.

Inthe medium term, Cambodia canadvance
up the value chain by focusing on higher-
value assembly and targeting more complex
product segments, especially consumer,
industrial and network electronics.

In the long term, Cambodia can pursue
more complex products including:

Automotive  electronics:  targeting
advanced components to integrate
further into the regional automotive
value chain, particularly in response to
the rise of EVs

Medical technology : Developing entry-
level electronics components for this
high-growth global sector

Cambodia could also work towards
becoming an integrated electronics
production hub, spanning the entire

value chain from design and component
manufacturing to sub-assembly and final
assembly.

Vehicles and machinery

In the short to medium term, Cambodia can
focus on realising the potential of recent
FDI deals in vehicle assembly, especially
the announced BYD EV assembly plant.
Cambodia can also build its manufacturing
base by cementing the foundation in nascent
industries and establishing itself as aregional
assembly hub. Focus areas include:

Simpler, labour-intensive vehicle
components, such as wiring harnesses,
tyres, seats and basic electronics and
electrical components (like sensors,
switches and basic communication
devices)

Basic parts (like pumps, pulleys and ball
bearings)

Basic equipment (such as
equipment, toys and games)

sports
Simple machines like appliances

Domestic production of the inputs to
bicycles and motorcycles to increase
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value addition and strengthen domestic
supply chains

In the long term, Cambodia can move up
the value chain into more complex, higher
value-added components. Key focus areas
include:

Traditional automotive components
such as radiators, thermal systems and
safety electronics

EV components such as converters,
inverters, vehicle control units, electric
motor casings and battery pack
assembly

More complex industrial parts such as
turbines, valves and filters

More complex equipment, such as
medical devices

Figure 13: Diversification pathways in electronics, vehicles and machinery
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6. Recommendations

A wide body of research and strategies
already exists on economic diversification
and the constraints to private sector
developmentin Cambodia(e.g. OECD 2018;
World Bank 2021; AMRO 2024c). While
these documents comprehensively address
Cambodia’s competitiveness challenges
and the industries with diversification
potential, they do not sufficiently discuss
how to achieve diversification. Relatedly,
their recommendations focus on improving
competitiveness with limited emphasis
on facilitating diversification through the
accumulation of knowhow.
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Another challenge with the existing literature
is the sheer volume of recommendations.
While reform prioritisation is usually discussed,
dozens of recommendations still end up on
the high-priority list. This ‘laundry list’ approach
can encourage ‘policy reform fatigue’ (Velasco,
Rodrik and Hausmann 2005).

Given these findings, we offer a tailored,
non-comprehensive list of both high impact
and “low-hanging” recommendations.® We
add to the existing literature by focusing our
recommendations on:

9 Referring to policy actions that are relatively easy to
implement, quick to achieve, and potentially provide
immediate benefits.



Figure 14: Policy levers to accelerate growth through diversification into higher complexity

industries

Goal Diversification, higher complexity and economic growth

Requirements Competitiveness

Knowhow

Government Facilitation and Targeting

1

FDI Promotion

Attract priority firms, facilitate knowhow

transfer

Policy Levers

Special Economic Zone (SEZ)

Improve competitiveness locally, facilitate
knowhow dissemination

Industrial Policy

Coordinate government effort and incentives to attract investment in new high-complexity industries

Enabling Environment Reform

Improve the legal, regulatory and institutional environment to attract investment and improve

Source: Authors

- How to acquire knowhow and facilitate
diversification

-« Alleviating the binding constraints to
competitiveness, discussed above

+ How the government can best use
financial incentives and other industry
support to facilitate diversification

- What is politically supportable and
administratively feasible within
the short to medium term, (or close
to feasible with assistance from
organisations like CDRI or other
development partners)

Note that the Overview Report, as well as
its background papers, include detailed
recommendations addressing several of
the constraints identified by this report,
especially skills, governance and effective
policy implementation. As such, we cover
these constraints in less detail.

competitiveness

As shown in Figure 14, the government has
several policy levers to achieve these goals.
Each is discussed in turn below.

6.1. Government facilitation and
targeting

Further target government reforms and
fiscal support to priority industries

Currently, government agencies and
strategies prioritise many industries. Such
broad priorities effectively result in little
to no actual targeting. In other words, if
everything is a priority, nothing is a priority.

Instead, the government should consider
providing more support to fewer firms. This
support should go to industries discussed
above to compensate for the market
failures in the diversification process
and other competitiveness constraints.
This applies to all government support,
especially regarding: FDI promotion, fiscal
incentives like tax breaks, trade promotion,
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subsidised loans and grants and skills
development programmes. Existing firms
in well-established exporting industries
have already demonstrated that they are
internationally competitive and therefore do
not require ongoing government support.

Recommendation: RGC (led by Ministry
of Economy and Finance) should proceed
with the planned evaluation of tax
expenditures, focusing on the effectiveness
of fiscal incentives in attracting FDI,
promoting diversification, and boosting
competitiveness. The evaluation should:

Identify which sectors gain the most
from existing incentives and whether
these translate into tangible benefits
such as technology transfer, skills
upgrading, and domestic value addition.

Benchmark  Cambodia’s  incentives
with regional competitors to ensure
alignment with global best practices and
avoid unnecessary tax losses.

Identify redundant incentives.

Assess whether firms can easily access
incentives for knowhow accumulation
and competitiveness (e.g., for labour
exchanges, skills development, or
technology adoption), and identify
barriers such as lengthy or complex
application processes that may deter
use.

Based on the findings, RGC should then:
Retarget incentives to pioneer investors

in priority sectors.

Adopt performance-based incentives
to further tie expenditure to outcomes
such as job creation, local sourcing, and
skills development.
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Improve transparency and access by
simplifying and clarifying the incentive
regime and application processes to
reduce investor uncertainty and increase
uptake of effective incentives.

Establish ongoing monitoring and
adjustment to keep incentives aligned
with evolving priorities.

6.2. FDI promotion and SEZs

FDI is a tried and trusted path for
accumulating the knowhow required to
diversify into new industries. It can also
generate demand for goods and services
from domestic firms. We recommend
strategies and policies to not only attract
FDI, but ensure that it facilitates knowhow
transfer to domestic workers and firms.

Attract and facilitate FDI in agro-
processing and electronics, including
through the use of SEZs

Cambodia has attracted significant FDI
over the last 20 years; however, a minority
of this has supported diversification into
new priority industries. The required policy
response is therefore to improve FDI
quality by targeting pioneer firms in priority
industries. FDI incentives are also a critical
tool, but they are not sufficient on their own.

The RGC should not only seek higher
quality FDI, but also actively encourage the
transfer of knowhow from foreign firms
to domestic firms and workers to drive
ongoing diversification and sector growth.
This requires targeted policies that: (1)
promote labour mobility through expatriate
visas and exchange programmes; (2)
encourage foreign investors to invest in
skills  development and promote local
workers to senior technical and managerial



positions over time and (3) establish
stronger linkages with local firms.

Several existing government policies set out
similar recommendations. In particular, the
Council for the Development of Cambodia’s
(CDC) “Automotive and Electronics Sectors
Development Roadmap” makes the case
for prioritising electronics and contains a
detailed plan for attracting FDI in this sector.

Recommendation: We recommend that
the RGC scale up their efforts (primarily
through the CDC) to identify and then
support pioneer entrepreneurs looking
to invest in priority industries that can
generate the greatest knowhow and other
positive spillover effects. Specifically, the
CDC should:

Receive additional resources and
capacity for investment promotion and
facilitation

Leverage Article 28 of the Law on
Investment to offer additional flexible
incentives for pioneer firms in priority
industries

Better coordinate with the Ministry of
Commerce (MOC) and pool resources
to conduct joint investment and trade
promotion activities abroad

Ensure existing incentives (from the Law
on Investment) are easier to access and
delivered on time

Actively encourage foreign investors to
use existing tax incentives for skilled
labour exchanges and on-the-job training

Focus investment facilitation efforts on
common constraints like land availability
and tenure, infrastructure (especially
renewable energy), QI) and logistics
(especially through the use of SEZs), as

well as expediting approvals (such as
Environmental Impact Assessments)

Establish and regularly update a
database of state-owned or otherwise
available land suitable for investors
in priority industries (both individual-
purpose plots and dedicated SEZs)

Digitise FDl-associated processes to
enhance efficiency and fairness (by
automating tasks, reducing bureaucratic
delays and ensuring transparent
procedures)

Coordinate with the Ministry of Labour
and Vocational Training to make flexible
long-term visas available for senior
technical expatriates employed by
foreign investors in priority industries

Promote cross-border collaboration
through programmes such as Thailand
Plus One

Recommendation: The RGC, led by the
Ministry of Economy and Finance, should
proceed with the planned evaluation of the
Skills Development Fund and investigate
how the fund could better target the skills
needed by foreign investors in priority
industries. Depending on the results of
the evaluation, pilot initiatives could be
developed to improve such targeting.

Fast track the approval and
implementation of the planned agro-
processing industrial park

Ongoing cross-ministry efforts to establish
Cambodia’s first agri-food industrial park
are an excellent example of the government
effort to attract FDI and establish SEZs in a
priority industry (agro-processing). Indeed,
a recent feasibility study found that an agri-
food industrial park could contribute an
additional USD5.1 billion to the Cambodian
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economy by 2045 and employ over 100,000
people while lifting over 20,000 people out
of poverty each year.

Recommendation: Fast track approval
of the government’s plans to develop an
agro-processing industrial park led by
the Ministry of Economy and Finance.
Specifically, the government should:

Offer a targeted FDI incentive package,
including supporting infrastructure

Promote the “private sector led,
government-linked” industrial park model

Attract  internationally  experienced
industrial park operators to run the agro-
processing park

Provide an on-site one-stop facilitation
service for permits, taxes, customs,
certifications, etc.

6.3. Industrial policy

Industrial policy refers to strategic efforts
by the government to promote the
competitiveness, innovation and expansion of
key industries. Typical industrial policy tools
include tax incentives, funding, subsidising
research and development, trade policy
(such as tariffs or free trade agreements) and
targeted infrastructure investment.

Industrial policy also includes more direct
industry interventions through dedicated
public agencies; Such approaches can be
especially successful when targeted and
coordinated to address market failures.

Promote linkages to SMEs

Cambodia’s economy has grown rapidly
over the past two decades. However, this
growth has been primarily driven by large
firms, many of which are foreign-owned, in
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only a few sectors: garment manufacturing,
tourism and construction. This growth has
been far from inclusive and has made the
economy less resilient to external shocks.

Small and medium-sized enterprise (SME)
linkages refer to supplier-buyer relationships
between large firms and SMEs along industry
value chains. SME linkages support broad-
based economic growth by fostering SME
competitiveness, innovation, employment
and export growth. Strong linkages also
facilitate productivity transfer while serving
as attractive signals for new FDI.

Moreover, fostering stronger linkages
with SMEs could offer Cambodia several
advantages for the future, particularly as
the country will face stricter requirements
around local content requirements and
rules of origin. By enhancing SME linkages,
Cambodia could increase local production,
which supports meeting the local content
thresholds necessary to access preferential
trade agreements.

Ideally, such linkages should be built with
Cambodian-owned firms. However, in the
short-term, foreign parts suppliers can also
be encouraged to invest in Cambodia.™®

10 For example, a Chinese electronics manufacturer
already located in Cambodia plans to relocate more
elements of his supply chain to Cambodia. He noted
Cambodia’s competitive advantages, including
lower labor and land costs compared to Vietnam
and China. However, the shortage of local suppliers
remains a key challenge, forcing the firm to import
most inputs from China and Vietnam, increasing
costs and lead times. To address this, the investor
plansto encourage his Chinese suppliers to establish
operations in Cambodia, streamlining the supply
chain and reducing dependencies. CAPRED (2025)
interview with a Chinese electronic manufacturing
firm in the Bavet SEZ.



The business environment and the limited
capabilities of both local firms (especially
SMEs) and local workers are cited by
foreign firms as the main reasons for
limited linkages (Phurik-Callebaut 2020).
Recommendations to improve the enabling
environment are discussed below, while this
section recommends policies to improve
SME capacity.

Recommendation: Establish a SME
linkages programme, potentially under
Khmer Enterprise (led by the Ministry
of Industry, Science, Technology and
Innovation). Essential elements of this plan
include:

Focus on industries that support
Cambodia’s larger diversification and
competitiveness goals and provide the
greatest opportunities for SME linkages
and knowhow transfer. As discussed
above, these include electronics and
agro-processing.

Work with industry associations to
understand the needs of larger firms and
ensure that SME support programmes
are aligned with these needs

Identify SMEs with the potential to
reliably supply larger firms. Provide
these SMEs with end-to-end support
including financial aid, capacity building
and matchmaking

Provide market research and information
services to help SMEs understand
market demands and identify potential
opportunities

Establish platforms or events for
matchmaking between SMEs and larger
firms, such as trade fairs, networking
events and online platforms

Improve support on access to finance,
including through partnerships with
the Credit Guarantee Corporation of
Cambodia, the Agriculture and Rural
Development Bank (ARDB), SME Bank
and the recently established Cambodia
Climate Financing Facility

Better coordination with the CDC and
MOC on FDI and export promotion

Renewable energy support for targeted
firms and industries

As discussed above, electricity costs

are a commonly cited constraint
to competitiveness.  While much of
Cambodia’s  electricity  supply  and

associated costs are locked in over the
medium term, small adjustments to energy
policy can help reduce electricity costs and
improve reliability for industries targeted for
diversification.

An  immediate  policy to improve
competitivenessistoadjusttherooftop solar
compensation tariff. While it is important
for Cambodia not to ‘open the floodgates'’
and potentially destabilise the grid, the
current law does not allow the government
to adjust the compensation tariff flexibly
across industries and geographic locations.
Such policy flexibility for industrial parks is
currently being pursued by Vietnam (The
Investor 2025).

This  proposal serves to improve
competitiveness by reducing electricity
costs and support diversification into
new manufacturing industries, while also
promoting climate resilience and green
growth. At the same time, it does not
require direct government expenditure,
can be implemented rapidly and is not
administratively difficult to implement.
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Recommendation: The RGC, led by
the Ministry of Mines and Energy,
should significantly lower or remove
the compensation tariff for strategic
industries, such as agricultural processing
(which has large economic multiplier
effects), electronics manufacturing and
other priority FDI sectors. For example,
such an exemption is part of the incentive
package for the government's proposed
agro-industrial park. This would encourage
new investment while avoiding grid
destabilisation.

Expanding the nighttime electricity tariff is
another policy move to reduce the impact
of high electricity costs on Cambodia’s
competitiveness. Currently, the nighttime
tariff—set at almost half the daytime rate—
is available from 9 pmto 7 am. However, its
impact is limited as the complex application
process deters firms from taking advantage
of the reduced rates, and the current start
time is too late for many businesses to
adjust their operations.

Recommendation: Cambodia’s electricity
utility (Electricité du Cambodge, EDC)
should amend the nighttime electricity
tariff. Specifically, EDC should extend
the tariff start time to 6 pm to better suit
business operations and simplify the
application process to encourage broader
participation. Additionally, EDC should
prioritise access for key industries, such
as agro-processing and electronics, and
conduct awareness campaigns to increase
uptake.

Improve quality infrastructure

Ql refers to the system of public and private
institutions, policies and services that
ensure products, services and processes
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meet established standards of quality,
safety and efficiency. This includes
elements of standardisation, accreditation,
metrology, conformity assessment and
market surveillance.

Quality control (including sanitary and
phytosanitary measures) are essential for
helping firms access and maintain access
to export markets and target niche markets
with higher prices.

Certification measures, including organic
fairtrade, ethical and other sustainability
certifications, are also essential for product
differentiation and accessing niche markets
with higher prices. This applies to both
processed and unprocessed agriculture
and forestry products.

Shortfalls in Cambodia’s Ql are currently
constraining exports in the priority industries
like electronics and agro-processing.

Recommendation: The RGC, led by the
Ministry of Industry, Science, Technology
and Innovation, should continue with plans
to develop a government-wide Roadmap
for QI to improve standardisation,
compliance and efficient certification
of product quality. The roadmap should
identify gaps and impediments across
Cambodia’s Ql institutions and regulations,
recommend specific improvements and
detail the budget and staff required to
implement the recommendations.

Promote skilled immigration, returned
migration, and diaspora investment

Immigration is one of the fastest and
most direct ways to bring in knowhow.
Immigration policies should focus on
attracting foreigners bringing needed
knowhow to generate new industries.



In particular, foreign investors almost
always need to fill senior technical
and managerial roles with experienced
foreign workers while establishing a new
business. For example, Thailand has made
liberal immigration a key aspect of its FDI
promotion. By enabling the growth of new
industries, skilled migrants will create
far more jobs for Cambodian workers
than the few positions filled by foreign
specialists. Over time, even these jobs can
be transferred to Cambodian workers once
the knowhow has been transferred. While
Cambodia does not impose especially
high barriers to immigration currently, it
could do more to encourage skills-based
immigration.

A country’s migrants and diaspora also
have the potential to create new industries
by bringing knowhow and market
connections. This process is already
partly underway in Cambodia, where many
returned migrants have started businesses
upon their return. However, such
businesses are usually not focused on new
industries or exporting.” Several countries
have launched successful programmes
to repatriate skilled migrants or leverage
large diaspora, including India, Taiwan,
and China (World Bank 2006). Cambodia
could learn from these experiences and
implement a similar but contextualised
programme.

Recommendation: The Ministry of
Industry, Science, Technology and
Innovation, together with the Ministry of
Labour and Vocational Training, should
develop and implement a talent attraction

11 CAPRED case study collection based on interviews,
news articles, and other media.

plan targeted at skilled immigrants, and
Cambodian migrants abroad diaspora with
manufacturing knowhow.

6.4. Enabling Environment Reform

Business-enabling  environment  reform
refers to the process of creating or
improving legal, regulatory and institutional
frameworks to support private sector
development. Such reform is essential for
lowering business costs, attracting new FDI,
and ultimately, sustaining robust economic
growth.

Althoughthe CDC'sintroduction of the Single
Portal System aims to streamline business
registration, implementation at local levels
needs to be more consistent. Provincial
authorities often need more capacity
and resources to process investment
applications efficiently, leading to further
delays and frustration. Similarly, efforts
have been made to improve Cambodia’s
legal infrastructure, such as establishing
the National Commercial Arbitration Centre.
However, many foreign investors who prefer
international arbitration lack confidence in
Cambodian legal institutions and judicial
independence.

Prioritise the regulatory environment
improvements required to enhance
competitiveness in priority industries

The regulatory requirements on businesses
in Cambodia, delivered through services
like registration, licensing and permits,
are burdensome and lack clear policy
objectives, necessitating comprehensive
reform. As of 2023, approximately 5,105
services are provided by line ministries, state
agencies and subnational administrations,
managed through inter-ministerial Prakas
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with the Ministry of Economy and Finance.
Many of these services were established
primarily to collect non-tax revenue, with
little justification for their necessity or
support for business sectors. The lack
of a comprehensive review has led to a
proliferation of non-functional services
that impose unnecessary burdens on
businesses.

Recommendation 7: Conduct a regulatory
review and impact assessment (led by
the Ministry of Economy and Finance,
with collaboration from line ministries
and the Ministry of Interior) with the goal
of streamlining processes, decentralising
services to the subnational level through
One Window Service Offices and promoting
digitalisation via online platforms at both
national and subnational levels.

One Window Service Offices at the
subnational level are a key mechanism for
delivering administrative services to SMEs
and citizens, but have yet to reach their
full potential due to several challenges.
These include uncoordinated functional
transfers from line agencies, unclear
legal frameworks (e.g., issues for street
vendors without a permanent address)
and complicated application processes
imposed by line ministries. Additionally,
efforts to digitalise these services by the
Ministry of Interior have been hampered
by insufficient funding and poor integration
with national digitalisation initiatives.
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Recommendation 7: Realise the potential
of One Window Service Offices through
a combined approach of functional
assignment and regulatory streamlining
(led by the Ministry of Economy and
Finance, Ministry of Interior, and Ministry
of Industry, Science, Technology and
Innovation regarding the informal economy
policy). Functions transferred to these
offices should be reviewed and justified, and
the application processes streamlined to
reduce compliance burdens. Furthermore,
increased support from the Ministry of
Economy and Finance and development
partners is essential to expand and
strengthen digitalisation at One Window
Service Offices and link them with national
efforts, such as the CamDX business
registration platform. Specifically, the
government should:

Link remaining ministries to the Single
Window Service Offices and ensure
clear approval procedures and cost
transparency

Digitise and streamline processing of
registration, licensing, certification,
taxation and customs systems/permits

Accelerate the decentralisation of
One Window Service Offices at the
subnational level
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Background Paper 9
A New Growth Strategy for Cambodia:

Economic Scenarios
Roland Rajah and Ahmed Albayrak

Cambodia was one of the fastest growing
economies in the world prior to the
pandemic. Given this strong performance,
The Royal Government of Cambodia’s
Vision 2050 aims for the country to reach
high-income country status by mid-century.
The COVID-19 pandemic, Russia's invasion
of Ukraine, and a troubled domestic real
estate sector have made it challenging
for Cambodia to sustain historic growth
rates. Further challenges on the horizon
include slower global economic growth,
geoeconomic fragmentation, rising
automation, and increasing climateimpacts.
To reach high-income country status under
these adverse conditions, Cambodia needs
to overhaul its growth trajectory. In this
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paper, we model three alternative scenarios.
In a business-as-usual scenario, Cambodia
would find itself stuck in the middle-
income trap. By contrast, an accelerated
reform scenario would target high potential
sectors such as electronics manufacturing
and agro-processing which is projected to
deliver annual economic growth averaging
6.4 percent for the rest of this decade. In
the long run however, more comprehensive
reforms to improve governance and support
human development are required. In a
comprehensive reform scenario, Cambodia
can sustain economic growth rates of 5-6
percent per year over the decades ahead,
reaching high-income country status by
around 2060 or broadly mid-century.



1. Introduction

Cambodia has achieved rapid economic
progress over the past three decades.
Economic growth has been among the
fastest in the world while basic development
outcomes have improved significantly.
The Royal Government of Cambodia
(RGC) aims to sustain this rapid progress.
Vision 2050 aims for Cambodia to reach
high-income country (HIC) status by mid-
century. This is a challenging task which
few countries in history have been able to
match. It is made even more challenging
given the recent global shocks including the
COVID-19 pandemic starting in early 2020
and economic spillovers from Russia’s
invasion of the Ukraine beginning in 2022,
both of which have imposed large economic
costs on Cambodia. Looking ahead, the
global economic environment has become
less favourable while Cambodia also faces
internal economic challenges that together
imply a difficult immediate growth outlook,
most notably related to the end of the real
estate boom.

This paper assesses Cambodia’s prospects
for delivering Vision 2050 based on
qguantitative modelling and a systematic
policy gap analysis. The main conclusion is
that returning to rapid growth and a pathway
towards reaching HIC status by broadly
mid-century is feasible but will require a
new strategy. Like the previous East Asian
miracle economies, Cambodia’'s growth
strategy must inevitably adjust to continue
along the path of rapid development.
Conversely, failing to recalibrate would put
Cambodia’s growth story at risk, potentially
seeing it join the ranks of many other

countries that have ultimately become
mired in the middle-income trap (Kharas
and Gill 2020).

The scenario modelling undertaken in
this paper suggests that in a business-as-
usual (BAU) projection, economic growth
would be considerably slower than before
the pandemic. Between 2024-2030, the
BAU scenario would see economic growth
stuck at about 5.4 percent per year, similar
to its current pace. This would still place
Cambodia as a relatively fast-growing
economy by international standards.
However, it would be well below the rate
of progress desired by Cambodia and its
political leadership. Over the longer term the
costs of continuing as BAU would be even
higher and could see Cambodia stuck in the
middle-income trap and possibly never able
to reach high-income status.

Cambodia’s existing growth strategy
— built on political stability, prudent
macroeconomic policy, and economic
openness — has allowed the country to
take advantage of its key competitive
advantages in low-cost labour, world class
tourism assets, and its geographic position
in the dynamic East Asia region. However,
these pillars alone are no longer enough. For
instance, real wages for low-skilled workers
have already risen substantially over the
past decade as the pool of cheap labour
from the countryside has dried up. This
means higher incomes for many workers
but has also outpaced improvements in
productivity, eroding Cambodia’'s export
competitiveness.

Background Paper No. 09 207



Cambodia needs a new growth strategy.
When considering the required growth
strategy we draw on the work of Rodrik et
al. (2017, 2024) who emphasise several
key points regarding growth strategies for
developing countries. First, rapid economic
growth is almost always primarily
generated through structural change,
rather than improvements in general policy
fundamentals, such as governance. Second,
though manufacturing is typically the most
important driver of rapid growth through
structural change, its power is diminishing
due to automation and heavy international
competition.  Third, increasingly the
major source of non-farm employment is
traditional services (e.g. trade, hospitality,
personal services etc.), therefore boosting
productivity in services is a key imperative
for both growth and inclusion. Finally,
improving core  fundamentals, e.g.
governance and human capital, remains
crucial for sustaining growth over the long
run, even if these play a more limited role
in generating fast growth in the short-to-
medium term.

This  paper therefore  recommends
Cambodia adopt a new growth strategy
focused on two streams of policy effort.
The first and more immediate policy stream
focuses on accelerating Cambodia’s
medium term economic prospects through
prioritised sector policy efforts. This should
be targeted at a limited subset of high
potential industries (notably electronics,
agro-processing, and tourism) together
with policies to support small and medium
enterprises (SMEs) and the informal
sector. Recognising the fact that rapid
growth usually relies on achieving strong
performance in a few key sectors, while
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achieving inclusiveness requires economic
growth reach the majority of lower income
workers in traditional services and the
informal sector. If Cambodia can succeed
in this regard, economic growth would be
considerably faster, averaging 6.4 percent a
year over the rest of this decade.

Note that our modelling indicates that
returning to the rates of economic growth
achieved before the pandemic (7 percent
or higher), appears not realistic due to
both changes in the external economic
environment as well as domestic changes,
most notably the end of the real estate
boom. From a more theoretical and
modelling perspective, economic catchup
effects can also be expected to dissipate as
income per capita rises. With that in mind,
the government should also be careful
to avoid setting excessively high growth
targets. This would likely damage future
growth prospects or risk an eventual crisis,
for example due to a return to unsustainable
real estate investment, credit growth, and
environmental degradation.

The second part of the growth strategy
recognises that comprehensive reform is
needed to sustain fast growth over the long
term and ultimately make the transition to
HIC status. The focus here is on human
capital  development (education and
health) and improving institutional quality
(or governance) as well as addressing key
environmental sustainability and social
resilience. Reform in these areas will take
time to bear fruit. However, growth will
inevitably slow without progress on these
key fundamentals. With success in these
areas, Cambodia is projected to achieve
rapid and broad-based growth sustained



at 5-6 percent in later decades. This would
be enough to reach HIC status by the early
2060s. However, preliminary GDP updates
by the government indicate that income
per capita may be 15 percent higher than
current figures suggest. Incorporating
this into our projection suggests that
high-income status could therefore be
reached a few years earlier or enough to
claim the objective as achieved by broadly

Figure 1: Scenario development pathways

mid-century. Figure 1 and Table 1 below
summarise the key results of the growth
modelling carried out for this paper.

The rest of this paper is organised as
follows. Section 2 first presents a policy
gap analysis to assess Cambodia’s reform
progress and the risks of falling into the
middle-income trap. Section 3 discusses the
overall approach to modelling taken in this
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paper and introduces the two approaches
that are used. Section 4 introduces the
neoclassical growth model as the first
approach used in this paper. Section 5 does
the same for the structural transformation
model as our second approach. Section 6
then presents the BAU scenario projection
and a comparison with Cambodia’s pre-
COVID-19 trajectory. Section 7 presents the

‘accelerated sector policies only’ scenario
that could deliver faster growth over the
coming decade. Section 8 presents the
“comprehensive reform” scenario that will
be needed to sustain growth in the 5-6
percent range over the longer term and
reach high-income status by around 2060.
Section 9 concludes.

2. Policy gaps and avoiding the middle-income trap

Before we delve into the modelling of
Cambodia’s future growth prospects, we
first review Cambodia’s performance in
key policy domains important to its future
economic growth and the related risks of it
falling into the middle-income trap (Kharas
and Gill 2020). Whether a specific “trap”
exists or not is debatable (Pritchett and
Summers 2014). What is clear however is
that the reform requirements for sustaining
rapid growth get harder to successfully
deliver as countries develop, at both a
technical and political level, while new
growth strategies must be developed and
effectively implemented.

To investigate the risk of Cambodia falling
into the middle-income trap, we conduct a
policy gap analysis to examine Cambodia’s
performance across key policy and
institutional domains widely considered
important  growth fundamentals. The
analysis draws upon commonly used
variables measuring key policy domains
and compares Cambodia’s performance
to: 1) countries at a similar level of GDP
per capita; 2) whether Cambodia’s score
is improving; 3) the gap between where
Cambodia is today and the norms for high-
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income countries; and 4) the year that
Cambodia would reach these norms given
present trends. As an example, Figure 2
illustrates how the analysis was conducted
for several key variables — human capital,
rule of law, and infrastructure - by
comparing Cambodia’s position relative to
the estimated relationship between policy
variable scores and GDP per capita across
all countries with available data. The full
results of the analysis are presented in
Table 2 as a heat map.

The policy gap heat map points to the risk
of Cambodia getting stuck in the middle-
income trap given its present trajectory.
Cambodia does well in terms of several
key areas closely linked to manufacturing —
such as trade policy (tariffs), infrastructure
quality, openness to FDI, political stability,
and government effectiveness.  This
explains Cambodia’'s strong ability to
generate rapid growth to date via structural
transformation. However, Cambodia faces
challenges in terms of the broader business
environment, with worsening logistics
performance, regulatory quality, and digital
restrictiveness. Hence, the regulatory
reform agenda to support Cambodia’s



Figure 2: Cambodia’s relative performance in three key policy domains
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manufacturing competitiveness is
incomplete and not progressing fast
enough in all areas.

In terms of human capital — which affects
both manufacturing competitiveness and
longer term growth potential — Cambodia
is making progress in education quantity as
shown by the lower secondary completion
rate and human capital index (based on
years of schooling for the average worker).
However, the gap in education quality
is large, while basic health outcomes
are improving very slowly. Note that the
available data also does not yet reflect the
impact of the COVID-19 pandemic, which
imposed significant education and health
losses.

In terms of deep institutional factors critical
to sustaining long term growth — such as
rule of law — the picture is less promising.
Cambodia underperforms relative to its
peers and thereis alarge gap across all areas
relative to HIC norms. Importantly, while

Cambodia’s scores are improving in some
dimensions over time, this is not occurring at
the required pace to bridge the gap.

The  most  significant  institutional
challenge is enhancing governance and
transparency. Cambodia currently ranks
among the lowest globally in measures of
governance effectiveness, both in general
and compared to other lower middle-
income countries, with progress remaining
slow (Figure 3). Hypothetically, if Cambodia
managed to sustain high growth in line
with the comprehensive reform scenario
but continued with only its current level
of governance improvements, it would
face significant challenges in maintaining
institutional integrity at HIC levels. The only
countries with similarly limited governance
indicators along this hypothetical growth
pathway are resource-rich (e.g. Russia,
Iran, Iraq) and/or countries experiencing
prolonged difficulties advancing beyond
middle-income  status (e.g.  Mexico,

Background Paper No. 09 211



Table 1: Policy gap analysis — How adequate is Cambodia’s pace of reform?

Human Capital Index*** _

Lower secondary
completion rate
PISA

Maternal mortality rate

Average tariffs

FDI restrictiveness
Infrastructure quality
Digital restrictiveness

Tax revenue % GDP
Political stability
Government effectiveness
Regulatory quality

Rule of law

Control of governance

*Change in level of policy variable score over past decade based on closest available data
** Assuming continuation in the annual pace of change over past decade.
**Pre-pandemic trend

Figure 3: Control of governance vs GDP per capita
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Paraguay). To achieve its long term
economic ambitions, Cambodia will need
to accelerate efforts to strengthen its
institutional effectiveness and transparency.

The policy gap analysis reveals that
Cambodia has outperformed in openness

and stability measures that enabled the
manufacturing sector to thrive. However,
the regulatory reform agenda is incomplete
while underperformance on human capital
and institutional quality is likely to inhibit
sustainable growth in the long run.

3. Modelling approach

It is worth noting the inherent limitations
of growth modelling. Despite much work
in the academic literature, the precise
determinants of economic growth are still
not well understood, and it is not possible
to say with much certainty what the precise
growth effects of specific policies might
be (Growth Commission 2008). Even
measurable reform has empirically proven
a weak explanator of sustained changes in
the pace of economic growth (Haussman et
al. 2004). Much also depends on changes
in technology, the effects of which are
impossible to predict. Future shocks are
almost inevitable. For instance, experts
warn that future pandemics are highly likely
(Penn 2021). Most fast-growing economies
have experienced financial crises that
have set back their progress significantly
(Aizenman et al. 2017). Finally, all countries
are unigue and there are very few countries
that have achieved the kind of economic
growth Cambodia has in the past and which
ithopestoachieveinfuture. Thelistis limited
tothe original East Asian miracle economies
(South Korea, Taiwan, Hong Kong, and
Singapore) and China and Vietnam more
recently. Cambodia is already an outlier and
its vision for continued economic success
is premised on remaining one.

This paper therefore relies on modelling
approaches that capture the broad forces
driving economic growth. It aims to
establish realistic expectations for future
economic growth based on alternative
scenarios and a useful framework for
determining the overall growth strategy
required. Two projection methodologies are
employed. First, a standard neoclassical
growth accounting model whereby growth
is disaggregated and projected based
on its proximate sources: the number of
workers employed, how skilled they are
(education), the availability of public capital
(e.g. infrastructure) and private capital
(e.g. factories and equipment), and Total
Factor Productivity (TFP) which captures
all other factors and is often interpreted to
reflect market efficiency, technology and
innovation, and institutional quality. The
second model is a more sophisticated
structural transformation model involving a
series of estimated regressions determining
employment and productivity in each
sector of the economy (e.g. agriculture,
manufacturing, mining, construction, etc.).
These are then brought together into a
single economy-wide model.

Future growth is projected using both
models under several scenarios, including
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a ‘BAU’ scenario, an ‘accelerated sector
policies only’ scenario to capture the key
strategy required to realise faster growth,
and a ‘comprehensive reform’ scenario
capturing the additional reforms required
to sustain rapid longer term growth and
ultimately the achievement of HIC status.
The average of the two model projections
are used for all scenarios allowing our
projections to capture the insights of each
model while avoiding overreliance on a
single projection framework. Since both
models focus on estimating underlying
trends growth potential, we use short-run
growth forecasts by the IMF for 2023-2025
to reflect short-run cyclical factors before
switching to our model forecasts from 2026
onwards.

Both models capture the idea of ‘conditional
convergence’ — that poorer countries tend
to grow faster than richer ones, as there
are more opportunities to catchup to the
global frontier (Barro 2012). Conversely, as
countries develop, growth typically slows.
The advantage of the neoclassical model is
that it is a very widely used approach with
clear theoretical foundations and several
key policy variables directly incorporated
into the model (education, public and
private investment). The key limitation is
that the most important factor is usually
growth in TFP, which as a residual is
difficult to interpret and forecast. Of note, in
fast-growing economies, structural change
(the shifting of workers from less to more
productive sectors) is usually a major
driver of both growth in TFP and private
capital accumulation. However structural
change is not explicitly modelled in the
neoclassical framework. This is where the
structural transformation model is useful
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in addition to its ability to provide a more
sector specific explanation of growth. The
main disadvantage of the model is that it
is difficult to directly incorporate specific
policy variables into the framework given
the aforementioned issues in the literature
in credibly estimating causal effects.

A general word on data. We use the recently
released rebased national accounts data
as provided by the Cambodian National
Institute of Statistics (NIS). According to
the rebased data, Cambodia’'s economic
growth has been higher than previously
estimated. Economic growth is estimated
to have averaged 8.1 percent from 2000
to 2019, compared to 7.6 percent using
the older GDP series. The latter already
implied that Cambodia had been one of
the fastest growing economies in the
world, prior to COVID-19. The rebased GDP
series suggests that Cambodia’s economic
performance is estimated to be about one
third higher than previously thought. Overall,
the rebased data imply that Cambodia has
been progressing much faster towards, and
is much closer to realising its long term
development vision than previous numbers
suggested.

The rebased data also carries implications
important to the modelling exercises
undertaken in this paper. First, and most
obviously, the significant differences
between the rebased and old GDP series
mean that any modelling undertaken to
project future growth using either data
series will produce different results and
policy implications. Hence, the rebased GDP
data not only affects our understanding of
Cambodia’s past performance and current
level of income but also our projections of
future growth. Second, the rebased data



is not yet reflected in key international
databases which the models used in
this paper draw upon. Adjustments have
therefore been made by the authors to
integrate Cambodia’s rebased data with
these international datasets. Third, the
rebased investment data is much higher
than previously reported as a share of GDP
and the ratio has also been rising rapidly
over the past decade, compared to a flatter
trajectory under the older GDP series
(Figure 4). This has important implications
particularly for the neoclassical growth
model. In this, the rate of investment is a
key input variable and creates an important
point of differentiation from previous
studies of Cambodia’s potential growth,
such as that completed by the World Bank
in 2019 when inadequate investment (and

national savings) was identified as the key
policy issue.

Finally, itis worth noting that the government
is currently completing work for a further
GDP rebasing exercise. This is expected
to increase GDP and GDP per capita
by 15 percent compared to the current
series. We do not incorporate this into our
modelling exercise as we do not have the
complete updated national accounts data.
However, we incorporate GDP and GNI
per capita being 15 percent higher than
current estimates when considering the
implications for Cambodia’s ability to reach
HIC status by mid-century.

Figure 4: Investment has been revised much higher
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4. Neoclassical growth model

The first approach uses a neoclassical
growth  accounting  framework  first
conceptualised by Solow (1956) and Swan
(1956). Inthe traditional neoclassical growth
accounting framework, there is only labour,
physical capital and TFP (Solow 1956).
In this version, we disaggregate physical
capital into public and private capital and
also augment labour with human capital.
The approach is similar to that in Rajah
and Leng (2022) and Devadas and Penning
(2018).

The neoclassical growth accounting
framework is given by the equations below.

Yt:At' (Ktpub/ic)w_ (Kfprivate)%(p-ﬁ . (ht' Lt)ﬁ (7)
9,79, G e (TP B)* G e ™Be 9,18+ 9, (2)

Where: Y the real output is decomposed to
capital (K), human capital per worker (h) and
the number of workers (L) and total factor
productivity (A); measured as the residual
of economic growth denoting unexplained
factors such as technology and institutional
quality. 8 and ¢ are the elasticities of output
to labour and public capital respectively. B
is set at 0.6 while ¢ is set at 0.14 following
Devadas and Penning (2018). The elasticity
of output to private capital is taken as 1-¢-
B, reflecting the standard assumption of
constant returns to scale. g refers to the
growth rate of respective variables.

To obtain the data required in these
equations, we consult several sources.
We obtained the historical output and
investment rates from NIS. For public and
private capital stock we begin with the IMF
capital stock database. However given the
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substantial changes in Cambodia’s national
accounts data with the recent rebasing, we
recalculate the public and private capital
stock numbers utilising the latest data
based on the same methodology as the
IMF. For human capital and the number
of workers, we use the Penn World Tables
(PWT) and United Nations Population
Division respectively.

Using the neoclassical growth framework,
we can break down Cambodia’'s stellar
historical growth performance into its
proximate sources (Figure 5, top left panel).
The most notable aspect of Cambodia’s
growth story is the large contribution from
physical capital, most notably private
investment but with public investment also
playing a very sizeable role. Over 2000-
2019, physical capital accounted for about
two thirds of total economic growth, with
private capital contributing almost two
thirds to economic growth. Moreover, the
pace of investment has been rising rapidly,
going from 17 percent of GDP at the turn of
the century to 23 percent of GDP by 2010
and reaching 38 percent of GDP in 2022
(Figure 5, top right panel). At this level,
Cambodia’s investment rate is now one of
the highest in the world. It also presents a
dramatically different picture to that using
the old national accounts data, which had
investment peaking at 24 percent of GDP in
2020.

Despite a rapidly rising investment rate, it is
notable that there was no commensurate
rise in the pace of economic growth. This
is captured by the deterioration in the
incremental capital output ratio (ICOR).



The ICOR measures how much additional
capital is required to generate an additional
unit of output and is usually interpreted
as measure of efficiency or the economic
return of investment at the macroeconomic
level. A rising ICOR implies less efficient
investment in that more and more capital
is required to generate an additional unit
of output. In Cambodia’s case, the ICOR
has risen quite sharply, indicating declining
investment efficiency (Figure 5, bottom
left panel). Partially related to this has
been a slowdown in TFP growth (bottom

right panel), though at about 2 percent per
year before the pandemic it remained at a
decent level by international comparison.
A plausible interpretation of declining
investment efficiency and TFP growth is
that rising investment has been increasingly
channelled into less productive areas,
notably real estate. It is also, however, likely
a reflection of convergence effects and
the declining ability to realise easy catch-
up gains in capital deepening and TFP, for
instance through structural change.

Figure 5: Cambodia’s growth story using the neoclassical framework
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5. Structural transformation model

The second modelling exercise draws on
more recent literature (Rajah and Albayrak
forthcoming; Zhu et al. 2019; Sasaki et
al. 2021). The approach estimates a
series of individual regression models
for employment and labour productivity
for all sectors of the economy - ie.
agriculture, manufacturing, mining, utilities,
construction, trade services, transport
services, financial services real estate
services, business services, government
services and other services. We use an
extended version of the GGDC/UNU-WIDER
Economic Transformation Database for
labour productivity and employment for
12 sectors. We use data for 51 countries
that were considered developing countries
during the period from 1970 to 2018. See
Appendix | for a full list of countries and
sector definitions. For Cambodia, we use
the rebased sector output shares from
NIS and sector employment numbers from
ILO. The approach involves estimating
a series of individual regressions for
the employment share for 11 economic
sectors contained in the GGDC database.
Agriculture is treated as the residual sector
of employment reflecting the idea of Lewis
(1954) of surplus traditional agricultural
workers. We also estimate regressions for
the growth of labour productivity for all 12
sectors.

The utility of the overall model lies in
capturing within a single integrated model
several key facts well established in the
literature on structural transformation and
economic growth in developing countries.
The first is that of conditional convergence,
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whereby countries and sectors with lower
productivity levels exhibit faster growth,
catching up over time to richer ones after
adjusting for country-specific factors (Barro
2016; Rodrik 2012; Dieppe and Matsuoka
2021). Second, is the evolving relationship
between manufacturing employment and
development as documented by Rodrik
(2015), Felipe (2014), and Kruse et al.
(2022), among others. Specifically, the
share of manufacturing in total employment
tends to rise with higher levels of GDP per
capita before declining as the economy
matures and labour costs rise, following a
hump-shaped pattern. Critically however,
there is also evidence of ‘premature de-
industrialisation, whereby employment
de-industrialisation now sets in at lower
levels of development compared to earlier
decades, generally thought to reflect
technological changes (automation) and
China’s role in crowding out other countries
in manufacturing. The final key stylised fact
is of rising ‘servicification’ of the economy
(Nayyar et al. 2021; Rodrik et al. 2017,
Baldwin 2019; Buera and Kaboski 2012),
reflecting the movement of workers from
agriculture into traditional services, the
rising value-added role of services as inputs
within global value chains, and advances
in information communication technology
which have made trading services across
borders increasingly possible.

We begin by estimating labour productivity
growth within each sector using a fixed
effects model with robust standard errors.
The key aspect in line with the literature
being that labour productivity in each



sector is expected to exhibit ‘conditional
convergence’ — whereby countries with
lower sector labour productivity exhibit
faster growth after controlling for other
relevant factors. The regression is given by
the following equation:

v, =a+pBiny,

+YD,+eD,+¢, ©))
Where V,,is the annual labour productivity
growth rate in sector i, country j and
year t. Iny, is the natural log of the labour
productivity level in 2015 PPP terms’, D, is
a set of country fixed effects, D, is a set of
time fixed effects, a, is the constant term
and g, Is the error term. The coefficient
B' represents the convergence rate in
sector i and is expected to have a negative
sign, indicating that countries with lower
productivity levels will exhibit faster growth.
The inclusion of country fixed effects
provides a simple and standard method of
controlling all other country specific factors,

including geography and institutions.

We also estimate the relationship between
sectoral employment shares and GDP per
capita whilst controlling for population
with the following fixed effects model with
robust standard errors using the same
methodology as Rodrik (2015). The key
aspectbeingthat sectoremployment shares
follow a non-linear (quadratic) relationship
with the level of GDP per capita, which can
be interpreted as capturing how sectoral
employment shares generally evolve in line
with the economic development process.
The regression is given by the following
equation:

1 We used PPP conversion factors from the World
Bank.

empshare, =a+B,Inydp,+B,(Inydp )’ +
B.Inpop,+ B 4(/npopﬂ)2+Y(./DU.+<ptDt+ € (4)

Where empsharem is the employment share
of the sector j, in country j and year t. Ingdp,
is the natural log of the GDP per capita of
countryjinyeartin 2015 PPP terms, /npopﬂ
is the population of country j in year t, D, is
a set of country fixed effects, D, is a set of
time fixed effects, a, is the constant term
and g, is the error term.

Econometric results for both sets of
equations are contained in the appendix.
Similar to other studies in the literature,
all coefficients are found to be highly
statistically significant with the expected
signs. Bringing these individual models
together and combining this with
demographic projections (for total and
working age population) from the United
Nations Population Division allows us to
construct an integrated economy-wide
model with employment and output
growth in all sectors. The time effects
in Equation 4 follow a consistent linear
trend so we extrapolate these for future
years. In Equation 3, we found no trends
in the time effects, so we do not make
any adjustments. To more finely calibrate
the model, we include 5-year average
error terms in all individual regression
equations.
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6. Scenario 1: Business-as-usual (BAU)

The need for a new growth strategy reflects
a confluence of internal and external
factors. Internally, economic growth before
the pandemic was overly reliant on an
unsustainable real estate boom that has
come to an end while saddling domestic
firms with high debts and banks with poor
assets. Economic growth has also been
driven by unsustainable land expansion
and an overly narrow export base while
exhibiting little industrial upgrading and
slowing  productivity —growth. Recent
economic shocks have left the government
with less fiscal space due to lower
revenues and higher debt. Meanwhile, the
international environment is considerably
more difficult than before amid weak global
economic growth, rising protectionism and
geoeconomic fragmentation, accelerating
automation, andincreasing climate impacts.
Cambodia’s expected graduation from LDC
status will also reduce the country’s access
to markets and foreign assistance. Learning
losses due to school closures during the
pandemic will weigh on future workforce
productivity. In the longer term, an ageing
population will create a rising source of
fiscal pressure. Environmental limits (e.g.
forest loss, soil erosion, unsustainable
land expansion) and accelerating climate
change are also increasingly weighing on
agricultural productivity while substantial
new investments are required for mitigation
and adaptation. This translates into reduced
future growth prospects under a BAU
scenario using both modelling approaches
in this study.

Within the neoclassical framework, private
investment will be weaker due to the end
of the real estate boom, elevated corporate
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debt, and with banks facing high non-
performing loans. Public investment in
infrastructure is also expected to be lower
due to tighter fiscal conditions and fewer
projects funded by external development
partners. The need to invest in adaptation
is also increasing investment costs. Overall,
total investment is projected to return to its
long run average during 2000-2019 of 25
percent of GDP, considerably lower than
the recent peak of 38 percent of GDP seen
in 2022. Human capital improvement is
assumed to follow its 2000-2019 average
while TFP growth slows gradually in line
with its smoothed long term trend, from 2
percent per year in 2019 to 1.1 percent by
2050. The main cause of slower growth
in the neoclassical framework is sharply
reduced contributions from future capital
accumulation due to both lower public and
private investment rates and diminishing
returns after decades of high investment.

The structural transformation model largely
produces a baseline projection without
requiring any further assumptions. The end
of the real estate boom alone is expected to
reduce future growth compared to the pre-
pandemic pace by 1.2 percentage points.
Meanwhile, the share of manufacturing
in total employment has been stagnant
at about 16 percent for some time and is
projected to remain at this level over the
coming decade before gradually declining as
Cambodia’s economy matures and labour
costs rise. A key problem however is that
there has been relatively little productivity
growth within  manufacturing. Industrial
upgrading has been occurring but is
proceeding slowly. Concurrently, non-farm
employment creation has been dominated



by construction and traditional services
(e.g. trade and hospitality). Increases in the
former have come to an end while growth in
the latter is projected to continue but with
weak productivity benefits. Overall, the key
insight from a structural transformation
perspectiveis thatemploymentin Cambodia
is no longer rapidly industrialising and is
instead increasingly dominated by services
with weak labour productivity performance.

We take the average of the two models as
our baseline projection, Figure 6 presents
the results. Growth is projected to remain
robust by international standards but slow,
setting back Cambodia’s path to HIC status
into the horizon? Overall, the baseline
scenario sees economic growth averaging
about 5.4 percent over the rest of this
decade, falling to 4.3 percent in the 2030s
and 3.4 percent in the 2040s. This is well

2 Toassess progress towards the HIC guidelines — set
by the World Bank based on Gross National Income
(GNI) per capita measured in nominal USD terms
each year — we follow the approach used in World
Bank (2019) by treating all variables in real terms,
assuming a constant KHR-USD exchange rate, and
assuming GNI grows in line with GDP.

Figure 6: BAU projections (Scenario 1)

below the 7 percent per annum growth the
Cambodian government hopes to return to
in the medium term. Even allowing GNI per
capita to be revised by 15 percent higher
than current figures would still render HIC
status out of reach.

This baseline projection is much below
Cambodia’s pre-COVID-19 trajectory and
reflects a combination of the costs of
recent global shocks and the country’s
more constrained growth outlook in the
aftermath. As of 2023, the costs of recent
global shocks have already set income per
capitain Cambodiabackbyabout 19 percent
compared to the pre-COVID-19 trend.
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pre-COVID-19 trajectory. It is based on a
medium-term growth forecast released by
the IMF in October 2019 of almost 7 percent
per year while incorporating the subsequent
increase in the level of Cambodia’s GDP
with the recent rebasing exercise. Note
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pre-pandemic growth forecasts were
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growth drivers.
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7. Scenario 2: Accelerated sector policies only

Ambitious policy efforts are required if
Cambodia is to do better in meeting its
development vision. In this section we
construct a scenario for accelerated growth
based on the previously discussed idea
that rapid economic growth in the medium
term typically comes from faster structural
transformation based on a few key
sectors, usually manufacturing. In addition,
achieving more inclusive economic growth
will require traditional sectors to also play a
role, given this is where the bulk of non-farm
employment is likely to lie.

The central finding of the modelling under
this scenario is that considerably faster
growth of above 6 percent a year is possible
in the medium term. This is below the
government’s current hopes for returning
to 7 percent growth in the medium term.
It should be viewed as providing a more
realistic medium term growth ambition for
Cambodia given it is based on Cambodia
meeting assumptions that, while within
reach, are nonetheless quite optimistic.

Achieving faster medium-term growth
will depend on activating a new phase
of  structural  transformation.  This
can most feasibly be done through a
renewed expansion in manufacturing via
the diversification into promising new
subindustries.  Analysis conducted in
other background papers connected to
this study suggests that agro-processing
and electronics are the most promising
manufacturing subindustries that would
not only allow Cambodia to move into
higher value-added activities but ones that
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are feasible based on current capabilities
and competitive advantages (i.e. in labour-
intensive  basic manufacturing)  while
also providing a basis for future industrial
upgrading over the longer term (for
instance into machinery and automobiles).
This is broadly the path followed by
other successful Asian economies that
Cambodia is seeking to emulate, including
the original East Asian miracles and more
recently Vietnam and China. When it comes
to traditional services, Cambodia can also
leverage its already established tourism
industry to generate stronger productivity
growth.

To construct the accelerated sector policies
only scenario, we start with the structural
transformation model. For manufacturing,
we assume Cambodia can match the
recent success of countries such as
Vietnam and China when these countries
were at a similar stage of development to
Cambodia today. This would mean lifting
manufacturing from about 16 percent of
total employment at present to around 20
percent and boosting labour productivity
within the manufacturing sector (which
also captures industrial upgrading within
manufacturing) by one standard deviation
within our sample of 51 countries. For
traditional services, we similarly assume
a one standard deviation improvement
in labour productivity growth but do not
adjust the share of employment since this
is likely to be more constrained by demand.
The above adjustments are integrated into
the structural transformation model over
the period 2025-2035, with key variables



thereafter evolving over time based on the
standard calibration of the model (e.g. with
manufacturing employment  remaining
permanently elevated but declining over
time in line with the standard model
prediction).

We complement the scenario results
of the structural transformation model
with an analogous projection utilising the
neoclassical model. This involves adopting
more optimistic assumptions for several
key policy variables until 2035 before
reverting to similar assumptions as in the
BAU scenario thereafter. First, we assume
investment remains elevated at about
38 percent of GDP until 2035, thereafter
reverting to the 2000-2019 average of

25 percent of GDP in line with the BAU
scenario. Second, accelerated structural
transformation is assumed to allow TFP
growth to be sustained at 2 percent per year,
its average pace during 2000-2019, defying
standard convergence assumptions until
2035 before reverting to the BAU pace.

Figure 7 presents the scenario results,
with economic growth accelerating to 6.4
percent a year on average between 2024-
2030 before declining to 5.1 percent in the
2030s and 3.1 percent in the 2040s. With
this, Cambodia would reach HIC status by
2077. If GNI per capita is revised higher by
15 percent, the country could reach HIC
status by 2070.

Figure 7: Accelerated sector policies only projections (Scenario 2)
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8. Scenario 3: Comprehensive reform

In the final scenario we create a projection
whereby Cambodia is not only able to
achieve the above in the medium-term via
accelerated sector policies but is also able
to address key longer term reform priorities
to sustain rapid growth beyond 2035. These
in particular relate to improving human
capita (health and education) as well as
institutional reform, as per the policy gap
analysis presented in Section 2.

We operationalise this in our two models as
follows. Within the neoclassical framework,
investment is assumed to remain sustained
at the high level of 38 percent of GDP going
forward. Human capital improvement is
assumed to gradually improve, from the
current long term average increase of 0.8
percent per year to 1.2 percent per year
from 2035 onwards, reflecting success
with education reform. Finally, TFP growth
is assumed to remain at 2 percent per
year. Within the structural transformation
framework, the model incorporates

the assumptions until 2035 using the
accelerated sector policies only scenario
while adding a gradual improvement in
sector labour productivity across all sectors,
except where this would see Cambodia
outperform any other country in our sample,
in which case a smaller adjustment is made.
In other words, we assume Cambodia
undertakes reforms that would enable it to
be amongst the best performing countries
in our sample in terms of sector labour
productivity across all sectors.

Figure 8 presents the scenario results,
with economic growth accelerating to 6.4
percent a year on average between 2024-
2030 similar to Scenario 2 but thereafter
being sustained at 6.3 percent in the
2030s and 5.3 percent in the 2040s rather
than decelerating sharply as per the other
scenario. With this, Cambodia would reach
high-income status by 2063. If GNI per
capita is revised 15 percent higher, HIC
status would be 2059.

Figure 8: Comprehensive reform projections (Scenario 3)
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9. Conclusion

This paper has sought to model and
assess Cambodia’s prospects for fulfilling
its Vision 2050 ambition to reach high-
income status over the coming decades.
The main conclusion is that reaching high-
income status by 2050 is no longer feasible
however realistically it can be achieved by
around 2060. This would be enough for
Cambodia to be able to claim reaching high-
income status by broadly mid-century. This
would see Cambodia remain amongst the
most successful economic development
stories in world history. Like the previous
East Asian miracle economies, Cambodia’s
growth strategy will however need to adjust.
Conversely, failing to recalibrate would put
Cambodia’s growth story at risk, potentially
seeing it join the ranks of many other
countries that have ultimately become
mired in the middle-income trap.

This paper recommends that Cambodia
adopt a two-pronged growth strategy
focused on accelerated sector policy efforts
aimed at achieving faster economic growth
of above 6 percent over the medium term,
compared to just over 5 percent growth
projected in the BAU scenario. Sustaining
growth in the longer term and achieving
high-income status will however require
this to be complemented by a more
comprehensive reform strategy, aimed
particularly at improving human capital and
institutional quality. With this, Cambodia
could feasibly sustain economic growth
in the 5-6 percent range over the coming
decades, ultimately reaching high-income
by around 2060.
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Appendix |

Region

Countries

Developing Asia
(14)

Bangladesh, Cambodia, China, India, Indonesia, Lao People’'s Democratic

Republic, Malaysia, Myanmar, Nepal, Pakistan, Philippines, Sri Lanka, Thailand,

Viet Nam

Advanced Asia

(6)

Hong Kong (China), Israel, Japan, Korea (Rep. of), Singapore, Chinese Taipei

Latin America (9)

Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ecuador, Mexico, Peru

Middle East and

Egypt, Morocco, Tunisia, Turkey

Tanzania, Uganda, Zambia

North Africa (4)
Sub-Saharan Botswana, Burkina Faso, Cameroon, Ethiopia, Ghana, Kenya, Lesotho, Malawi,
Africa (18) Mauritius, Mozambique, Namibia, Nigeria, Rwanda, Senegal, South Africa,

ISIC Rev. 4 |Economic ISIC Rev. 4 description
code Transformation
Database sector name

A Agriculture Agriculture, forestry, fishing

B Mining Mining and quarrying

C Manufacturing Manufacturing

D+E Utilities Electricity, gas, steam and air
conditioning supply; Water supply;
sewerage, waste management and
remediation activities

F Construction Construction

G+l Trade services Wholesale and retail trade; repair
of motor vehicles and motorcycles;
Accommodation and food service
activities

J Transport services Transportation and storage

J+M+N Business services Information and communication;
Professional, scientific and technical
activities; Administrative and support
service activities

K Financial services Financial and insurance activities

L Real Estate Real estate activities

0+P+Q Government services | Public administration and defence;
compulsory social security; Education;
Human health and social work activities

R+S+T+U Other services Arts, entertainment and recreation;

Other service activities; Activities
of households as employers;

undifferentiated goods- and services-
producing activities of households for

own use; Activities of extraterritorial
organizations and bodies
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