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FOREWORD

Following a decade of strong economic growth, socio-economic
development, and poverty reduction, the Global Financial Crisis (GFC)
and associated regional economic downturn in 2008-09 had a severe
impact on Cambodia’s economy, exposing its vulnerability due to the
narrowness of its economic base and its reliance on European and North
American export markets. While annual GDP growth has now recovered
to levels of 6-7 per cent, the vulnerability remains, with a shared
imperative by the Cambodian government, the private sector, investors
and development partners to work together for the diversification of
the economy. The experiences of 2008-09, despite their severity, also
provided useful lessons for policy-makers. I am pleased to introduce
this volume which provides an independent analysis of the impact of
the crisis on Cambodia and a deeper understanding of the Cambodian
economy, its strengths and weaknesses, and policy challenges for
the future.

Since 1993, the Cambodian economy has undergone a dramatic and
rapid transformation. The traditional economy, based on agriculture, is
now driven increasingly by the industrial and the tertiary sectors. With
the return of peace and stability in the late 1990s, a sense of confidence
and pride pervades the country. All Cambodians now share a common
vision of sustained economic growth with employment and a secure
future for all. The government’s strategy is to help realize this vision
by reinforcing Cambodia’s comparative advantages both regionally
and internationally. In the era of globalization the fortunes of all
countries in the world are intertwined; autarchy is not an option for
sustained high economic growth for a small sized economy as Cambodia.
Hence Cambodia’s continued economic success will depend on full
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market access for its products and the cooperation of its development
partners.

Cambodia had to rebuild itself virtually from scratch after the defeat
of the Khmer Rouge regime. At the very outset, the country had to
face the harmful consequences of the international economic embargo
imposed in 1979. The annual rate of economic growth did not exceed
3.4 per cent during 1988-91, even though average annual growth in the
manufacturing sector reached 6.3 per cent. Growth has been particularly
strong since the early 1990s, with the implementation of macroeconomic
reforms and the normalization of economic and trade relations with
countries in the region. An annual average rate of growth of 6.3 per
cent was achieved during 1994-98, despite the upheaval caused by the
Asian financial crisis of 1997-98.

It was only after the successful implementation of the “win-win”
policy put forward by Samdech Hun Sen in 1998 that the government was
able to dismantle the politico-military organization of the Khmer Rouge,
thus re-establishing peace throughout the Kingdom and achieving the
physical and political unification of the country. The government could
then take steps to strengthen the spirit of national reconciliation. The
elections of 1998 created conditions for political stability that allowed the
government to focus on macroeconomic management.

Following the July 1998 elections, the government adopted the
Triangular Strategy with the objective of promoting sustainable deve-
lopment in Cambodia. The strategy aimed at the restoration of peace
and stability, as well as the maintenance of security for the country and
its people. The strategy was by and large successfully implemented and
the process of robust economic recovery initiated.

At the opening meeting of the Council of Ministers on 16 July
2004, Prime Minister Hun Sen launched the “Rectangular Strategy for
Growth, Employment, Fairness and Effectiveness in Cambodia”. The
successful implementation of the strategy depends on establishing a
conducive environment in four critical areas: (i) peace, political stability
and social order; (ii) partnership for development, particularly partnership
with the private sector, donor community and civil society; (iii) economic
and financial stability; and (iv) integration of Cambodia in the region
and in the world. The strategy was reviewed and reinforced after the
elections of 2009 and is currently under implementation.
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During the 1990s, the Cambodian economy was transformed
from a centrally planned to a market economy. Reforms and policies
intended to encourage private sector development were adopted in
1989-90. Government liberalized the economy by dismantling price
controls and encouraged private sector development including foreign
investment. Growth during this period was achieved mainly from the
manufacturing and services sectors. Agricultural production, on average,
remained lower than population growth. Since 1999, Cambodia has been
working towards accelerating development based on market principles
and private sector development. Growth was 11.9 per cent in 1999 and
recorded annual average rate of 8.8 per cent during 1999-2003. Growth
performance was consolidated further during 2004-08. In the decade
ending 2010, GDP rose at an average annual rate of 9.3 per cent. Growth
in the last decade was based on the strong performance of garments
and tourism. From the policy side, sound macroeconomic management,
in particular a prudent fiscal policy and tight monetary management
supported by structural reforms, contributed to this performance.

In 2005 questions arose about the capacity of Cambodia to sustain
high growth due to loss of competitiveness. The Multi-Fibre Agreement
(MFA), which allowed World Trade Organization member countries,
primarily China, to export clothing on a worldwide basis with no quotas
imposed, expired in December 2004. It was anticipated that while the
larger and more efficient textile manufacturers in Cambodia would be
able to survive global competition, the smaller ones would perish as
they would be unable to compete. The GFC had a crushing impact on
Cambodia and growth slowed down sharply in 2009. The country had
to rethink and reformulate its development strategy.

Moreover, the economic success of recent years has been accom-
panied by rural and agricultural stagnation, growing inequality between
urban and rural sectors, social problems of landless farmers, and the
growing pressure of finding productive employment for youth who
are swelling the labour force day by day. Cambodia, with an annual
per capita GDP of US$700 in 2010, remains a least developed country
(LDC). Cambodia’s economic future depends on how effectively it
will be able to address the following challenges:

First, political stability, governance and respect for law and order must
be strengthened and law enforcement must be guaranteed. Cambodia
has adopted systems of governance appropriate for its culture and
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history. Elections are organized regularly and transparently. Individual
and collective freedoms are assured. Political parties, labour unions,
and the press function freely in this young democracy. Cambodia
has also signed and ratified most of the international agreements on
human rights protection. Education of citizens about their rights and
responsibilities is an important area of government responsibility.
However, the pursuit of political liberties should not derail political
and social stability achieved after decades of turmoil and bloodshed
by overstretching the capacity of the fragile political, social, and
governance institutions of the nascent democracy. Also, the fruits of
development must be shared equitably between the rich and the poor
for preserving social stability.

Seccnd, much remains to be done to correct social injustices. The
press, including the foreign press, enjoys great freedom in Cambodia
and several non-government organizations, both national and foreign,
are working in the country in diverse areas of social development.
Although their activities have helped to increase awareness of social
ills prevailing in the community, social equity remains a distant goal. In
particular, human trafficking in women and children and the deprivation
of landless farmers are serious concerns.

Third, the capacity to implement policy must be improved. Several
institutional and policy reforms were undertaken during 1993-2010. Much
more effort is needed to ensure that institutions function effectively,
and that concrete actions follow approved strategies and policies.
The top priorities are the implementation of an employment-oriented
and market-responsive education policy along with the provision of
technical and vocational training, improving access to good quality
healthcare and swiftly propagating the latest advances in information
and communications technology to the public to serve the cause of
progress.

Fourth, protecting and developing natural resources will be crucial
for sustaining development. Fair and equitable access to resources
must be ensured to sustain social stability. Government policies and
actions in technical, financial, cultural and academic sectors as well as
in institutional coordination must reflect the political will to protect
the environment. A transparent mechanism must be put in place to
implement the sub-decree on social concessions to address the problem
of landless farmers.
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Fifth, in the area of capital accumulation, emphasis must be put
on domestic resource mobilization and the selection of efficient
investment projects. For augmenting human capital, human resource
development at all levels should be encouraged. Skilled entrepreneurs
and administrators and technical knowledge are key factors of production
and no less important than physical capital. Cambodia’s business
community needs to improve its institutional and technical capacity.
Investments for raising labour productivity and the introduction of
improved technology should be given priority. A middle class has
emerged in recent years; this welcome development will contribute
to social stability. The middle class should strengthen Cambodia’s
capacity to benefit fully from the opportunities of development.

Sixth, Cambodia needs to attract private investment and mobilize
broad-based international support for its development effort. In
particular, international cooperation must be enhanced in the areas
of (i) official development assistance; (ii) direct foreign investment;
and (iii) foreign trade. The activities and outcomes of the Cambodian
Development Forum (CDF), cooperation with the Asian Development
Bank, International Monetary Fund, World Bank, and other donors
of bilateral funds, along with deliberations in ASEAN, ASEAN Plus
Three, and the World Trade Organization will provide important policy
inputs to the government. Cambodia is committed to cooperating with
these agencies.

The GFC had a largely indirect impact on the Cambodian economy.
Cambodia’s commercial banks did not have direct exposure to subprime
loans, and the banking sector, while small, has grown healthily through
responsible governance by the National Bank of Cambodia. However
the crisis severely impacted on the real sectors, particularly export of
garments. Cambodia’s GDP growth fell from 10.2 per cent in 2007
to 6.7 per cent in 2008 and 0.1 per cent in 2009, but bounced back
to 6 per cent in 2010 and is projected at 6.4 per cent in 2011. The
Cambodian economy is expected to grow at about 7-8 per cent per
annum over the next several years, but growth will likely accelerate
after oil production commences on a commercial scale, expected in
2012. The high growth seen in the last decade was partly a post-conflict
“catch up” phenomenon. As Cambodia confronts stiffer competition
from globalization, the high cost of doing business — characterized
principally by high energy and transport costs — could also become a
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binding constraint. As a result growth could become less buoyant. In
the near term, the economy will likely continue to be led by tourism,
garment industry, and construction, with agriculture providing periodic
but volatile spurts of growth depending on weather conditions. However,
there are already promising signs that investors from the Asian region,
China, Japan and South Korea are leading the way in the diversification
of the economy through investment in light industrial manufacturing
and agri-business.

This volume not only makes a timely and useful contribution to
analysis of the past and present challenges faced by Cambodia and its
economy, but also reflects the valuable role played by CDRI as Cambodia’s
leading independent development policy research institute, widely
respected by government, the private sector, the research community
and civil society for the quality and objectivity of its research. CDRI’s
initiation of the GMS Development Series in partnership with ISEAS
Singapore provides an important new platform for the dissemination
of quality development policy research on Cambodia and Its Greater
Mekong Subregion.

HE Dr Hang ChuonNaron

Secretary of State, Ministry of Economy and Finance &
Permanent Vice Chairman, Supreme National Economic Council,
Royal Government of Cambodia
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