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EXECUTIVE SUMMARY 

Introduction

This Private Sector Assessment examines recent private sector growth and 
development in Cambodia and takes stock of current conditions in order 
to identify the critical factors that could impede future progress. It then 
recommends a support program to help the Royal Government of Cambodia 
address important private sector issues. 

Cambodia’s economic performance has been strong for more than a decade, 
with real gross domestic product growth averaging 7.9% per year since 2001. 
Poverty rates have fallen, literacy and primary school enrolment have increased, 
and child mortality and maternal health have improved. Yet there is more to be 
done. With an inexpensive and young labor force, a strategic location in a fast-
growing region, and a largely pro-business government, the potential for further 
inclusive growth is strong. This potential can be unlocked with the right reforms 
and support.

Private sector enabling policy

In general, Cambodia has a strong supportive institutional and policy environment 
for business. This has been an important driver of the economy’s sustained 
growth. The government’s most recent and most important policy is the Industrial 
Development Policy 2015–2025 (IDP). This is the government’s “new economic 
growth strategy.” The policy aims for a structural transformation of the economy, 
from low-skilled to skill-based and technology and knowledge-based. The policy 
is broad and ambitious but important if Cambodia’s private sector is to continue 
growing. The IDP also changes the role of some government agencies, with the 
Council for the Development of Cambodia being strengthened and expanded. 
The IDP’s success depends on appropriate implementation of its most important 
actions, some of which are discussed below.
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The private sector

Over the last two decades, the private sector in Cambodia has transformed 
the economy significantly. Employment has grown, while most people still 
live in rural areas where poverty and underemployment are highest. While 
the education and skills of the labor force have improved, many challenges 
remain—particularly for women—who make a major contribution to the private 
sector by owning and managing the majority of businesses. Yet they face a 
number of particular barriers. Most private sector businesses are very small, 
and this causes problems such as high rates of informality. Special Economic 
Zones have proven successful at attracting investment and diversifying the 
manufacturing base, however spillovers from these zones to the rest of the 
economy have been limited.

Cambodia’s economy is predominantly private—there are fewer state-owned 
enterprises than in many neighboring countries. Agriculture accounts for 
around 31% of GDP and, despite significant growth in manufacturing and 
services, the majority of people (78%) still live in rural areas. 

The Cambodian economy has undergone a significant transition. While 
garments and tourism are two of the most important industries, other 
manufacturing and service industries have emerged in recent years. The 
economy is more diversified than it was in 2008 when 80% of exports were 
garments and 55% were to the United States—in 2014, 69% of exports were 
garments and 17% to the United States. There is potential for more growth 
and diversification.

Like many developing countries, the majority of businesses in Cambodia are 
very small (74% engage only one or two people). In addition, most are informal 
(98.8% of businesses with less than 10 employees are not registered). While 
these businesses form a significant part of the economy and provide work for 
many people, they tend to be less productive than larger businesses. Smaller 
and informal businesses also are less likely to have access to finance, pay less 
(or no) taxes, and typically do not provide training for their workers or comply 
with labor laws and other regulations. The problems of informality are complex 
and are related to business regulation (see below) and other interconnected 
issues. The government has set targets in the IDP for increasing business 
formality. This Private Sector Assessment highlights that achieving these 
targets will not be easy and suggests some approaches. 
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Most businesses are very small

Source: Inter-censal Economic Survey (NIS 2015a).

Most Cambodians (6.2 million persons) worked in rural areas in 2014, and 57% 
of these worked directly in agriculture. Across the whole economy, around 45% 
of employed persons worked in agriculture in 2014, down from 58% in 2009. 
The proportion of workers in industry increased from 16% to 24%, reflecting 
growth in light manufacturing as well as construction and other activities. 

The definition of employment includes subsistence farming and unpaid family 
members. These activities often involve low value-added activities and many 
workers in Cambodia (the International Labour Organization estimated 36% 
are underemployed). Underemployment is higher in rural areas than in urban 
areas. Cambodia has significant potential to make more productive use of its 
people.
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Most regular employees work in large businesses; micro businesses 
depend on unpaid family

Source: Inter-censal Economic Survey (NIS 2015a).

Constraints

Business surveys have long highlighted a number of constraints faced by 
the Cambodian private sector. The most-cited constraint is competition from 
the informal sector. Other major constraints reported by businesses include 
crime, corruption, transportation, business regulation, access to finance and 
labor skills. Infrastructure constraints such as electricity and transportation are 
well recognized in Cambodia and a number of programs attempt to address 
them. Hence, this Private Sector Assessment focuses on business regulation, 
skills and education, and access to finance. The Cambodian government’s IDP 
recognizes that these issues are preventing the private sector from reaching its 
potential. 

Another constraint that is not visible from business surveys is the capacity of the 
businesses themselves. Problems such as weak corporate governance and low 
financial literacy can hold back the Cambodian private sector, and exacerbate 
other problems such as accessing to finance or dealing with regulations and 
taxation.
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Regulatory environment

Broadly defined, business regulation issues include business licensing 
and operating permits, customs and trade regulations, tax rates and tax 
administration, regulatory policy uncertainty, corruption, and anti-competitive 
and informal practices. A significant proportion of businesses report that many 
or all of these issues are major constraints on their operations. Furthermore, 
generally fewer informal businesses report that these constraints are severe 
than do formal businesses—presumably because they deal less with issues 
such as taxation and licensing. Hence, informality masks the severity of 
business regulation constraints.

Evidence of the main regulatory constraints from business surveys include:

• Cambodia ranks 180th out of 190 countries for the ease of starting a 
business. The six procedures involved take on average 99 days.

• Of registered businesses, 7.8% report tax rates as a major constraint, 
and 3.6% report that tax administration is a major constraint. Businesses 
spend 173 hours per year preparing, filing and paying major taxes.

• Almost one third of exporters consider customs and trade regulations 
to be a major constraint. Only 3% of businesses report having adequate 
information about customs and trade-related regulations.

• Cambodia ranks 178th out of 190 countries for the enforcement of 
contracts. It can take 483 days to enforce a contract through official 
channels in Cambodia, and the costs of doing so can be more than 
the value of the claim.

The government is aware of these problems and there are ongoing efforts to 
address them. This includes the introduction of online business registration, 
and a website with trade-related information. Continued and ongoing reforms 
of the tax system and streamlining of customs and trade-related administrative 
procedures have also resulted in a significant decline of these barriers, 
compared to previous years. These are key reform successes to build upon.

In addition to the above constraints, more than 10% of businesses state 
that corruption is a major constraint. This corruption is often tied to business 
regulation. For example, two-thirds of businesses report that they are expected 
to give gifts to officials to “get things done.” 

Another main challenge in business regulation in Cambodia is its 
effective implementation, interpretation, and enforcement. A key concern 
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of businesses is that laws are often passed, but are not supported with 
the enabling decrees, regulations, capacity building, and administrative 
structures that are essential for those laws to be implemented effectively 
and to achieve their objectives. 

These problems of business regulation not only reduce the efficiency of the 
Cambodian private sector, but also provide an incentive for informality, further 
compounding the problem. Around 32% of businesses report that practices of 
competitors in the informal sector are a major constraint.

Skills

One of Cambodia’s assets is its relatively young and inexpensive labor force. 
However, skills and education are reported to be a major constraint by 18% 
of Cambodian businesses. Over 40% of medium businesses identified an 
inadequately educated labor force as a major constraint. 

Many businesses feel that they are unable to fill vacancies with staff who have 
the right skills for the job. This includes university graduates as well as technical 
and vocational (TVET) graduates who often don’t meet businesses’ needs. 
Importantly, companies report that there is a shortage of TVET graduates 
relative to university graduates. 

One reason for this is that a university degree (particularly in social sciences) is 
much preferred by students and their families to a TVET education. The higher 
status of a university degree does not match the demands of employers. 

Problems of skill and education also stem from the structure of the education 
industry, with government spending focused on primary education. Low 
completion rates for secondary education reduces the supply of potential 
students for TVET and university. Furthermore, the quality of education is a 
major issue. 

Overall, skills gaps and mismatches are linked to the access to and quality of 
education and skills training and to the priority (financing) government gives to 
different levels of the education system. Insufficient information and coordination 
with the labor market compound the problem.
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Access to finance

The access to finance is cited as major constraint by many Cambodian 
businesses. Around 17% of businesses cite access to finance as a constraint.

Limited access to finance can hobble private sector growth in several ways. 
It constrains businesses’ ability to expand, invest in new equipment and 
technology, gain access to foreign markets, and manage their liquidity efficiently. 
It can also hinder diversification of the Cambodian economy by constraining 
growth in sectors where access to finance is particularly challenging, while 
concentrating growth in such well-funded industries. 

There are many reasons why businesses are constrained in accessing credit. 
These include high rates of business informality, the inherent riskiness of 
lending to small businesses and farmers, low financial literacy, lack of suitable 
financial products, high collateral requirements, the difficulty banks experience 
in repossessing collateral following default, and the information asymmetries 
between borrower and lender that arise due to a lack of reliable financial 
statements. 

Large businesses are mainly concerned with the cost of financing, while small 
businesses regard the complexity of the application procedure and collateral 
requirements to be important constraints to getting a loan. 

Policy implications

The constraints identified in this report are not new, and there have been 
attempts to address them. However, reform momentum has not always been 
as strong as it could. The government’s Industrial Development Policy is an 
opportunity to re-energize the reform process, to address challenges that have 
been persisting for some time. The IDP is being championed at the highest 
levels of government—an important factor in previous policy successes. The 
IDP reinvigorates reform and elevates important, long-standing challenges to 
a higher level of government attention. It is an ambitious policy program and 
there is much to do for it to be a success. This report presents areas where 
donors can assist the RGC in the implementation of elements of the IDP and 
suggests other areas of action that can unlock the potential of Cambodia’s 
private sector.
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Cutting red tape

The IDP aims to greatly increase business registration. This will not be easy. 
Formalization will require serious reforms in different areas, because formal 
businesses experience more serious constraints than informal businesses in 
areas such as customs and trade regulation, labor regulations, corruption, 
legal system/conflict resolution, and tax rates and administration. Hence, in 
order to entice informal businesses to move into the formal sector, policies 
need to be in place to reduce these constraints.

While interventions should focus on alleviating the disincentives for businesses 
to formalize, there may also be benefits in raising awareness among businesses 
of the negative consequences of not formalizing.

Improving the transparency and consistency of tax administration could 
stimulate private sector development and encourage businesses to join the 
formal sector. However, achieving success in tax reform will depend on the 
extent to which these reforms recognize, and can overcome, the incentives 
that have created a strong preference for negotiated tax assessments. 

Recent reforms reflect the government’s ongoing efforts to bring more 
businesses from the informal sector into the formal tax regime. As of 2016, 
registration for tax is required for any business with an annual turnover over 
$62,500. In 2017, tax exemptions and incentives were introduced to ease 
the burden of firms transitioning into the formal tax system. For example, 
profit tiers were updated to further reduce small taxpayers’ obligations and 
encourage them to formally register.

Government public statements that increased registration will provide the 
government with more information about business will likely make informal 
businesses even more wary of formalization efforts. The government needs 
to build trust with the small business community, and could perhaps engage 
with established business associations to achieve this.

Skilling for the future

The underlying causes of Cambodia’s labor challenges are complex and 
interrelated. Unfortunately, there are few quick solutions. Long-term solutions will 
require reforms to the country’s education and training systems, as well as the 
provision of education and job market information to reduce skill mismatches.
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Under the IDP, the government intends to provide incentives and prepare a 
mechanism to promote investment in specialized education and advanced 
vocational training with the joint involvement from government institutions, 
industrial enterprises, and workers. The involvement of industry in vocational 
training is important. Partnering with industry experts and engaging teachers 
who have hands-on industry experience are key to making TVET curricula 
more relevant. This means that institutions need to have flexibility in hiring the 
right teachers.

There are other actions that the government can consider, including public–
private partnerships such as public funds used to contract-out management 
of public schools—with subsidies tied to student performance) and innovative 
financing such as education bonds (modeled on development impact bonds).

Banking the unbanked

When designing interventions to address constraints on access to finance, it 
is important to evaluate the extent to which these constraints arise from credit 
market imperfection that can be rectified or, alternatively, reflect an efficient 
financial system that identifies and prices risk appropriately. Interventions to 
improve access to finance should address both the demand and supply side 
causes of this constraint. 

The IDP proposes a financing mechanism for small and medium-sized 
enterprises and industrial activity. The details of this are yet to be determined. 
The costs and benefits of subsidized credit should be evaluated against 
matching grant programs and other financing options. Development partners 
should support NBC and Ministry of Economy and Finance in establishing 
legislation that would allow banks to lend more specifically for investment 
purposes, with special collateralization and other schemes.

Problems such as weak governance can prevent businesses from growing 
by reducing their access to finance. Increasing the supply of educated 
entrepreneurs—people who can run productive businesses—will help 
the Cambodian private sector to be more efficient and dynamic, and such 
entrepreneurs are also more likely to create modern, registered businesses 
rather than inefficient, informal ones. However, addressing the demand 
side will take time. Improving financial literacy will greatly assist in reducing 
demand-side causes of this constraint. 
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Using business incubator services is one approach to raise business capability. 
Development partners could provide technical assistance to complement 
investment in business incubators.

Reducing the gender gap

Women in business in Cambodia face a number of barriers. Women are more 
likely to be illiterate and less likely to have completed primary and secondary 
education. This means they face greater challenges in business registration 
and obtaining and interpreting business regulations and information. Social 
norms can make it more difficult for women to interact with male government 
officials. Hence there may be a greater incentive for women-owned businesses 
to remain informal than male-owned businesses. Finally, women are time-
poor because of obligations regarding the care of children and household 
responsibilities. 

Suggested policies to bridge the gender gap in the Cambodian private sector 
include:

• Make regulatory information easily accessible. Information sessions 
specifically targeted at women should be considered, taking into 
account their usually lower literacy and limited experience dealing with 
officials. Any sessions would also need to consider their requirements 
for childcare.

• Encourage the implementation of regulations with transparency.

• Encourage government agencies to promote more women into 
decision-making positions. One reason why women-owned businesses 
remain informal is they do not have the connections and networks that 
men have to navigate the business environment. 

• Encourage business associations to welcome more female 
membership.

• Support the scaling-up of women’s entrepreneurship centers. 

• Open TVET policy and new programs to women, and disseminate this 
information to women. Women with skills training are much more likely 
to be in waged jobs. 
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1. Introduction

This Private Sector Assessment examines recent private sector growth and 
development in Cambodia and takes stock of current conditions in order to 
identify the critical factors that could impede future progress. It recommends 
a support program to help address important private sector issues. 

Key opportunities and challenges to private sector development in Cambodia 
are assessed, with a focus on why these challenges persist and what can 
be done to address them and unlock the potential of the private sector. The 
underlying causes and consequences of these challenges can be complex 
and interrelated. This report helps explain how they constrain Cambodia’s 
ability to generate broad-based, inclusive growth. 

Chapter 2 provides an overview of Cambodia’s macroeconomic performance 
over recent decades. Chapter 3 gives an overview of government policy 
related to private sector development, reforms that have been implemented, 
and related institutional arrangements in Cambodia. Chapter 4 describes key 
features of the private sector in Cambodia. Chapter 5 analyzes factors that 
constrain the private sector’s ability to grow and prosper. Chapter 6 concludes 
with some recommendations on reform priorities and implementation to 
improve the business and investment environment, stimulate private sector 
development, and generate broad-based inclusive economic growth for the 
people of Cambodia.
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2. Cambodia’s economic performance

Over the last two decades, the Cambodian economy has been one of the 
world’s fastest growing. Since 2001, real GDP growth has averaged 7.8% 
per year, and has been at least 6% every year except 2009 during the global 
economic slow-down. The economy is projected to maintain a strong growth 
rate of 7% until 2017 before a slight decrease to 6.8% in 2018 and 6.7% in 
2019 (Figure 1). 

Figure 1: Cambodian real GDP growth, 2001 to 2019

GDP = gross domestic product.
Source: National Institute of Statistics (MEF's estimation and forecast from 2016–2019).

From 2009 to 2013, exports accounted for 57% of Cambodia’s increase in 
gross domestic product ([GDP] and consumption 42%). In the Association of 
Southeast Asian Nations (ASEAN), only Singapore and Viet Nam had a higher 
contribution to growth from exports during this period (McKinsey 2014). 

Nearly 78% of the Cambodian population lived in rural areas in 2014, down 
from 84% in 1998 (NIS 2015b), but agriculture as of 2015 only accounted for 
26.6% of GDP, down from over 46% in 1998 (Table 1). Manufacturing’s share 
of economic activity has increased significantly (Chapter 4).
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Table 1: GDP at current prices by economic activity (% share of GDP)

2001 2008 2015

Agriculture, Fishery & Forestry
Crops
Livestock & Poultry
Fisheries
Forestry & Logging
Industry
Textile, Wearing Apparel & Footwear
Construction
Other Industry
Services
Hotel & Restaurants
Other services
Taxes on Products less Subsidies

34.3%
14.5%
5.4%

11.2%
3.3%

22.3%
10.8%
4.8%
6.7%

38.4%
4.4%

34.0%
5.0%

32.8%
17.9%

4.4%
7.4%
3.0%

22.4%
10.3%

6.1%
6.0%

38.8%
4.5%

34.3%
6.0%

26.6%
15.8%
3.0%
5.9%
1.8%

27.7%
10.6%
9.8%
7.3%

39.8%
4.9%

35.0%
5.9%

Source: MEF's Cambodia Macroeconomic Monitor Mid-Year Assessment 2016.

In 2016, the World Bank officially revised the status of Cambodia’s economy, 
moving it up from the low-income category into lower-middle income territory. 
This revision was based on the estimated gross national income (GNI) per 
capita for the previous calendar year, estimated at $1,070 per capita for 2015, 
above the threshold of $1,025 for the World Bank’s 2017 fiscal year. However, as 
of May 2016, Cambodia remains a least developed country (LDC), in the United 
Nations classification. This is unlikely to change in the near future, given the 
typically lengthy roadmap for LDC graduation, and the country’s performance 
on the Human Development Index.

The percentage of Cambodians living below the national poverty line has 
declined significantly, from 53.2% in 2004 to 13.5% in 2014 (ADB 2014a; NIS 
2016).1 Many of Cambodia’s Millennium Development Goals have been met 
or are on target, including lowering the poverty rate, increasing literacy and 
primary school enrolment, improving child mortality and maternal health, and 
increasing access to improved sanitation (RGC 2014). In addition, Cambodia 
is a multi-party democracy, with a relatively vibrant civil society, and somewhat 
free press. Yet there are problems to overcome, including gender disparities, 
land disputes, threats from climate change and unsustainable development, 
and some exploitative labor practices. Cambodia remains the second poorest 
country in ASEAN, just ahead of Myanmar—substantial challenges remain.

1. However, many households that escaped poverty did so by only a small margin—
they are highly vulnerable to falling back into poverty (World Bank 2014).



6

3. Private sector enabling policy 

Since its return to a market-oriented economy in 1989, Cambodia has set on 
a path of policies and reforms to develop its private sector, with the objective 
of boosting economic growth through investment and trade. Cambodia has 
an open investment environment with few distinctions between foreign and 
local businesses, allowing 100% foreign ownership in all but a few sectors. 1

2  
Cambodia’s 2004 accession to the World Trade Organization (WTO), the first 
least-developed country to do so, as well as joining ASEAN in 1999, have 
catalyzed a series of reforms on trade and private sector development. 

In general, there is a strong supportive institutional and policy environment 
for business. This has been an important driver of the economy’s sustained 
growth. 

3.1 Private sector policy

The Rectangular Strategy (currently in “Phase III” or “RS III”) is the government’s 
main national strategic document, setting out broad priorities for socio-
economic development. One of its four main strategic pillars (“rectangles”) is 
Private Sector Development and Employment. This states that the government 
views the private sector as the “locomotive of economic growth.” 

The latest Rectangular Strategy announced the introduction of a new Cambodia 
Industrial Development Policy 2015–2025 (IDP). Its vision is to “modernize 
Cambodia’s industrial structure from a labor-intensive industry to a skill-driven 
industry by 2025, through connecting to regional and global value chains; 
integrating into regional production networks and developing interconnected 
production clusters along with efforts to strengthen competitiveness and 
enhance productivity of domestic industries; and moving toward developing 
a technology-driven and knowledge-based modern industry” (RGC 2015a).

2. Gemstones, clay tiles and bricks, rice milling, wood and stone carving, and silk 
weaving all require some local ownership. Print media, radio, television and 
printing are restricted to a maximum of 49% foreign ownership. The manufacture or 
processing of cultural items, and foreign investment in alcohol and movie production 
require prior approval from the relevant ministry. Foreign investment in the publishing 
of newspapers, journals, and periodicals is subject to discussion with relevant 
ministries.
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In addition to the IDP (discussed below), the government continues to introduce 
reforms in many areas, including a new SME promotion policy (currently in draft 
form2

3), a financial sector development strategy, new employment and education 
policies, a gender equality action plan, a rice policy, and the Cambodia Trade 
Integration Strategy. These are discussed where relevant in later chapters of 
this report.

Industrial Development Policy

The IDP was formally launched by the Prime Minister on August 26th 2015. It is 
the most recent and most important policy related to private sector development. 
It aims to strengthen and diversify Cambodia’s industrial sector, increase and 
diversify exports, and strengthen and promote SMEs. The policy defines a 
number of targets and actions, including revision and promulgation of key laws 
such as the Law on Investment and Law on Special Economic Zones. 

The IDP’s subtitle is “Market Orientation and Enabling Environment for Industrial 
Development.” It outlines four “key concrete measures”: reduce electricity 
prices; develop transport and logistics plan to connect the corridors of Phnom 
Penh–Sihanoukville, Phnom Penh–Bavet and Phnom Penh–Poipet; improve 
the labor market and skills; transform Sihanoukville into an SEZ or Special 
Administrative Region (perhaps not dissimilar to Thailand’s Eastern Seaboard 
Development). Other elements of the IDP are summarized in Table 2.

3. The IDP specifically targets SMEs. It is not clear to what extent the draft SME policy 
has been superseded by the IDP or will be amended to be consistent with the IDP.



8

Table 2: Cambodia’s Industrial Development Policy 2015–2025

Vision From labor-intensive to skill-based industries by 2025; linking with global and 
regional value chain with clusters; competitiveness and productivity, marching 
toward modern technology and knowledge-based industry.

Targets 
(2025)

(1) GDP share: industry 30%, manufacturing 20%
(2) Export diversification: non-garment manufacturing 15% of all exports, agro-
processing 12%
(3) Business registration: 80% of small and 90% of medium businesses registered, 
and 50% of small and 70% of medium businesses with accurate financial accounts

Strategy (1) Mobilize both large FDI and domestic investment with quality
(2) Upgrade SMEs
(3) Improve regulatory environment
(4) Coordinate supporting policies

Priority 
industries

(1) New, high-value, creative industries
(2) SMEs in pharmaceuticals, construction materials, packaging, furniture, 
industrial equipment, etc.
(3) Agro-processing
(4) Supporting industries (backward or forward linkage)
(5) ICT, energy, heavy industries, cultural/traditional handicraft, green technology

Approaches - The private sector leads, government coordinates
- Structural transformation
- Providing support, incentives, markets linked with performance
- Greenness and inclusiveness

Policy 
measures 
and action 
plans

- FDI attraction with improved investment climate and SEZs
- Upgrade SMEs with registration, accounting, and agro-processing
- Regulatory environment including trade facilitation, standards, taxes, industrial 
relation, etc.
- Supporting policies incl. skills, STI, infrastructure, financial system, etc.

GDP = gross development product, FDI = foreign direct investment, ICT = information and communication 
technology, SEZ = Special Economic Zone (Special Administrative Region?), SME = small and medium-sized 
enterprise, STI = **please define**.

Source: GRIPS Development Forum 2015

In addition, the IDP will involve some institutional reform (Section 3.2). 

The IDP mentions a number of specific industries or activities that the government 
hopes to encourage (“priority sectors”). These include:

• machinery assembly, mechanic/electronic/electric equipment 
assembly, vehicle assembly;

• natural resource processing; 
• SMEs involved in drugs and medical equipment production, 

construction materials, packaging equipment for export, furniture 
manufacturing, and industrial equipment; 
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• agro-industrial production for export and domestic markets; 
• suppliers of raw materials and spare parts industries for other 

industries, particularly garments; and

• information technology and telecommunication (ICT), energy, heavy 
industries, cultural/historical/traditional handicrafts, and green 
technology.

The Government of Cambodia confirms that the IDP is a broad policy framework, 
for which detailed action plans (implementation strategies) must be created. 
Similar to the Rectangular Strategy and National Strategic Development Plan, 
the IDP delegates actions to various line ministries. These actions as described 
in the IDP are broad statements with no or few details. For many IDP actions 
multiple ministries (as many as six) are declared to be the responsible institution, 
which could create issues of accountability and coordination.

3.2 Government agencies

The Supreme National Economic Council (SNEC), the Ministry of Economy 
and Finance (MEF), and the Council for the Development of Cambodia (CDC) 
are the three lead organizations at different levels that cooperate to produce 
policies related to the private sector. 

SNEC functions as an inter-ministerial discussion and coordination forum 
attended by high officials, with particularly strong representation from MEF and 
CDC. Its primary task is to produce policies; it is not responsible for approvals. 
MEF is the leading ministry for economic policy formulation. It oversees fiscal 
revenue and expenditure as well as macroeconomic balance and viability, but 
it also has a leading role in development and industrialization. The General 
Department of Taxation is part of MEF. The CDC was established initially to 
manage external resource inflows into Cambodia. While it is an implementing 
agency, CDC also partly functions as a policy proposing agency.

The prime minister is chair of CDC and the minister of commerce is vice chair. 
CDC is the main body implementing the IDP. Its role has been strengthened 
and widened, as well as that of its subsidiary the Cambodian Investment 
Board. In addition, as part of the reforms outlined in the IDP, the CDC will form 
an Advisory Board for Cambodia Industrial Development (ABCID), which is 
envisaged to consist of senior private sector representatives, and advise the 
CDC in the implementation of the IDP. 
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Source: RGC 2015a.

The Ministry of Commerce (MoC) and Ministry of Industry and Handicraft (MIH) 
are directly responsible for day-to-day engagement with the private sector. For 
foreign investors, CDC is the main point of contact. CDC is also responsible for 
Special Economic Zones. The MoC is responsible for business registration1

4 and 
supplying trade-related documents such as Certificate of Origin. The General 
Department of Industry and the SME Secretariat are within MIH. 

Recent MoC reforms are greatly streamlining business registration and 
trade processes by moving application procedures online. However, some 

4. All business registration, including for micro and small businesses. 
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businesses also require additional licenses and permits from various line 
ministries depending on the nature of their operations (discussed further in 
Chapter 5). Reform efforts are underway to streamline this process through the 
establishment or strengthening of Single Window services at MIH and CDC. 

In addition, Cambodia has a large number of government and inter-ministerial 
committees and sub-committees. These include the Committee for Economic 
and Financial Policy and the Steering Committee for Private Sector Development 
(SCPSD), which has subcommittees on SMEs, Investment Climate and 
Participation of Private Sector in Infrastructure Development, and Corporate 
Governance (Figure 2).

Previous policy successes in Cambodia—such as special economic zones, 
and policies on garments and rice—have all been publicly championed by a 
high-ranking government official (prime minister or senior minister). The IDP has 
received prominent support from the prime minister and is being implemented 
by CDC, which the prime minister also chairs. Therefore it has the potential to 
re-energize the reform process.

3.3 Private sector bodies

The private sector in Cambodia is actively involved in shaping the private sector 
development agenda. In some industries where the regulatory environment is 
relatively weak, such as in construction or liquefied petroleum gas distribution, 
influential companies lead by setting voluntary standards that become 
industry benchmarks. In other industries, which are nascent in the country, the 
regulatory framework is being shaped through dialogue between investors and 
government agencies, such as is currently taking place in life insurance.

For policy advocacy, private sector actors most commonly join together to form 
associations. There are a number of chambers of commerce, both national 
and international, as well as sectoral associations and groups representing the 
interests of businesses facing specific challenges such as small and medium-
sized enterprises (SMEs) or entrepreneurs.

The Cambodia Chamber of Commerce (CCC) is the apex business association. 
It also represents provincial chambers. It sees its main functions as: (i) leading 
the Cambodia business community into a globalized economy; (ii) enhancing 
service levels [for CCC members]; (iii) assisting in the resolution of obstacles to 
trade on behalf of its members; and (iv) encouraging CCC members to exercise 
good governance in doing business (CCC website).
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International chambers of commerce primarily represent foreign investors 
from their respective geographies, but some also have local members. The 
most prominent and active in private sector development are the International 
Business Chamber (IBC), AmCham, EuroCham, and the Japanese Business 
Association of Cambodia (JBAC). Many of these chambers, in particular IBC, 
include a number of prominent Cambodian businesses. These associations 
set up working groups or sectoral committees to discuss issues and advocacy, 
presenting their ideas to the government as a single voice. Such groups are 
active in, for example, construction, pharmaceuticals, legal, logistics and 
banking. Others also directly facilitate investment; JBAC in collaboration with 
JETRO for example has a permanent representative at the CDC.

The Federation of Association of Small and Medium Enterprises of Cambodia 
(FASMEC) is a national association focusing on SMEs, working in close 
collaboration with MIH. FASMEC sees one of its key roles as that of promoting 
locally-made products in the Cambodian market. Most of its members are 
registered enterprises, and FASMEC works to persuade non-registered 
enterprises to register, and provides loans to registered SMEs through its 
own MFI.

There are many associations representing specific industries. Two of 
them represent Cambodia’s main export products, garments, and rice. All 
exporting garment factories must be members of the Garment Manufacturers 
Association of Cambodia (GMAC). Among others, GMAC has lobbied the 
government to streamline customs procedures and reduce fees and levies to 
increase the garment sector’s competitiveness. As a result of trade facilitation 
reforms, garment export fees have dropped significantly over the last few 
years [data/source]. In a push towards overcoming the challenges still facing 
the country’s rice sector since the introduction of the Rice Policy [not the 
official name], Cambodia’s different rice-related associations combined into 
one government-sanctioned organization: The Cambodia Rice Federation 
(CRF). This was formed in 2014 and has been active in lobbying government 
to resolve infrastructure constraints and calling for further tax exemptions 
(VAT), while also exploring market access and improved branding of 
Cambodian rice. 

While the aforementioned associations are mostly represented by established 
local or international business, in recent years some associations focusing on 
a new generation of entrepreneurs have emerged. The most active of these 
include the Young Entrepreneur Association of Cambodia (YEAC) and the 
Cambodia Women Entrepreneur Association (CWEA). 
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Private–public dialogue

High-level discussion of the government’s private sector development 
policies and strategy is undertaken by the SCPSD, comprised of a number 
of ministers with private sector responsibilities. The SCPSD also serves as a 
forum for consultation with development partners. Direct consultation with the 
private sector occurs primarily through the Government-Private Sector Forum 
(G-PSF). The CDC serves as a secretariat for the SCPSD, while the Cambodia 
Chamber of Commerce currently provides overall coordination for the G-PSF.

Private sector participants in the G-PSF are mostly senior representatives 
from chambers of commerce, business, and trade associations. It currently 
consists of eight Private Sector Working Groups (PSWGs)2

5 and associated 
joint Government-Private Sector Working Groups, which are co-chaired by a 
relevant government minister and a representative from the private sector.  The 
PSWGs have regular meetings and serve as a platform for members of the 
private sector to discuss issues and make recommendations related to either 
law and policy (e.g., laws, sub-decrees, Prakas, decisions) or to operational 
impediments experienced by the private sector (e.g., road conditions, unofficial 
fees, damaged infrastructure). 

Meetings of the G-PSF working groups take place at the request of the 
PSWGs or the government co-chair to discuss an agreed-on agenda of 
issues discussed within PSWGs, tracked in an “issue matrix.” The meetings 
are attended by representatives of relevant line ministries invited by the 
government co-chair to provide solutions to problems raised by the private 
sector and report progress on their resolution. Outstanding issues that are 
not resolved within this dialogue can be referred to the prime minister for 
resolution during the G-PSF plenary sessions. These sessions are meant to 
be bi-annual but the latest session was convened in March 2014. These have 
the status of cabinet meetings and decisions made by the prime minister are 
binding.

A weakness in the SCPSD is the lack of private sector representatives, which is 
primarily concerned with policy. Thus, the private sector is only directly involved 
in high-level discussions with the government through the G-PSF, which is 
primarily concerned with action. Assessments of the effectiveness of G-PSF by 
private sector groups range from “works very well” to “effectively moribund,” 

5. Current PSWGs are Agriculture & Agro-industry; Tourism; Manufacturing and Small 
and Medium Enterprises; Law, Tax and Governance; Banking and Financial Services; 
Export Processing and Trade Facilitation; Energy, Transport and Infrastructure; 
Unhusked Rice-Rice; Power and Mining Resources; and Industrial Relations.
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depending on the business group concerned. Specific concerns regarding the 
present G-PSF arrangements made by some business associations include: 

• The scope of some of the working groups needs to be reviewed; for 
example, should infrastructure, construction, and transport continue 
to be covered by a single working group?

• The effectiveness of the G-PSF in facilitating genuine dialogue 
between government and the private sector is reduced by the limited 
amount of time available to address weighty issues, some of which 
may have been analyzed for months, and excessively pre-screened 
by the private sector representatives. 

• Government counterparts pre-screening of proposed agenda items 
for the plenary session may result in selecting issues for discussion 
that do not give senior ministers, including the Prime Minister, the full 
picture of private sector concerns. 

The IDP states that the government will strengthen the G-PSF.

In addition to the G-PSF, less formal discussion and consultation platforms 
between private sector and government exist. Development agencies frequently 
invite private sector representatives to provide input in strategic documents they 
are supporting with technical assistance, such as the Cambodia Diagnostic 
Trade Integration Study. Government line ministries may also organize workshops 
or discussion fora to solicit private sector feedback on specific issues, such as 
the MoC’s recent “CEO Breakfast” sessions or workshops organized by the 
General Directorate of Customs and Excise on customs reform. Lastly, the 
private sector also engages in direct policy advocacy, outside the G-PSF. Some 
business associations have their own sectoral committees or working groups 
to advise line ministries on a semi-formal basis or defined in memoranda of 
understanding, while businesses in nascent industries continue to shape the 
regulatory environment through direct dialogue.
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4. The private sector in Cambodia 

Over the last two decades, the private sector in Cambodia has transformed 
the economy significantly. Employment has grown, while most people still live 
in rural areas where poverty and underemployment are highest. While the 
education and skills of the labor force have improved, many challenges remain 
(particularly for women). Women make a major contribution to the private sector, 
including by owning and managing the majority of businesses, yet they face a 
number of particular barriers. Most private sector businesses are very small, 
and this causes problems such as high rates of informality. Special Economic 
Zones have proven successful in attracting investment and diversifying the 
manufacturing base. However, spillovers from these zones to the rest of the 
economy are limited. These issues are discussed in turn in this chapter.

4.1 Overview

Cambodia has a predominantly private sector economy. In 2014, there 
were 508,133 business entities in Cambodia, of which 96% were private 
sector businesses. State-owned enterprises (SOEs) and non-governmental 
organizations (NGOs) accounted for 2.3% and 0.2% of business entities, 
respectively (NIS 2015a).1

6 Compared to its neighbors Lao PDR, Myanmar, and 
Viet Nam, Cambodia has relatively few state-owned enterprises.

These business entities comprised 513,759 establishments (Table 3).2

7 Around 
61% of these were managed by women.3

8 The vast majority of establishments 
(nearly 60%) are in wholesale and retail trade or motor vehicle and motorcycle 
repair—more than two-thirds of these are owned by women (Section 4.4 
analyzes gender in more detail). Manufacturing and accommodation and food 
services account for most of the remaining establishments.

Micro businesses (less than 10 employees) accounted for over 97% of 
establishments in 2014. These employed 57% of all workers, whereas large 

6. All data here from the 2014 Inter-censal Economic Survey (NIS 2015a), which 
excludes agriculture, forestry and fishing; public administration and defense; and 
extraterritorial organizations and bodies; but includes state-owned and local NGO-
owned enterprises in other industries.

7. An establishment is a single place of business. An entity (enterprise, company, 
partnership, etc.) can own more than one establishment. 

8. Officially, the “sex of representative” is female. The “representative” is the person 
who manages the establishment’s activities and may or may not be the owner.
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enterprises (100 or more persons engaged) employed 28% of workers and 
small and medium establishments (SMEs) the remaining 15%. Employment is 
discussed further in Section 4.3, micro and small business in Section 4.5.

Over half of large establishments (53%) were owned by Cambodians,4

9 while 
more than 99% of micro establishments were owned by Cambodians. Around 
91% of small and medium establishments were Cambodian-owned. More than 
44% of foreign-owned establishments are managed by a woman, whereas over 
61% of Cambodian-owned establishments are managed by a woman.

Table 3: Number of business establishments in Cambodia, by industry, 2014

Industry (ISIC Section) 2009 2011 2014 Average 
annual 
growth

Share 
of total 
(2014)

B: Mining and quarrying
C: Manufacturing
D: Electricity, gas, steam and air conditioning 

supply
E: Water supply; sewerage, waste management 

etc.
F: Construction
G: Wholesale and retail trade; motor vehicle/ 

motorcycle repair
H: Transportation and storage
I:  Accommodation and food services activities
J: Information and communication
K: Financial and insurance activities
L: Real estate activities
M: Professional, scientific and technical activities
N: Administrative and support service activities
P: Education
Q: Human health and social work activities
R: Arts, entertainment and recreation
S: Other service activities

280
84,639

5,304

993
 

204
198,111

 
2,042

29,230
2,323
5,880

60
930

4,779
9,099
4,135
2,755

25,907

179
71,326

4,439
 

440
 

188
268,169

 
1,445

56,852
4,114
3,378

120
945

5,851 
9,868
4,853
1,715

29,481

288
71,929

4,112
 

2,973
 

206
305,785

 
975

56,230
1,096
3,495

133
378

5,931
11,999

6,860
1,207

40,163

0.6%
-3.2%
-5.0%

 
24.5%

 
0.2%
9.1%

 
-13.7%
14.0%

-14.0%
-9.9%
17.3%

-16.5%
4.4%
5.7%

10.7%
-15.2%

9.2%

0.1%
14.0%

0.8%
 

0.6%
 

0.0%
59.5%

 
0.2%

10.9%
0.2%
0.7%
0.0%
0.1%
1.2%
2.3%
1.3%
0.2%
7.8%

Total 376,671 463,363 513,759 6.4% 100.0%

Notes: 2011 data adjusted to be comparable with other years, by removing street businesses. That year 
there were 41,771 street businesses. The data do not cover A: agriculture, forestry and fishing; O: public 
administration and defense; T: activities of households as employers and for their own use; and U: activities 
of extraterritorial organizations and bodies. 
Source: NIS 2015a.

9. Includes joint ventures with at least 50% Cambodian ownership.
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4.2 Transformation and diversification

The Cambodian economy has undergone significant transformation over the 
last two decades. Cambodia was a largely agrarian economy in the early 
1990s. Most people depended on agriculture for their livelihood, and of only 
$166 million in exports in 1993, the majority was wood and rubber.5

10

  
In the mid-1990s, garment factories opened in Cambodia, mostly owned by 
foreign investors from the People’s Republic of China (PRC) and Hong Kong 
seeking to get around quotas imposed by the Multi-fibre Arrangement (see 
Appendix for description of important trade agreements). The garment industry 
grew quickly to become the largest industry in Cambodia (Figure 3), with 
exports of garments and imports of textiles and related inputs dominating the 
country’s trade. Around 90% of workers in the garment factories are women 
and these jobs became an important source of income for many Cambodian 
families. The majority of garment exports were to the United States. The Multi-
fibre Arrangement expired in 2005, replaced in importance for Cambodia 
by Europe’s Everything But Arms (EBA) initiative, which gave least-developed 
countries preferential access. The European Union (EU) became an increasingly 
important destination for Cambodia’s exports (Figure 4). The United States’ 
share of Cambodia’s exports (by value) fell from 56% in 2007 to 17% in 2014, 
with Europe growing from 23% to 28% over the same period.

10. The decline in importance of wood exports in official data is at least in part because 
of a ban on its export. However, media and NGOs report that significant smuggling 
still takes place.
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Figure 3: Export products over time—from wood and rubber to garments, 
then rice, bicycles, and electronics

Note: “Transportation” is entirely bicycles, “vegetable products” include rice.
Source: Atlas of Economic Complexity, Center for International Development.

Exports to Thailand, Viet Nam, as well as the PRC, Japan, and the Republic 
of Korea, also grew quickly. Thailand imported $640 million worth of 
Cambodian products in 2015, up from just $49 million in 2007; and exports 
to Viet Nam have increased to $946 million from $205 million over the same 
period. Japan’s imports from Cambodia stood at $968 million in 2015, up 
from $139 million in 2007, while the PRC’s Cambodian imports rose from $51 
million to $666 million and the Republic of Korea’s from under $9 million to 
$216 million over the same period. Other emerging markets such as Turkey 
and Mexico have become destinations for Cambodia’s exports in recent 
years (ITC 2017).

At the same time that the garment industry was growing, so too was tourism and 
this industry became an important driver of growth and source of employment. 
The construction industry also grew quickly, much of it due to demand for new 
factories and hotels from these other two sources of growth.
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Throughout this time however, most people continued to live in rural areas and 
this is where the majority of poor Cambodians still live. Agriculture output and 
yields have improved (but yields are still below those of neighboring countries). 
Local processing of agricultural products has also increased, particularly of 
crops such as rice and cassava, but the majority of output is still consumed 
domestically or exported unprocessed.

Figure 4: Export destinations over time—from Cambodia’s neighbors to 
the United States then Europe

Source: Atlas of Economic Complexity, Center for International Development.

In the mid-2000s, some other manufacturing industries began to establish in 
Cambodia, particularly in Special Economic Zones (Section 4.7). Investment 
in these zones (mostly foreign) has been in the assembly of bicycles, 
garments, electronics and other light manufacturing, packaging, and some 
food and beverage production. In recent years, growth in these industries has 
accelerated. Cambodia is now the world’s fifth-largest exporter of bicycles, 
having leapt ahead of a number of EU exporters and the United States in 2012 
(Table 4). Nearly all bicycle production takes place in SEZs in Bavet on the 
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Viet Nam border (RGC 2013) and most of it (88%) is sent to Europe, with the 
largest markets being Germany and the United Kingdom. 1

11  

In recent years, there has been a concerted push by the government to 
increase rice production and exports of milled rice. This has had some 
success: milled rice exports reached 542,144 metric tonnes in 2016, up from 
less than 15,000 in 2009 (SOWS-REF 2017). Of this total, 63% was exported 
to the EU, 24% to the PRC, and 10% within ASEAN. Rice has also benefitted 
from EU trade preferences.

Table 4: Bicycle exports by country, $m

2011 2012 2013 2014 2015

People’s Republic of China
Taipei,China
Netherlands
Germany
Cambodia
Portugal
Belgium
Italy
Hungary
Other

     2,919.7 
     1,739.5 

798.9 
499.3 
121.6 
194.3 
266.0 
214.8 
80.8 

     1,804.9 

     3,196.5 
     1,890.7 

748.7 
516.1 
294.2 
177.4 
255.5 
185.2 

98.8 
     1,723.6 

3,189.3 
1,749.2 

717.4 
568.7 
435.5 
173.2 
275.5 
254.6 
137.8 

1,778.9 

3,580.0 
1,745.2 

865.3 
621.0 
425.6 
236.8 
253.0 
257.8 
105.7 

1,464.1 

3,515.6 
1,909.9 

824.7 
603.0 
420.6 
209.9 
208.6 
187.2 
154.1 

1,514.9 

Total      8,639.7      9,086.4 9,280.1 9,554.4 9,548.6 

Note: Data for Cambodia are mirror data (that is, as reported by its trading partners) and therefore include the 
cost of insurance and freight (cif). Export data are normally reported as free on board (fob).. 

Source: ITC 2017.

Garments’ share of exports has fallen as exports of other manufactures, including 
bicycles and more recently electronics, as well as agricultural products have 
grown (Figure 3). The service sector has also increased its share of GDP. In 
particular, trade (including restaurants and hotels) has grown from 15% of 
GDP in 1998 to 24% in 2014 (ADB 2015a). A new generation of businesses 
and entrepreneurs has emerged in Cambodia, some competing in the major 

11. However, Cambodia lost market share in the global bicycle market in 2014 after the 
European Union placed a 48.5% anti-dumping duty on Cambodian bicycles. The 
EU claimed manufacturers from the PRC were using Cambodia to circumvent duties 
(some Cambodian bicycle manufacturers are exempt, having demonstrated to the 
EU that their motive was not to circumvent duties on the PRC). This episode highlights 
both the importance to Cambodia of access to the EU via the EBA initiative, and also 
the risks to Cambodia when it no longer qualifies for EBA access (that is, when it is 
no longer a LDC).
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industries of manufacturing and tourism, but others in nascent areas such as 
information technology and other services.

In short, the economy has become more diversified but still relies heavily on 
agriculture, garments and tourism. The destination for exports has also become 
more diversified, with the EU and other countries rising in importance making 
Cambodia less reliant on US demand.

The economy has the potential to diversify further, building on the success of the 
bicycle and emerging electronics export sectors. The IDP identifies some priority 
industries. Other policy documents and studies have identified industries such 
as natural resources, food and beverage processing, renewable energy, rubber, 
fisheries, ICT, and appliances and electronics (see for example SNEC 2011 and 
Hang 2009).

4.3 Employment, education, and skills

Labor force

Cambodia had just over 10 million persons of working age (aged 15 to 64 years) 
in 2014, and more than 8.2 million of these were employed (Figure 5). Around 
74% of working-age Cambodians lived in rural areas in 2014, and 84% of these 
(6.2 million persons) were employed.2

12 They accounted for 76% of all workers 
in Cambodia (NIS 2015b).

12.  Including own-account workers, such as farmers, and unpaid family members.
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Cambodia’s labor force participation rate in 2014 was 82.6%, down from 
84.4% in 2009 (Table 5). The fall was most pronounced for those aged 15 to 
19—perhaps because more were staying in school (see education section 
below). Nearly 78% of women were in the labor force in 2014, compared with 
88% of men.

Table 5: Labor force participation rate, by age group, %

Age group 2009 2014

15–19
20–24
25–34
35–44
45–54
55–64

70.1
82.9
91.1
92.1
89.9
77.6

60.3
82.8
91.9
91.0
88.1
74.7

Total 15–64 84.4 82.6

Source: Socio-Economic Survey 2014 (NIS 2015b)

    

Figure 5: Employment and the labor force in relation to the working age 
population, 2014

WORKING-AGE POPULATION
Men

4,866,000
Women

5,136,000
Both Sexes
10,001,000

In the Labor force 

Employed

Men
4,279,000

Women
3,981,000

Both Sexes
8,259,000

Men
4,272,000

Women
3,973,000

Both Sexes
8,244,000

Not in the Labor force 

Unemployed

Men
587,000

Men
7,000

Women
1,155,000

Women
8,000

Both Sexes
1,742,000

Both Sexes
15,000

Note: Working-age population defined as all person aged 15 to 64 years.
Source: Socio-Economic Survey 2014 (NIS 2015b)
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Employment

The proportion of the working-age population in employment in 2014 was 
about 82%. Official unemployment in Cambodia is very low (Figure 5). This 
is recognized by the National Institute for Statistics (NIS): “According to the 
international definition, the total unemployment rate in Cambodia is very low. 
About 0.1 percent of the labor force was unemployed in 2014 as well as in 
2009. It is acknowledged that the international definition of unemployment 
does not adequately capture the issues of employment, unemployment and 
underemployment in Cambodia.” (NIS 2015b p.66).1

13  

Although official unemployment is low, underemployment is high. Around 
41% of employed women and 32% of employed men were estimated to be 
underemployed in 2009 (Table 6).

Table 6: Time-related underemployment, all economic activities, 2009

Total Female Male Urban Rural

Rate, % 36.4 41.0 31.9 23.2 39.4

Total persons (‘000) 2,817 1,574 1,243 328 2,489

Note: Time-related underemployment defined as employed persons who during the reference period were: 
(i) willing to work additional hours; (ii) available to work additional hours, and (iii) worked less than 40 hours.
Source: ILO 2012.

In addition to employment among those of working age, around 19% of children 
(age 5 to 17) worked in 2014, with similar rates for girls and boys. Around one-
third of working children attended school: 30% for girls, 36% for boys (NIS 
2015b).

The proportion of workers who were paid employees in Cambodia increased 
significantly from 27% in 2009 to 44% in 2014 (Table 7). This increase was 
observed in Phnom Penh, other urban areas and in rural Cambodia. In 2014, 
there were 748,000 paid employee jobs in Phnom Penh, 496,000 in other urban 
areas, and 2.4 million in rural areas.

13. The low unemployment rate may stem from the definition of labor force (which is 
those economically active in the week previous to the survey, including in production 
for own consumption) and of employed persons (at least 1 hour of work in the pre-
vious week, including unpaid family work). International unemployment definitions 
are not appropriate for countries with a high proportion of people involved in subsis-
tence farming and/or helping in family businesses.
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Table 7: Employment by type of employment, 2009 and 2014

2009 2014

Women Men Both sexes Women Men Both sexes

Employed population (‘000)
Employment status (%)

Paid employee
Employer
Own account worker/self- 
employed
Unpaid family worker
Other/Don’t know

3,713

22.8
0.3

52.4
24.5
0.1

3,752

30.9
0.3

46.1
22.6

0.1

7,466

26.9
0.3

49.2
23.5

0.1

3,973

39.3
0.1

54.2
6.1
0.2

4,272

49.1
0.2

45.4
5.2
0.2

8,245

44.4
0.2

49.6
5.6
0.2

Total 100.0 100.0 100.0 100.0 100.0 100.0

Note: The proportion of workers who are unpaid family members, both men and women, fell significantly from 
2009 to 2014 because of a reclassification of the term. In 2009 people who did work for their household or 
operated their own business but received no income or payment were classified as unpaid family workers. In 
2014 these are own account workers or self-employed.
Source: Socio-Economic Survey (NIS 2015b).

Most Cambodians (6.2 million persons) work in rural areas. Around 76% of 
employed women are in rural areas, and 75% of men. There are proportionally 
fewer paid employee jobs in rural areas, where only one-third of employed 
women are paid employees and 43% of employed men. The majority are own-
account workers or self-employed. Men are more likely to be paid employees 
than women, in urban and rural areas (NIS 2015b). 

Just over 45% of employed persons worked in agriculture in 2014, down from 
58% in 2009 (Table 8). The proportion of workers in industry has increased from 
16% to 24%, reflecting growth in light manufacturing as well as construction 
and other activities.

Women are more likely than men to be employed in agriculture and less likely 
to be in industry and services (Table 8).1

14 In rural areas, 57% of workers are in 
the agriculture sector, 23% in industry and 20% in services. Whereas in Phnom 
Penh, 69% of workers are in services and 28% in industry (NIS 2015b).

14. Though there is significant variation between specific industries. For example, 
around 90% of workers in the garment industry are women.
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Table 8: Employed population, by sector and sex

2009 2014

Women Men Both sexes Women Men Both sexes

Employed population (‘000)
By sector (%)

Agriculture
Industry
Services
Other/don’t know

3,715 

57.8
16.2 
26.0 
0.0 

3,754

57.4
15.5
27.0
0.0

7,469

57.6
15.9
26.5

0.0

3,968

46.7 
24.1 
29.2 

0.1 

4,267

43.9
24.5
31.5
0.1 

8,235

45.3
24.3
30.4
0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Socio-Economic Survey 2014 (NIS 2015b)

Most Cambodians are in agricultural occupations: 38% of all workers (Table 
9) and 48% of workers in rural areas. Many others are trades workers or are in 
sales or service and elementary occupations. Women are more likely than men 
to be agricultural or sales and service workers.

Table 9: Employed population, by main occupation, 2014, % 

Main occupation Women Men Both sexes

Armed forces occupations
Manager
Professionals
Technicians and associate professionals
Clerical support workers
Service and sales workers
Skilled agricultural, forestry and fishery workersa

Craft and related trades workers
Plant and machine operators and assemblers
Elementary occupations
Other/don’t know

0.1
0.5
2.4
0.9
3.2

20.1
39.4
21.6

0.8
11.1

0.1

1.5
1.2
2.8
1.4
4.4

10.8
36.3
19.1
6.8

15.5
0.1

0.8
0.8
2.6
1.1
3.9

15.3
37.8
20.3

3.9
13.4

0.1

Total 100.0 100.0 100.0

a Includes subsistence farmers. For detailed definitions of all occupation groups see www.ilo.org/public/
english/bureau/stat/isco/isco08/ 
Source: Socio-Economic Survey (NIS 2015b).

The data in the tables above are from surveys of households. Further detail 
is available from surveys of businesses, such as the Economic Census and 
the Inter-censal Economic Survey, however they cover a narrower portion of 
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the economy.1

15 These suggest that 1.9 million Cambodians were employed by 
businesses in 2014 (Table 10), compared with the 8.2 million total workers in 
Figure 5. The majority are in retail trade and manufacturing.

Table 10: Persons engageda, by selected industryb and sex, 2014

Industry Both sexes Male Female

Manufacturing
Wholesale and retail trade; repair of motor vehicles/ 
motorcycles
Accommodation and food service activities
Education
Human health and social work activities
Other service activities
Otherc 

585,902 
 

631,141 
183,053 
167,118 

39,458 
103,617 
164,380 

185,830 
 

252,791 
70,183 
99,561 
20,630 
42,575 

108,729 

400,072 
 

378,350 
112,870 

67,557 
18,828 
61,043 
55,651 

Total 1,874,670 780,299 1,094,371 

a Includes unpaid family members but excludes volunteers. 
b The survey excluded agriculture; public administration and defense; and extraterritorial organizations. It 
also excluded street businesses, which in 2011 employed 62,780 persons (NIS 2012).
c Mining; electricity, gas and water; construction; transport; communication; finance; real estate; professional 
activities; administration; and arts and entertainment. 
Source: Inter-censal Economic Survey (NIS 2015a).

In total, 55% of all people employed by business in Cambodia in 2014 worked 
in a micro establishment (that is, one that engages 1 to 9 persons). More than 
half of these workers are in 1- and 2-person establishments. However, nearly as 
many people work in large establishments as in 1- and 2-person establishments 
(Figure 6). If unpaid family members are excluded, then large businesses 
employ more workers than 1- and 2-person establishments. Micro and small 
businesses are discussed further in Section 4.5.

15. Agriculture; public administration and defense; and extraterritorial organizations are 
excluded. 
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Figure 6: Number of people employed by business, by size of establishment 
and type of employment, 2014

Notes: Data are from business surveys, so exclude agriculture. See note b to Table 10 above. 
Excludes voluntary labor, of which 1–2 person establishments engaged 61,752 persons and other 
establishments engage almost none.

Source: Inter-censal Economic Survey (NIS 2015a).

Almost 49% of all people employed by business work in the residential home of 
the owner/manager (45% for women, 54% for men). 

Another source of employment is migration, particularly to Thailand, where, 
according to media reports, as many 660,000 to one million Cambodians 
find work—usually as short-term agricultural workers, fishermen, construction 
workers and factory workers.1

16 A more vibrant private sector in Cambodia that 
provides more jobs and higher-paying jobs will reduce this incentive to emigrate.

Education 

Around 78% of the Cambodian adult population (aged 15 and above) was 
literate in 2014 (NIS 2015b).2

17 For men the rate was 85% and for women 72%. 
This was an improvement from 2004 when 69% of adults were literate (80% for 
men, 60% for women). In rural areas in 2014, 67% of women were literate. Only 

16. Many of these people are working in Thailand illegally. In 2014, Thailand deported   
 50,000 Cambodians (US Department of State 2015). 

17. Able to both read and write a simple message, in any language.
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57% of women aged 45–54 were literate, and the rate is even lower for older 
age groups. Encouragingly, 90% of women aged 15–24 are literate (the same 
as men).3

18 

In 2004, 15% of those aged 15–24 had never attended school. By 2014, this 
had fallen to 7%. The 2007 Education Law commitment to providing all children 
with free primary education appears to be having some success. Around 
88% of Cambodians aged 6 to 14 were attending school in 2014 (89% girls, 
87% boys). The rate for girls is higher than boys in rural areas but lower in 
urban areas. In 2004, 37% of persons aged 15 years and above had at least 
completed primary school. By 2014 this had increased to 53%.

However, only a small proportion (14%) of working-age Cambodians have 
completed lower secondary school (grades 7 to 9, typically for ages 12 to 14). 
The completion rate for upper secondary school (grades 10 to 12) is even lower, 
including for those aged 20 to 24 (Table 11). Completion rates for women are 
lower than men (see Gender section below).

Table 11: Education level of labor force, by age group, 2014, % 

Age group None or 
only some 
education

Primary 
school not 
completed

Primary 
school 

completed

Lower 
secondary 
completed

Upper 
secondary 
completed

Post 
secondary 
education

Total

15–19
20–24
25–34
35–44
45–54
55–64

8.3
7.4

12.4
19.6
27.5
28.3

24.7
23.0
29.1
33.0
38.9
41.9

40.7
31.9
25.6
25.5
19.2
17.5

21.4
19.3
14.1
11.1
8.0
8.4

3.2
10.6

8.9
6.9
4.5
2.8

1.7
7.9
9.8
4.0
1.9
1.1

100.0
100.0
100.0
100.0
100.0
100.0

Total 15–64 15.9 30.8 26.9 14.0 7.0 5.5 100.0

Source: Socio-Economic Survey (NIS 2015b).

Many parents feel it necessary to supplement their child’s education with 
additional private lessons. “Almost 70% of women in upper secondary school 
and about 66% of men took private lessons after school in 2014. The rate was 
also high in lower secondary school, at 49% of women and 45% of men.” (NIS 
2015b).

18. Thus Cambodia’s literacy rate will continue to improve even if there is no further 
improvement in education outcomes.
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The cost of schooling is a barrier to education for poor children. Although primary 
education is free in Cambodia, parents must pay for uniforms, books and school 
supplies, as well as informal fees. Due to their low compensation, teachers regularly 
collect informal fees for extra tuition creating a barrier to education for poor children 
(UNDP 2014). Households’ expenditure on education (per person attending the 
formal school system) has increased significantly (Table 12). For example, primary 
school spending nearly tripled between 2009 and 2014. It is not possible to identify 
from the data how much of this increase is because of rising unit costs or because 
more households are supplementing state education with private lessons.

Table 12: Households’ average annual education expenses, per student, 
‘000 riel 

2004 2009 2014

Primary
Lower secondary
Upper secondary
Technical/vocational
Undergraduate/graduate

44
185
427

1,291
2,186

111
280
663

2,024
2,797

314
669

1,214
2,062
3,837

Note: Only for those attending the formal school system, but includes any additional private lessons or 
non-formal education. Expenses include school fees, tuition, books and other supplies, transport, gifts for 
teachers, building funds, etc.
Source: Socio-Economic Survey (NIS 2015b).

The overall quality of education remains a challenge. A national assessment system 
has yet to be standardized and regularly administered, but national assessment 
tests show that students’ learning achievements, although improving, remain low. 
Grades 3 and 9 students only managed average scores in mathematics of 48% 
and 44%, respectively (pass score is 50%). Language test average scores were 
higher: 54% for Grade 3 and 68% for Grade 9 (ADB 2014a). 

The low level of learning outcomes suggests a deficiency in the education 
system. In addition to large class sizes, the quality of teachers is a constraint 
on the performance of schools. Of Cambodia’s 85,000 teachers, 18% hold a 
bachelor’s degree. Around 36% of primary school teachers have completed 
only up to lower secondary education (37% in rural areas). Among secondary 
school teachers, 31% have a bachelor’s degree (26% in rural areas) (RGC 
2015b).4

19 Gender-disaggregated data is not available. A scarcity of basic 

19. However, teacher “credentials, degrees, experience, and training are seldom very 
good indicators of quality teaching skills. In developing Asia, teacher certification 
and degrees have no effect on student outcomes.” (ADB 2015a, p.48). 
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learning materials and equipment and a weak curriculum are also major issues. 
According to the World Economic Forum’s Global Competiveness Report, 
Cambodia’s education system is the weakest in Southeast Asia (WEF 2014a). 

Training and skills

The government has emphasized improving skills as part of its Rectangular 
Strategy. A skilled workforce is important to the continued growth of Cambodia’s 
private sector. The relatively low-wage environment in Cambodia is a significant 
competitive advantage. However, low labor productivity weighs on expansion 
and diversification objectives. Similarly, a reliance on foreign labor in key technical 
and management positions (particularly in light manufacturing industries such 
as garments) limits future growth. 

Popular areas of study among Cambodian higher education students include 
foreign languages, management, accounting, and computer science. TVET is 
not viewed positively by many students and their parents (discussed in Chapter 
5). Employers note that graduates lack the essential skills and practical 
experience required for employment in the fields for which they were supposed 
to be qualified. Employers also face a relative shortage of TVET and higher 
education graduates (see Constraints section below).

Both TVET and higher education have low enrolment rates. Although the 
number of students enrolled in TVET has grown in the last few years, it is low 
compared with the number of youths in the country. Many students do not 
pursue TVET because staying in school is costly and because of attitudes 
(of students and parents) that place importance on university degrees (with 
a focus on fields such as marketing, accounting and business). This may 
in part be because the value of TVET to future earning potential is not be 
widely understood. In 2009, secondary school graduates who had followed 
the TVET curriculum earned 60% more than primary school graduates, and 
post-secondary TVET graduates earned returns 112% over lower-secondary 
school graduates. Yet, only about 17% of students express a desire to enroll 
in TVET (World Bank 2012a).5

20  

Another reason for the focus on business degrees is that many Cambodians 
view owning a business as the only route to success. Paid employment is 
not as desirable in Cambodia as it is in developed countries, partly because 
there are relatively fewer paid employment jobs, and historically few people 

20. Compared with 30% who prefer to find a job and 50% who wish to go to university 
after high school (World Bank 2012a).
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have become wealthy through being a paid employee. The status of owning a 
business is particularly more attractive than a well-paying job.

Nevertheless, TVET has improved the quality of the labor force under programs 
such as the Voucher Skills Training Program (VSTP), supported by ADB, 
which provided short-term basic skills training in provincial training centers 
(PTCs). Between 2006 and 2013, the number of trainees averaged more than 
20,000 per year, focusing mainly on agriculture, crafts, and basic mechanics. 
In addition, non-state vocational training centers run by NGOs and private 
training providers are improving the skills of Cambodia’s workforce. According 
to government data, for the academic year 2015–2016, there were 36,120 
enrollments at 39 TVET institutions across the country, which offered training 
from short courses up to master’s level (MoLVT 2017). Some companies provide 
formal training to their employees. This is significantly more prevalent among 
larger businesses (ADB & World Bank 2014).

Education and training policy reforms

The government’s Education Strategic Plan 2014-2018 aims to improve 
education quality, strengthen financial and personnel management, reform 
examinations, improve management and regulation of higher education, and 
develop technical and soft skills. Education policy includes reforms to promote 
a “new generation of schools,” which include improved management and 
governance through working with the private sector and NGOs, performance-
based salaries, integrating ICT into classes, teacher scholarships, innovative 
financing, and a new curriculum. The policy also includes school assessments 
and inspections. 

The government has also taken action to improve labor market information 
through the creation of a National Employment Agency and to promote 
vocational training through a National Training Agency in an effort to better 
balance higher education and technical and vocational education and training, 
and thereby provide more graduates with the relevant and quality expertise 
needed by businesses. 

However, education and skills remain a significant constraint for the private 
sector. This is discussed in more detail in Chapter 5.
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4.4 Gender

There are 7.7 million women in Cambodia—51% of the population—of whom 
5.1 million are working age (15 to 64 years). For the private sector to contribute 
to inclusive growth, challenges that inhibit the participation and success of 
these women in business need to be addressed.

Social and economic outcomes for women lag those for men in a number of 
areas (such as education and paid employment). Cambodia ranked 108th out 
of 142 countries in 2014 in the World Economic Forum’s Gender Gap Index, with 
a score of 0.65 where a score of 1.0 presents full equality (WEF 2014b). Some 
gender gaps in Cambodia have been reduced, and there have been several 
gender-responsive policy initiatives, but women still face some persistent 
gender obstacles (ADB & ILO 2013).

Female business ownership and management

Just over 60% of businesses in Cambodia in 2014 were owned by women 
(NIS 2015a). However, these businesses tend to be small—more than 78% 
of women-owned business establishments6

21 employ only one or two persons 
(including the owner). Women own 61% of micro businesses (1 to 9 persons), 
18% of small businesses (10 to 19 persons), 28% of medium businesses (20 to 
99 persons), and 13% of large businesses (100 or more persons).

Nearly 69% of women-owned business establishments are in wholesale or retail 
trade and motor vehicle/motorcycle repair. Furthermore, 69% of all wholesale 
or retail trade and motor vehicle/motorcycle repair establishments are owned 
by women; and over 41% of all manufacturing establishments are owned by 
women (Table 13). 

21. A business entity may have multiple establishments.
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Table 13: Women-owned establishments, by industry and establishment 
size, 2014, % 

Share 
of all 

female-
owned

Share of all establishments (male- and female-owned)

Industry Total 1-2 
persons

3-9 
persons 

10-19 
persons

20-99 
persons 

100+ 
persons 

Manufacturing
Wholesale and retail trade; 
repair of motor vehicles/ 
motorcycles
Accommodation and food 
service 
Education
Human health and social 
work 
Other service activities
other

9.6
68.6

 

 
13.3
0.6

0.7
5.6
1.6

41.1
69.3

 

 
73.0
14.8

 
29.7
43.3

43.7
71.4

 

 
81.9
22.7

 
28.4
39.4

41.2
69.6

 

 
74.7
13.0

 
31.3
43.7

21.8
10.5

 

 
36.6
15.9

 
17.2
16.9

58.9
10.3

 

 
8.8

21.8
 

1.8
84.9

14.9
23.1

 

 
10.3

8.5
 

16.2
42.9

Total 100.0 60.1 64.4 51.2 17.8 27.9 13.0

Source: NIS 2014a.

Detailed sub-industry data for 2014 are not available, but in 2011 businesses 
owned by women were predominantly in “other retail sales in non-specialized 
stores” (30% of businesses owned by women), restaurants and mobile food 
services (11%), retailing food, beverage and tobacco at stalls and markets 
(10%), retailing food in specialized stores (9%), retailing clothing, footwear 
and textiles in stalls and markets (5%), beverage serving activities (5%), 
garment manufacturing (4%), and hairdressing and beauty treatment (3%) 
(NIS 2012).  

Similar to business ownership, the majority (61%) of businesses in Cambodia 
are managed by women.7

22 More than 78% of women-managed establishments 
employ only one or two persons (including the manager). Of large business 
establishments, women manage 21%. Women manage 23% of small business 
establishments and 34% of medium establishments (20 to 99 workers). Men 
manage 74% of all establishments with 10 or more workers.

Over 71% of women-managed establishments are in the residential home of 
the owner (however the figure for male-managed is 80%). The data indicate 
that a considerable proportion (around 45%) of women-managed businesses 
are very small and informal, retailing goods from their home. Women may 

22. The manager is often the owner, given the high number of 1-person establishments 
owned by women. Hence data for businesses owned by women is similar to data for 
businesses managed by women.
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do this work to supplement their families’ income and they can do this from 
home where they can care for children and elderly relatives and fulfill other 
obligations.

Informality and organization of women-owned businesses

Informality is a prominent issue in Cambodia (Section 4.5). Here we analyze it 
in terms of women’s businesses and employment. 

Less than 1% of women-owned businesses are registered with the Ministry of 
Commerce or its provincial department. For male-owned establishments the 
figure is nearly 4%. This registration discrepancy may be partly because of 
the size and activity of the businesses that women own. However, excluding 
establishments operating from the residential home, 1.1% of establishments 
managed by women are registered, compared with over 12% for those managed 
by men. That is, even outside of small home businesses, women are less likely 
to register. Hence, low levels of business registration may not only be explained 
by the small size of the majority of women’s businesses. 

Nearly all women-owned businesses (99%) are individual proprietorships.8

23 Very 
few are general or limited partnerships, private or public limited companies, or 
other forms of business organization. Nearly 90% of businesses owned by men 
are individual proprietorships. Around 54% of general partnerships are owned 
by women, but there were only 203 of these in Cambodia in 2014. Further 
investigation of general partnerships is required to determine if these could be 
a pathway for increasing the registration of women-owned businesses.

Women’s employment

Women are a smaller share of the labor force than men (Figure 5). A higher 
proportion of women in rural areas are in the labor force than in urban areas.9

24 

The total number of employed women grew 7% from 2009 to 2014 to nearly 
4 million persons, whereas the number of employed men grew 14% over the 
same period (NIS 2015b). This difference is partly explained by a fall in women’s 
participation in the labor force (from 80.4% to 77.5%), particularly those aged 15 

23. This includes an individual proprietor who is registered (known as “sole proprietor” 
in the Economic Census and Inter-censal Economic Survey) and those that are not 
registered (“individual proprietor”).

24. This in part could be a result of the definition of “economically active”, which 
includes production for own consumption (for example, subsistence farming) if some 
production is also sold. This definition issue might inflate Cambodia’s ranking in the 
WEF’s Gender Gap Index, which ranks Cambodia 77th for economic participation, 
largely because of high female labor force participation (WEF 2014b).
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to 19—presumably because more are staying in school (see below). A higher 
proportion of employed women than men are underemployed (Table 6).

More than half of employed women are self-employed—somewhat more than 
men (Table 7). Women are less likely than men to be paid employees. Nearly 
45% of all women employed by business work in the residential home.

Nearly 1.1 million Cambodian women worked in businesses (excluding 
agriculture) in 2014, accounting for 58% of total persons engaged. More than 
22% of these were unpaid family workers.10

25 Around 28% were self-employed 
and 46% were regular employees.

Compared with men, women tend to work in smaller business establishments. 
On average, women work in establishments with 2.6 workers, whereas men 
work in establishments with 5.2 workers. Over 55% of employed women work 
in micro establishments (1-9 workers), just 5% are in establishments with 10–
19 workers and 6% with 20 to 99 workers. The remaining 33% work in large 
establishments (and 22% work in establishments with 1,000 or more workers)—
many of these are in the garment industry.

Of those employed by business, most women work in manufacturing, closely 
followed by wholesale and retail trade (Table 10). Detailed sub-industry data 
for 2014 are not available, but in 2011 most women worked in the manufacture 
of garments and leather products (32% of female workers, and around 90% of 
the industry’s workforce), retail trade except motor vehicles and motorcycles 
(31%), food and beverage service (11%), and education (5%) (NIS 2012).

Education and the jobs of women

Illiteracy rates are higher among women than men. Of those in the labor force, 
in 2014 more females (20%) than males (12%) had no or only some education. 
Women are less likely than men to have completed school at all education 
levels (Table 14). As a result, the WEF ranks Cambodia only 124th out of 142 for 
women’s educational attainment (WEF 2014b).

25.  Just over 21% of men engaged by businesses were unpaid family members.
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Table 14: Education of labor force, by sex, 2014, % 

None or 
only some 
education

Primary 
school not 
completed

Primary 
school 

completed

Lower 
secondary 
completed

Upper 
secondary 
completed

Post 
secondary 
education

Total

Women
Men
Both sexes

20.3
11.8
15.9

32.8
28.8
30.7

25.1
28.4
26.9

12.2
15.6
14.0

5.3
8.6
7.0

4.2
6.8
5.5

100.0
100.0
100.0

Source: Socio-Economic Survey (NIS 2015b).

The vast majority of all female workers are in agricultural jobs (39%), followed 
by trades and crafts (22%). Only 11% of employed women are in elementary 
(very low skilled) occupations (Table 9). Despite high rates of business 
ownership, throughout the economy only 0.5% of women are managers (less 
than half the rate for men).

Business challenges faced by women 

One of the main challenges faced by women is their relative time poverty 
compared with men. Social and cultural expectations are that women take 
care of the family home and children—even if they are also running a business. 
This reduces the time available for paid work, and also reduces mobility (ADB 
& ILO 2013). It is not surprising that a large proportion of women’s business 
operate from the residential home.

In many small and medium Cambodian businesses, it is the woman who 
handles the finances and administration. This leads to the perception that the 
woman has control. However, typically it is the husband that makes all major 
decisions, even financial ones—even though it may be that the woman is 
armed with better information about the business’s finances and opportunities. 
The husband’s approval is required for most business decisions. 

There are also cultural barriers to access to education and training, particularly 
technical or financial training. These are not seen as the domain of women. 
Often in Cambodia when development partners have offered training as part 
of their program, only men turn up, even where the training would be more 
relevant to the female family members involved in their business. 

A lack of day care facilities (compounded by a culture unfamiliar with using such 
facilities) means that many women must take their children with them (to work or 
to training). This can restrict their ability to effective concentrate on tasks at hand. 
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The lower levels of literacy and education for women discussed above means 
that they face greater challenges in business registration and obtaining and 
interpreting business regulations and information. Social norms can also make 
it more difficult for women to interact with male government officials (and only 
13% of all workers in public administration are female (ADB & ILO 2013). 
Women are reportedly more easily intimidated into paying unofficial fees, due 
to their greater fear of confrontation (IFC 2008). Hence there may be a greater 
incentive for women-owned businesses to remain informal than male-owned 
businesses (see Sections 4.5 and 5.1). 

Women also report more difficulty than men in hiring, managing, and retaining 
male staff (ADB & ILO 2013).

Finally, while access to finance is cited as a major constraint by 16.9% of 
surveyed businesses in the 2016 World Bank Enterprise Survey, this issue 
was felt disproportionately by women. Firms with female top management 
were more likely to face access to credit constraints than firms with male top 
management, at 21.2% and 12.8%, respectively. 

Addressing women’s challenges

There is some support for women to help them overcome these challenges, 
such as provided by the Ministry of Women’s Affairs (MOWA), the Cambodia 
Women Entrepreneurs Association, and the Cambodia Women’s Business 
Federation. Having a separate ministry devoted to women has raised the 
status of gender issues, provides a channel through which women’s issues 
can be raised, and enables development of a broad gender mainstreaming 
program. MOWA has an action plan designed to help the country speed up its 
progress in attaining Millennium Development Goals on gender equality. The 
three key priorities in the action plan include:

• providing unemployed and underemployed women with training for 
jobs that are consistent with market demands;

• promoting women-led enterprises with the aim of helping women to 
enhance their capacity to move their businesses from the informal 
to the formal sector; and

• working to improve the livelihoods of poor women in rural 
communities.

MOWA operates women’s development centers. These centers provide 
training in a range of topics, from management and small business finance, 
to technical training on product standards. They also provide advocacy and 
information on female workers’ rights (ADB & ILO 2013).
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Development partners and NGOs are also active in supporting women’s 
business. A business center for women opened in Phnom Penh in 2015: 
WECREATE. A partnership between the US Department of State and StartUp 
Cup, it provides an entrepreneurial community center for women to help them 
start or expand their business. It does this through mentoring, business and 
community connections, specialized training, access to markets and capital 
along with the technical tools and resources. 

Similarly, SHE Investments runs a six-month incubator for female entrepreneurs 
in Cambodia. It also holds workshops and provides training aimed at female 
micro entrepreneurs.
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4.5 Too Small to Prosper: SMEs, the missing middle, 
and informality 

Micro businesses—the backbone of the economy?

The majority of businesses in Cambodia are micro enterprises (less than 
10 employees). Furthermore, most of these micro businesses employ just 
one or two people (Figure 7). The majority (99%) of micro businesses are 
unregistered (discussed further below). Micro businesses tend to be in 
wholesale and retail trade and motor vehicle/motorcycle repair (61% of 
micro establishments), manufacturing (14%), accommodation and food 
service (11%) and other services (8%). 

Figure 7: Number of business establishments in Cambodia, by size, 2014

Source: Inter-censal Economic Survey (NIS 2015a).

Micro businesses engage many people, but a high proportion of these are 
unpaid family members (Figure 6). Furthermore, micro businesses make 
a relatively lower economic contribution than implied by employment data 
due to their lower productivity. In Europe, the countries with large shares of 
employment by small companies are Greece, Italy, Portugal and Spain (OECD 
2011). More successful economies such as the United States, Germany, 
the United Kingdom, and Denmark have relatively fewer people working for 
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small companies. In the US, smaller companies pay lower wages, and the 
gap is larger the lower-skilled the work (Henwood 2000). Furthermore, small 
businesses are more likely to go out of business than large businesses. 
This might be one reason why they feature heavily in policy—they need 
more help. But new jobs are more likely to persist in larger companies. 
Also, larger companies are often easier to regulate, more open to public 
scrutiny, friendlier to affirmative action programs and more vulnerable to 
union organizing.

Small and medium businesses—is the middle missing?

As illustrated in Figure 6, most people either work for a micro business or for a 
large business—very few work for small and medium businesses (that is, those 
with 10 to 99 employees). This phenomenon—not unique to Cambodia11

26—has 
come to be known as the “missing middle.” It raises concerns that there are 
barriers preventing micro businesses from growing into small and medium 
businesses.12

27 

However, many micro businesses remain small not because of barriers to 
growth but simply because they have no desire to grow. Such businesses may 
exist to supplement the household’s income rather than be the main source of 
it. For example, a woman may sell groceries from home—an activity she can do 
while taking care of children and fulfilling other obligations. These businesses 
typically employ only one or two people (and the second person is usually 
an unpaid family member13

28).  Excluding one- and two-person businesses that 
operate from the family home paints a slightly different picture (Figure 8).

26. In Thailand, medium firms (defined as 51 to 200 employees) account for less than 
0.5% of the total and employ less than 9% of workers. Large firms in Thailand employ 
16% of workers (ADB 2013). 

27. Although medium-sized businesses do employ more people than small businesses.
28. Of 419,600 persons engaged by two-person establishments, 48% are unpaid family 

members. That is, 95% of the second persons are unpaid family members (assuming 
none of these establishments has two unpaid family members).
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Figure 8: Number of businesses establishments, excluding 1- and 2- person 
that operate from the home

Source: Inter-censal Economic Survey (NIS 2015a).

There are still many more micro and small businesses than medium-sized 
business. But there are many more medium sized businesses than large 
businesses. The chart does not present a U-shape. It is not only the middle 
that is missing, in terms of number of businesses, but also the large end of the 
distribution. The “missing middle” concept only appears when one examines 
employment by business size (Figure 6). The missing middle concept is a 
product of dividing employment into these particular business size groups. 

Informality—a barrier to inclusive growth

Informality poses a number of problems for the businesses involved and for 
the broader economy. Informal businesses cannot access formal finance, often 
are not correctly taxed, and are not always subject to labor market regulations. 
When surveyed, 32% of businesses report that practices of competitors in the 
informal sector are a major constraint (World Bank 2016). The government 
recognizes the problems of informality, hence the IDP sets targets for increased 
business registration.

The Law on Commercial Rules and Registration implies that all persons or entities 
engaged in business must register with the Ministry of Commerce. However, 
only 2.1% of business entities in Cambodia are registered with the Ministry of 



42

Commerce (MoC) or its provincial department (NIS 2015a). Just over 70% of 
these additionally have some other form of registration, license, or approval 
of business operation from other ministries or agencies (most commonly the 
Ministry of Industry and Handicrafts or Ministry of Tourism). That is, most 
businesses that do register do not do so only with MoC. Typically, registration 
with MoC creates an obligation to register with the Ministry of Labor (if the 
business has employees) and the General Department of Taxation. Business 
registration is discussed in more detail in Section 5.1. 

Around 5% of businesses are not registered with MoC but do have some form 
of registration, license or approval of business operation from another ministry 
or agency. These are mostly likely to be with the Ministry of Education, Youth 
and Sport; the Ministry of Health; the Ministry of Cults and Religions; the MEF; or 
the MIH. That is, even businesses that are sometimes deemed “unregistered” in 
official data do in fact have some form of government approval for their operations.

Smaller businesses are less likely to be registered with MoC than larger 
businesses (Figure 9). Registration rates of small and medium businesses are 
well below the government’s targets for 2025 set in the IDP (Table 2). MoC-
registered establishments have on average 58.1 workers, whereas unregistered 
establishments have an average of 2.5 workers. 

Figure 9: Business entities registered with Ministry/Department of 
Commerce, by size, 2014, % 

Source: Inter-censal Economic Survey (NIS 2015a).
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Over 67% of all workers in the private sector are in establishments not registered 
with the Ministry or Provincial Department of Commerce (58% of men and 79% 
of women). 

Not surprisingly, the industry with the lowest proportion of workers in 
registered businesses is wholesale and retail trade. Manufacturing has 
more than 70% of workers in registered businesses, significantly more than 
most other industries (Table 15). The majority of workers in information and 
communication, finance, real estate, arts and entertainment are in registered 
businesses (these all have at least 75% of their workforce in registrations 
businesses, although the total number of employees is not large and hence 
not shown in the table). 

Table 15: Business employment, by registration status and industry, 2014 

Total Registered Not 
Registered

% total in 
registered

Manufacturing
Wholesale and retail trade; repair of 
motor vehicles and motorcycles
Accommodation and food service 
activities
Education
Human health and social work activities
Other service activities
 Other

591,628 
631,141 

 
183,053 

 
167,118 
39,458 
97,793 

164,479 

  418,477 
22,220 

 
34,242 

 
30,260 
5,228 

   10,663 
   92,817 

173,150 
608,921 

 
148,811 

 
136,858 
34,231 
87,131 
71,661 

70.7%
3.5%

 
18.7%

 
18.1%
13.2%
10.9%
56.4%

Total 1,874,670 613,907 1,260,763 32.7%

Source: Inter-censal Economic Survey (NIS 2015a).

Hence, the vast majority of employees in Cambodia are in informal businesses 
and so do not have access to the benefits and protections provided by formality. 
The costs of informality go beyond this however.

High rates of informality create an uneven playing field that can place formal, 
tax-compliant businesses at a competitive disadvantage when compared 
to their unregistered competitors. Informal businesses are less likely to cite 
business regulations as a constraint, and registered businesses report that 
competition from the informal sector is a constraint (Chapter 5). In addition, 
high rates of informality have an adverse impact on the government’s fiscal 
position by narrowing the tax base and concentrating revenue collection on a 
smaller number of tax-compliant businesses, which merely serves to heighten 
the incentive to operate informally.
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For the unregistered businesses themselves, operating informally has a number 
of disadvantages. Most significantly, their access to finance is constrained by 
their inability to obtain a bank loan, forcing them to seek capital from alternative 
sources such as informal money lenders (often at very high interest rates) and 
family members. Constrained by a lack of capital, many informal businesses are 
unable to invest in new systems, equipment, and technologies, or to achieve 
the scale necessary to become internationally competitive. They can access 
formal credit by borrowing in their own name, rather than the business name, 
if they have collateral but this is not always easy and can involve high interest 
rates.

In addition, informal businesses have greater difficulties in accessing global 
supply chains, contracting with large customers and suppliers overseas, and 
engaging in joint ventures with foreign businesses (see ADB & World Bank 
2014 for a discussion). They also have added difficulties in accessing business 
support services and development programs. 

While there are a wide variety of reasons why a business may choose not to 
register, the key drivers of informality relate to the benefits of staying “under the 
radar” of government officials, particularly with respect to business registration 
and compliance with regulations and tax.

A key question that has important policy implications is: why do businesses 
operate informally? Is the answer that businesses would like to become formal 
but are discouraged or prevented from doing so by complex and burdensome 
business registration processes? If this is the case, then it follows that policy 
interventions should focus on making it easier for businesses to register. 

Alternatively, do Cambodian businesses actively choose to remain informal 
after weighing the costs and benefits of formalizing? According to this view, 
businesses do not want to formalize because the benefits of doing so (including 
improved access to finance and global supply chains) are outweighed by the 
costs of formalizing (including the initial costs of registering the business as 
well as the burden of complying with regulations, dealing with authorities, and 
paying taxes). To the extent that this is the case in Cambodia, simply making it 
easier for businesses to register may not be sufficient to cause large numbers 
of businesses to formalize. Rather than a narrow focus on streamlining the 
business registration process, a broader range of interventions may be 
necessary that seek to increase the benefits of formalizing (for example by 
improving formal businesses’ access to finance) and address the underlying 
regulatory and taxation challenges that increase the costs for formal 
businesses. 
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These costs of formalizing, and operating as a formal entity, represent constraints 
to Cambodia’s private sector development. Chapter 5 examines these and 
other key business constraints. 

SME institutions and policy

Prior to the launch of the IDP, the MIH had the primary responsibility for the 
government’s SME policies. It is the home of the SME Secretariat. However, the 
IDP has some focus on SMEs and the CDC is the main agency for implementing 
the IDP. It is not clear at this stage to what extent CDC will take over some SME 
responsibilities. A number of IDP actions are specifically delegated to MIH. The 
MoC also has some responsibilities that relate to SMEs.

MIH is responsible for the Single-Window Office for SMEs, the activities of 
which include business development services, assisting with access to 
finance, improving the business enabling environment, and facilitating SMEs’ 
participation in trade. The IDP tasks MIH with strengthening this single-
window mechanism (RGC 2015a). Separately, a draft sub-decree produced 
within MIH and currently under government review is said to create a one-
stop shop for SME registration (though all businesses must register with MoC, 
as per the Law on Commercial Rules and Registration).

Cambodia’s draft Small and Medium Enterprise Promotion Policy Framework outlines 
a number of other initiatives, including: 

• Credit Guarantee Scheme for SMEs; 

• Improved financial reporting templates for micro businesses to 
improve SMEs’ access to finance and their financial management; 

• A “focal point for SME information,” such as an SME Information Center 
(portal) to improve access to policy measures, market information, 
and business opportunities (this has been proposed before). It is not 
clear if this is separate from the Single Window.

The MoC ran the “Incubator 101” program in 2015, which operated like a 
business plan competition with mentoring. It was a one-off event, which provided 
exposition opportunities for the winners. Encouragingly, the mentoring given to 
participants was provided by business people rather than government officials. 
However, the initial event has not been repeated or replicated.

In addition to government, many other organizations are active in providing 
assistance and incubator services to micro and small business, including 
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WECREATE and SHE Invest for women’s businesses (discussed above), 
Emerging Markets Entrepreneurs, ImpactHub, SmallWorld (part of the 
regional Tigers@Mekong program), Entrepreneurs du Monde, Development 
Innovations, and the recently launched SmartStart Young Innovator Program. 
In addition, the National University of Management has an entrepreneurship 
program.

4.6 Do SEZs make a difference? 

Cambodia began establishing SEZs in 2005 with the aim of attracting 
investment by removing some of the obstacles to business that exist elsewhere 
in the country. As of September 2016, there were 13 operating SEZs, out 
of a total of 34 government-approved SEZs in the country, home to over 
240 companies (CDC). The largest of these are Phnom Penh SEZ (near the 
capital), Sihanoukville SEZ #2 (near Sihanoukville port), Manhattan SEZ, and 
Tai Seng SEZ (both located in Bavet, near the Vietnamese border).

SEZs in Cambodia are privately owned and run, having first obtained 
approval from CDC. They typically own the land on which they are situated. 
The government stipulates certain minimum requirements relating to the size 
of the zone and the infrastructure it provides.

Businesses operating in these SEZs are predominantly from the PRC; 
Taipei,China; Japan; and Hong Kong. Most of the SEZs themselves are owned 
and run by investors from these countries, and they tend to target tenants 
from their home country.

The businesses that operate in SEZs in Cambodia are different from the 
average Cambodian business. In summary, businesses in SEZs have 
more employees, are more export-oriented, are more foreign-owned, are 
more likely to have internationally-recognized quality certification, have no 
significant difference in labor and total factor productivity, pay slightly lower 
wages, and are owned by fewer women (ADB 2015b and ADB & World Bank 
2014). 

Businesses in SEZs operate in a number of industries, including garments 
and footwear, bicycles, food processing, printing and packaging, electronics 
and electrical equipment, motor vehicle parts, plastic products, and fabricated 
metal products (CDC and individual SEZs).  
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Incentives for investing in an SEZ

Owners of the SEZs themselves receive the standard investment incentives 
offered by the Government of Cambodia to Qualified Investment Projects 
(QIP). The most important of these are a profit tax exemption for a specified 
period or a special depreciation allowance, and import tariff and export tax 
exemptions. Similarly, businesses that operate in SEZs also qualify for QIP 
incentives; as well as a VAT exemption (exporters receive VAT exemption 
on construction materials, production materials, and production equipment; 
domestic-focused companies receive VAT exemption on construction 
materials and production equipment). Each SEZ zone administration also 
offers its own incentives.

Each SEZ has an administration that acts as a “one-stop” administrative service 
for investors within the zone.  That is, investors within the zone do not have 
to deal directly with government ministries and agencies. All registration and 
paperwork is handled by the zone administration. This includes export and 
import permits, work permits, and other licenses. At PPSEZ, a deputy secretary 
general of CDC is the chair of SEZ’s Administrative Office.

SEZs also aim to overcome infrastructure problems. They provide roads, 
lighting, water purification plants, power plants, sewerage treatment plants, 
dry ports, telecommunications infrastructure, and more. 

Despite this, businesses inside and outside the SEZs rank the same four 
issues as the most important constraints to business: electricity, corruption, 
macroeconomic instability, and skills and education of available workers. 
Corruption and workers’ skills are cited by over 70% of SEZ-based businesses 
as major concerns (ADB & World Bank 2014). This might reflect higher 
requirements of foreign businesses, and perhaps their higher expectations of 
operating in an SEZ. More than a third of SEZ businesses state that economic 
and regulatory policy uncertainty and tax administration are constraints. 
Hence operating in SEZs does not necessarily help businesses avoid red 
tape or access better infrastructure. Business constraints are discussed in 
detail in Section 5.1. 

However, other services provided by zone administrations do appeal to 
investors. Some SEZs provide services such as language translators, factory 
construction facilitation, and assistance with recruitment (as well as “labor 
management assistance in cooperation with the Ministry of Labor”). Some SEZ 
investors view labor recruitment as a benefit of setting up in an SEZ. Manhattan 
SEZ also facilitates container transportation to HCM harbor for a set fee. SEZs 
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highlight the importance of language and culture: Phnom Penh SEZ advertised 
that “With our international management team from Cambodia, Malaysia, 
Japan and Singapore we provide assistance in bringing an understanding 
of your language and corporate culture to your local management and work 
force.” Investors in SEZs are able to deal with all aspects of administration in 
their own language, which appeals to many.

SEZ success

According to the World Bank, “SEZs are more likely to be successful when 
they are an integral component of the country’s development strategy, are 
aligned with the country’s comparative advantage, are cluster-based, and 
establish linkages with the rest of the economy.” (World Bank 2012b) This is 
only partially the case for SEZs in Cambodia. They do appear to be an integral, 
or at least important and highly visible, part of the Government of Cambodia 
strategy, and they do take advantage of Cambodia’s comparative advantage 
in light manufacturing. However, their linkages with the rest of the economy 
are limited—many SEZ businesses do not purchase any intermediate inputs 
from the domestic economy (ADB 2015b)14

29—and they are not necessarily 
cluster-based. Some SEZs are in somewhat isolated regions (Koh Kong, 
for example), or operate autonomously from the rest of the economy. This 
limits positive spillovers. So while SEZs in Cambodia have been successful 
in attracting foreign investment and boosting exports, their impact on the 
broader economy has been constrained.

Another benefit is that SEZ businesses provide higher-skilled jobs, or employ 
better-educated workers.15

30 They are also more likely to invest in training for 
their workers (ADB & World Bank 2014). This raises the potential for transfer 
of learning about processes and higher-level technologies to transfer to the 
Cambodian workforce. 

It might be better if non-SEZ businesses could co-locate with SEZ investors. 
That is, if they could operate on SEZ land, even if they do not receive the 
incentives that SEZ investors receive. This would create more clustering and 
encourage spillovers into the broader economy. The IDP may help address 
this issue. It discusses industrial clusters (including for SMEs), industry-

29. SEZ-based businesses, on average, source only 12% of inputs from the domestic 
economy. Almost 60% of businesses outside SEZs source all their inputs locally 
(ADB & World Bank 2014).

30.Yet some evidence (ADB 2015b, ADB & World Bank 2014) suggests that 
businesses in SEZs pay lower wages. This apparent inconsistency requires further 
investigation. 
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specific SEZs, the development of economic corridors and transforming 
Sihanoukville into a large multi-purpose SEZ.

4.7 Banking and finance 

The financial system is relatively liberalized and there are no restrictions 
on foreign banks. Most commercial banks have majority foreign ownership 
and foreign-owned insurance companies have established operations in 
Cambodia. With the exception of one state-owned bank (Rural Development 
Bank) and a reinsurance company that is 80% state-owned, the finance 
industry is owned by the private sector.

Government prudential supervision of the banking industry has improved, 
and there are greater requirements for paid up capital, increasing stability. 
Anti-money laundering laws have been introduced. The government has also 
become more supportive of microfinance, contributing to the significant growth 
in the number of monetary financial institutions (MFIs). The establishment of a 
credit bureau has helped institutions evaluate applications for credit, reducing 
information asymmetry. 

The number of financial institutions operating in Cambodia has increased 
significantly over the last 15 years. According to recent figures from the 
National Bank and Cambodia and the Cambodia Microfinance Association, 
there are now 37 commercial banks, 15 specialized banks, 8 deposit taking 
MFIs, 52 other MFIs, 7 leasing companies, and 13 rural credit operators in the 
country.

Credit provided to the private sector has risen from 6% of GDP in 2001 to 71% 
of GDP in 2016, and total deposits reached 64% of GDP in 2016, compared 
with only 10% of GDP in 2001. All of this has substantially bolstered financial 
intermediation. However, much of the growth in credit has been directed to 
real estate. The IMF has warned of excessively fast credit growth in Cambodia. 
Many of these concerns are still lingering, although more recent data illustrated 
a slow but steady deceleration in growth in both bank credit and MFI credit 
to private sector. The growth rate dropped from 75% in 2007 to 31% in 2014 
and 23% in 2016 (National Bank of Cambodia). If credit to some parts of the 
private sector is to expand further, it may have to be reduced elsewhere in the 
economy—most likely in real estate.
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Table 16: Increasing financial coverage 

  2010 2011 2012 2013 2014 2015

Bank branches
MFI branches
ATMs

395
 -

501

421
 -

588

456
 -

681

496
292
766

557
356
940

614
512

1082

Note: NBC data on MFI branches for 2010 to 2013 not consistent with following years.
Source: National Bank of Cambodia.

The Securities Exchange Commission of Cambodia (SECC) was established 
in July 2008. The SECC granted licenses to 15 securities firms in October 
2007, including underwriters, dealers, brokers, and investment advisors. The 
Cambodia Securities Exchange started trading in April 2012 with the listing 
of the state-owned Phnom Penh Water Supply Authority. Since then only three 
other companies have listed on the exchange; the partly state-owned Phnom 
Penh Autonomous port, Phnom Penh SEZ, and a garment factory.

Innovative developments

In addition to traditional banking products, the finance sector in Cambodia now 
provides mobile banking services, a range of insurance products, and other 
services. 

Mobile banking operations provide remittance services via mobile telephony. 
Providers include WING (registered as a specialized bank), Metfone’s eMoney, 
Thai entrant TrueMoney, and some MFIs, such as AMK’s use of its network of 
agents to develop a mobile banking platform targeting allowing rural people to 
remit and save funds. WING has expanded its remittance service to serve the 
many Cambodian migrant workers in Thailand. Utility bill payment services are 
provided by WING, ACLEDA Bank, and AMRET (an MFI), among an increasing 
number of other players.

There are also many new insurance products and providers. Several MFIs, 
including PRASAC, the largest in the country, received their licenses to offer 
micro-insurance products. Some MFIs and mobile phone network operators 
have also partnered with insurance companies, or act as agents for them, 
enabling the insurance company to leverage the MFI’s or phone company’s 
existing sales network and customer base:

• SMART (a local telecoms provider) partnered with BIMA Partners (a 
provider of mobile-delivered insurance in 13 developing countries) 
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to offer life insurance to SMART’s customers. Premiums are paid by 
deduction of customers’ pre-paid mobile phone credit.

• Forte partnered with some MFIs including AMK, to offer micro-health 
insurance to its borrowers. Forte is also piloting crop insurance in 
Battambang, using agriculture cooperatives as a distribution network. 

• VisionFund partnered with PKMI to offer free life insurance to its 
depositors. VisionFund also sells PKMI’s health insurance to its 
customers. PKMI also partners with many other MFIs to provide health 
insurance to their customers. These include the MFI Chamroeun 
whose clients are predominantly women vendors in traditional 
markets.

However, despite these developments, access to finance remains an issue in 
Cambodia. This is analyzed in Chapter 5.
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5. Constraints to private sector growth 

Although the Cambodian economy has experienced significant growth and 
the government has implemented a number of beneficial reforms, the private 
sector still faces challenges that prevent it from reaching its potential, reducing 
employment opportunities for all Cambodians. 

Economic development depends on the economic return to investment, the 
private appropriability of this return and the cost of financing the investment. That 
is, low economic development results from either inadequate access to finance, 
or inadequate returns to investment. If the latter, then this derives from either 
low economic (social) returns or an inability of the private sector to sufficiently 
capture these returns and hence have an incentive to invest (Hausman, Rodrik 
& Valasco 2005). These in turn can result from a variety of factors (Figure 10). 
These factors prevent the best use of the economy’s resources and keep the 
economy below its productive potential. Cambodia faces a number of these 
problems.
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Businesses in Cambodia report that they face several of the above constraints. 
The private returns to investment are reduced by low human capital, poor 
infrastructure and a weak business environment; and the cost of finance is too 
high for many to fund profitable growth. Specific issues cited by business as 
being a major constraint are shown in Table 17. However, one area the table 
does not highlight as a constraint is the capacity of the businesses themselves. 
The skills of workers are identified as a constraint, but not weak capacity of 
businesses. “Human capital” in the diagram above incorporates not just 
workers, but business owners and management. This can include problems 
such as weak corporate governance and poor financial literacy. 

    
Low levels of private

investment and
entrepreneurship

Low return on
economic

activity

Low social
returns

Geography Human
capital Infrastructure

High cost of
finance

Low 
appropriability

Notes: “Low appropriability,” the social returns to investment are sufficient but investors are unable 
to capture them. That is, there is a gap between social and private returns—a distortion that reduces 

economic activity. That is, the private return to investment is too low.
Source: Hausman, Rodrik & Valasco 2005.

Government
failure

Market
failure

Low
domestic
savings

Poor
intermediation

Poor
international

finance
Poor local

finance

Micro: property
rights, regulation,

taxes

Macro:  
stability, 

monetary, fiscal
Information
externalities

Coordination
externalities

Figure 10: Potential sources of constraints
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Table 17: Business constraints in Cambodia (% reporting constraint as 
major), 2016 

Constraint %

Competition in the informal sector
Crime, theft and disorder
Inadequately educated workforce
Access to finance
Transportation 
Business licensing and permits
Corruption
Customs and trade regulations
Tax rates
Tax administration
Electricity
Labor regulations
Courts system

32.0
24.2
17.6
16.9
12.0
11.1
10.2

8.0
6.5
6.4
6.1
5.2
4.0

Note: Sample size = 373. Survey did not include businesses with less than five persons engaged.
Source: Enterprise Surveys database (World Bank 2016).

Of the above constraints, two involve infrastructure: electricity and transportation. 
Infrastructure issues have long been recognized as problems in Cambodia. 
Many development partner projects address these issues (see, for example, 
ADB 2014b). There has been some success. In 2012, 43% of businesses cited 
electricity as a major constraint (ADB & World Bank 2014), compared with only 
6% in 2016.

Hence, this report leaves aside infrastructure and focusses on three major areas 
of concern: business regulation; access to finance; and skills and education 
(these three areas are highlighted in Figure 10). 

5.1 Business regulatory environment 

A number of the constraints in Table 17 fall under “Business Regulation.” 
Broadly defined, business regulation issues include corruption, anti-
competitive and informal practices, regulatory policy uncertainty, tax rates and 
tax administration, customs and trade regulations, and business licensing and 
operating permits. If these constraints were all grouped together, business 
regulation would be a more commonly reported constraint in the table. 

Furthermore, informal businesses report that many of these constraints are 
less severe than do formal businesses (see, for example, ADB & World Bank 
2014, p.112)—presumably because they deal less with issues such as taxation 
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and licensing. Hence, informality masks the severity of business regulation 
constraints. 

There are sectoral differences in the constraints faced by businesses. For 
example, more manufacturing firms report labor regulation as a constraint 
than do retail and other service firms. Whereas tax administration is identified 
to a less common constraint for manufacturing businesses than for service 
firms (World Bank 2016).

Larger businesses are more likely to have issues with business regulation 
constraints, except competition from the informal sector, which is more 
prevalent among smaller firms (World Bank 2016). 

More businesses managed by a woman report business licensing and permits, 
and corruption as a constraint than do businesses managed by a male (World 
Bank 2016).

Firms that are foreign owned (with at least 10% foreign ownership) are more 
likely to cite all business regulation constraints than domestic firms (World Bank 
2016). This may be because they have higher, or unrealistic, expectations of 
the business environment.

Implementation more than legislation

Cambodia’s business regulatory environment has improved in recent years but 
there is still significant scope for more improvement. In 2013, the government 
set a target of rising 20 places in the World Bank’s Doing Business index. Since 
then the country has climbed two places in the index—other countries are 
also reforming. The Doing Business 2017 report ranks Cambodia 131st out of 
190 countries. In comparison, Malaysia ranked 23rd, Thailand 46th, and Viet 
Nam 82nd.

While there is room for improvement in the many business laws in Cambodia, 
the main challenge is the effective implementation, interpretation, and 
enforcement of those laws. A key concern of businesses and other stakeholders 
is that laws are often passed, but are not supported with the enabling decrees, 
regulations, capacity building, and administrative structures that are essential 
for those laws to be implemented effectively and to achieve their objectives. 

Laws are often promulgated but with specifics left open to be defined later 
(such as by Prakas issued by the relevant line department). It is not always 
clear from a law or policy which line department or agency is accountable 
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for implementing certain aspects. Further, officials do not always implement 
the law in accordance with the Prakas. Regardless of whether subsequent 
clarifying Prakas are issued, frequently there are no defined procedures for 
implementation.

Sometimes details necessary for implementation are not defined because the 
laws were passed as requirements for membership of organizations such as 
the ASEAN and the WTO. It may also reflect a desire to be seen to follow 
suggestions of development partners and other international organizations. 
Finally, it may reflect a tendency for development partners to be more effective 
at advising on the development of new laws and amendment of existing ones, 
rather than supporting agencies in their rollout and implementation.

This disconnect between the passing of laws and their practical implementation 
is a challenge common to many developing countries, including other 
countries in the region. Effective implementation often requires substantial 
resources, administrative capacity, and coordination between different levels 
of government—all of which tend to be lacking in developing countries. 

The IDP acknowledges some of these problems, stating “sound investment 
decision-making requires access to clear and transparent information, and 
hence the need for coordination.” The success of the IDP in part depends on 
the ability of a strengthened CDC to overcome coordination and implementation 
challenges.

“Cambodia does not have lead institutions to drive and coordinate 
relevant institutions particularly in initiating intervention, monitoring 

progress and providing trouble-shooting solutions to address 
operational concerns. Past experiences have shown that the majority 

of institutions have shirked their responsibilities, which further 
exacerbate the issues. As such, coordinating institutions should be 

able to provide adequate support in the form of technical assistance, 
training and investment for some specific activities deemed important, 
when there is a finding that the responsible institutions have failed in 
their duties. There is a need to have in place a monitoring mechanism 

to exert additional pressure on the responsible institutions to take 
measures and solve these problems.” 

- Royal Government of Cambodia (RGC 2015a)
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Business registration, licensing, and permits

Although only 11% of businesses reported business licensing and permits as a 
major constraint, this is significantly more than other countries in the region, including 
Lao PDR and Viet Nam (World Bank 2016). Furthermore, businesses typically only 
go through this process once, and for many of them it may have been long ago 
(75% formally registered when they started operations) or the person answering 
the survey was not involved in the registration. Hence, the impact of the constraint 
(such as dissuading formalization) is likely to be higher than suggested by surveys.

The obligations of business registration are particularly onerous and businesses 
report that it has worsened. Cambodia ranks 180th out of 190 countries for the ease 
of starting a business (World Bank 2016b). It is behind Lao PDR and Myanmar, and 
a long way behind Viet Nam. The nine procedures involved take an average 99 
days (Table 18). However, Viet Nam’s nine processes are completed in 24 days.

Following the launch of online business registration system by MoC in 2015, 
MIH launched in 2016 an online registration system for SME. This should reduce 
registration complexity and increase the ease of registration. Under the IDP, the 
government is targeting a large increase in business registration (Chapter 3). 

As in most neighboring countries, the average number of days it takes in 
Cambodia masks large variations depending on the type, location, and 
connections of the business.1

31 For example, the number of days required to 
obtain registration certificates in the provinces nearly doubled between 2007 
and 2014 (ADB & World Bank 2014). 

Furthermore, businesses in certain industries must also comply with requirements 
of other ministries or government agencies. Registration with MoC creates an 
obligation to register with the General Department of Taxation (within the MEF), 
and the Ministry of Labor if the business has employees. Hotels, restaurants, 
and bars, for example, need a license from the Ministry of Tourism. Restaurants 
additionally need a health inspection and sanitation certificate from the Ministry 
of Health. Transportation businesses need a license from Ministry of Public Works 
and Transport. All these examples also receive labor inspections from the Ministry 
of Labor and Vocational Training.

The most common non-MoC ministries for businesses registrations/licensing 
are the Ministry of Education, Youth and Sport; the Ministry of Health; the 

31. The World Bank’s Doing Business rankings for starting a business assume a domestic 
business with 10 to 50 employees and turnover of 100 times income per capita.
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Ministry of Economy and Finance; and the MIH (NIS 2015a). 

The nine procedures required for starting a business for small and medium 
sized business typically take 99 days (Table 18). The previous year seven 
procedures took an average 87 days (World Bank 2016b).

Table 18: Procedures required for starting a business (small and medium-
sized businesses) 

Step Procedure Time to 
complete

Cost

1 Conduct an initial check for uniqueness of the company 
name and Obtain company name approval at the Business 
Registration Department (MoC)

7 days $10

2 Incorporate the company with the Business Registration 
Department in Ministry of Commerce
Under Prakas 299 of Ministry of Commerce dated December 
2015, every businessman and trade company based in Cambodia 
is obligated to register their business through the Ministry of 
Commerce’s automated business registration system from 
anywhere via this Website: www.businessregistration.moc.gov.kh 

30 days $420

3 Make a company seal 
The Ministry of Commerce issues a seal to the company together 
with the registration certificate.

1 day $15

4 Open a bank account, deposit the legally required initial 
capital and obtain deposit evidence

1 day $0

5 Have registration documents stamped and approved register for 
TIN, Patent tax and VAT tax at General Department of Taxation
The documents need to be stamped are the Memorandum and 
Articles of Association and the Certificate of Incorporation. This is 
obtained at one of the seven tax department branch offices at the 
district level.

30 days $100

6 Notify the Ministry of Labor of the start of operations and 
hiring of employees
Submit a written declaration to Ministry of Labor before opening. 
Submit a written declaration to the Ministry of Labor within 15 days 
of hiring or dismissing an employee.
Maintain a payroll ledger, a declaration of personnel, a book of 
establishment, and labor regulations (in Khmer). Local employees 
shall be provided with a “labor book” upon completing a physical 
examination at the Labor Health Center (KR 10,000 for each 
employee, which is usually covered by the employer). Establish 
internal regulations that adapt provisions of the labor code such 
as conditions of hiring and calculation and payment of wages 
and perquisites, including in-kind benefits, work hours, health and 
safety measures, and personal leave, including holidays. 
The procedure cost covers five processes:

- Registration for opening of enterprise
- Registration of enterprise/establishment ledger
- Registration of payroll
- Having internal regulation certified
- Issuance of letter recognizing the election of shop steward 

for enterprise/establishment employing

30 days 280,000 
riel (8-100 
employees)
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7* Submit company original statutes and capital deposit 
evidence at the Business Registration Department in Ministry 
of Commerce

1 day 
(simultaneous 
with previous 
procedure)

$0

8* Receive inspection from labor inspector
All new businesses must receive inspection from labor inspector 
at the Ministry of Labor

1 day 
(simultaneous 
with previous 
procedure)

Included in 
Procedure 

6

9* Register at the National Social Security Fund
Enterprise with eight or more employees is required to register 
with the NSSF. At the beginning an employer needs to fill out form 
1.01 “Registration of an Enterprise” and form 2.01 “Registration 
of Employees” and file them with NSSF along with supporting 
documents listed on form 1.01. The two forms can be obtained 
from NSSF offices.

14 days 
(simultaneous 
with previous 
procedure)

$0

Note: These processes are for a limited liability company, with start-up capital 10 times per capita income, 10 
to 50 employees, and turnover at least 100 times per capita income.
Source: Doing Business 2017 (World Bank 2016b).

Large businesses often require the most licenses and permits, particularly those 
in manufacturing (perhaps because they are more likely to be exporting, which 
has additional requirements, discussed below). Manufacturers are required 
to obtain licenses or permits from up to eight different ministries including 
Commerce, Industry and Handicrafts, Interior, Health, Economy and Finance, 
Environment, and Labor and Vocational Training. Senior managers of large 
non-garment businesses spend more time than others dealing with license and 
permit requirements (ADB & World Bank 2014).

In addition, two-thirds of Cambodian businesses report that they are expected 
to give gifts to officials “to get things done” (World Bank 2016). However this 
is a significantly lower percentage than in Viet Nam and somewhat lower than 
Lao PDR—but much more than Thailand. Corruption is discussed further below.

Taxation

As in many developing countries, the tax system in Cambodia presents 
major challenges to the private sector in terms of transparency, certainty, and 
administrative burden (as well as the amount of tax paid). However, there has 
been some progress in improving the tax regime in Cambodia. In 2013 around 
20% of registered businesses reported tax rates as a major constraint, and 
14% reported that tax administration was a major constraint (ADB & World 
Bank 2014). In 2016 only around 6% of businesses reported tax rates and tax 
administration as a major constraint (World Bank 2016).
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The government recently scrapped the so-called estimated tax regime that 
applied mainly to SMEs and encouraged businesses into the “real regime”2

32 
(which itself requires more businesses to register, discussed above). Registration 
for tax is required for businesses that have annual turnover of more than KR250 
million (around $62,500). 

32. The Law on Financial Management 2016, promulgated on the 17th of December 
2015 (Royal Kram No. NS/RK/1215/016).
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Table 19: Taxpayer and applicable taxes and fees 

Type 
of tax 
payer

Tax 
registration 

fee (KR)

Characteristic Annual Patent 
Tax fee 

Requirement

Small 20,000 Sole Proprietorships or Partnerships 
that has at least one of the following 
characteristics:
- Have annual taxable turnover 

from KR250 million ($62,500) to 
KR700 million ($175,000);

- Have taxable turnover, in any 
period of three consecutive 
calendar months (within this tax 
year), exceeding KR60 million 
($15,000);

- Expected taxable turnover of 
KR60 million ($15,000) or more in 
the next 3 consecutive months;

- Participate in any bidding, 
quotation or survey for the supply 
of goods and services including 
duties.

KR400,000 1. File and pay 
monthly and 
annual tax returns 
and payments 
including:

- Tax on salary 
0%-20%

- tax on fringe 
benefit 20%;

- Value added tax 
10%;

- Withholding 
taxes 0%–15%;

- Subject to pre-
pay annual 
Minimum Tax 
obligation on a 
monthly basis 
– referred to as 
Pre-Payment 
of Tax on Profit 
(PPT) - 1% of 
the monthly 
turnover;

- Annual Tax on 
profit returns 
0%-20% for 
tax payers with 
preferential tax 
benefit and flat 
20% for other tax 
payers.

2. Be subjected 
to tax audits – 
desk, limited and 
comprehensive,

3. Comply with 
taxpayer 
obligations as 
set out in the 
tax regulations 
including 
maintenance of 
according records 
and associated 
documentation.

Medium 400,000 Tax payer that has at least one of the 
following characteristics:
- Enterprises that have annual 

turnover from KR700 million 
($175,000) to KR2,000 million 
($500,000);

- Enterprises that have been 
incorporated as legal entities;

- Sub-national government 
institutions, associations, and 
non-governmental organizations.

KR1,200,000 

Large 400,000 Tax payer that has at least one of 
the following characteristics:
- Enterprises that have annual 

turnover over KR2,000 million 
($500,000);

- Branch of a foreign companies;
- Enterprises registered as a 

Qualified Investment Project 
(“QIP”) as approved by the 
Council for the Development of 
Cambodia;

- Government Institutions, 
foreign diplomatic and 
consular missions, international 
organizations and agencies.

KR3,000,000 
if annual 
turnover 
less than 
KR10,000 
million ($2.5 
million); 
KR5,000,000 
if annual 
turnover 
exceeding 
LR10,000 
million ($2.5 
million)

a Small taxpayers use a simplified accounting system as outlined in Prakas 1820 of Ministry of Economics 
and Finance dated 25 December 2015 on “Method and Procedure on Implementation of Simple Accounting 
Record for Small Real Regime Taxpayers.”
Source: Authors
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Tax registration costs KR400,000 ($100) for medium and large taxpayers 
and registration with MoC and other relevant ministries is a prerequisite. The 
registration fee is KR20,000 ($5) for small taxpayers, with simpler paperwork 
and optional prerequisite requirement for registration with MoC and other 
relevant ministries.1

33  

All taxpayers are required to pay annual patent tax fee, payable at the 
commencement of business operation and every subsequent year – payable 
from 1 January to 31 March.2

34 

On top of these official taxes, business report paying informal fees to taxation 
officials. Nearly 59% of businesses reported they expected to give gifts in 
meetings with tax officials (World Bank 2016).

In addition to the financial cost and incentive effects of taxation, taxation imposes 
compliance costs: the additional time and effort that tax-compliant businesses 
devote to understanding tax requirements, preparing and filing all necessary 
documentation, and negotiating with tax officials. Businesses report spending 
173 hours per year preparing, filing and paying major taxes (World Bank 2016b).

The updated Law on Financial Management for 2017,35 which came into effect on 1 
January 2017, introduced a number of tax exemptions and incentives to further 
ease the burden of firms transitioning into the formal tax system. The term “Real 
Regime” is replaced by the term “Self-Declared Regime;” the term “profit” is 
replaced by the term “income” and as such, Tax on Profit now becomes “Tax 
on Income.” Firms can qualify for an exemption from minimum tax if the firm 
maintains a proper record of accounts (Article 24 new).   

Customs and trade

Cambodia ranks 102nd out of 190 countries in terms of trading across borders 
(World Bank 2016b). The cost of either importing or exporting a container is 30% 
higher than the median cost of Cambodia’s comparator countries (ADB & World 
Bank 2014). Around 8% of total businesses rate customs and trade regulations 
as a constraint. Of exporters, 30.3% consider these a major constraint (World 
Bank 2016). 

33. Prakas 496 of Ministry of Economics and Finance dated 6 April 2016 on “Tax 
Registration”

34.Prakas 1821 Ministry of Economics and Finance dated 25 December 2015 on “Rules 
& Procedures for Management of Patent Tax Collection” 

35. The Law on Financial Management 2017, promulgated on the 14th December 2016 
(Royal Kram No. NS/RKM/1216/019). 
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Improvements have been made over recent years. For example, pre-shipment 
inspections were eliminated in 2010, reducing the time and number of documents 
required for importing and exporting. The requirement for exporters to register 
each year with the MoC for a Certificate of Origin (which could cost up to $800 
when informal fees are included) has been eliminated (ADB & World Bank 
2014). Other reforms have automated certain processes with the MoC and the 
GDCE and have attempted to streamline some processes to reduce clearance 
times. The introduction of ASYCUDA (Automated System for Customs Data; 
http://awweb.customs.gov.kh/) has improved clearance times. The ASYCUDA 
is being used at 54 major customs branches and offices, which covered 
approximately 87% of trade volume.4

36 GDCE is lead agency implementing the 
Cambodia Single Window. Furthermore, Cambodia has risen 10 places in the 
World Bank’s Logistics Performance Index to 73rd out of 160 countries in 2016, 
from 83rd in 2014.5

37  

Table 20: Documentation required for exporting and importing 

Export documents Import documents

Customs Export Declaration
Commercial Invoice
Packing List
Bill of Lading
Terminal Handling Receipts
Insurance Certificate
Export Permit
Certificate of Origin

Customs Import Declaration
Commercial Invoice
Packing List
Road Transport Document
Import Permit
Insurance Certificate
Tax Certificate
Certificate of Origin
Company Registration

Source: World Bank Doing Business Report 2017.

There is also reform to address the issue of inadequate information about trade-
related regulations is the establishment of Cambodian National Trade Repository 
(www.cambodiantr.gov.kh/) in 2015, hosted by the Ministry of Economy and 
Finance on behalf of all line ministries and institutions involved in the import 
and export processes of Cambodia. The information content is managed 
by the National Trade Repository Secretariat located at the Department of 
Economic Integration and ASEAN of the ministry. It provides the official source 
for all regulatory information relevant to traders who wish to import goods into 
Cambodia or export to other countries.

36.www.customs.gov.kh/trade-facilitation/customs-automation/ (accessed on March 
02, 2017) 

37.Logistics Performance Index database, The World Bank (2016, 2014). 
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Corruption

Corruption used to be reported as one of the most severe business constraints 
in Cambodia. However, the situation has improved in recent years. In 2012, 
more than 41% of businesses stated that corruption was a major constraint, and 
all business (100%) expected to give gifts to get an operating license. In 2016, 
these had fallen to 10% and 65% respectively. 

In some ways, corruption is part of the constraints of business regulation—these 
regulations create rent-seeking opportunities for officials. Some instances of this 
are discussed above, in situations where businesses state they are expected 
to give gifts to officials. Table 21 highlights the prevalence of specific activities 
where a bribe or gift may be expected.

Table 21: Percentage of firms reporting various types of corruption as a 
constraint 

   Various Constraints %

Bribery incidence (percent of firms experiencing at least one bribe payment request)
Bribery depth (% of public transactions where a gift or informal payment was requested)
Percent of firms expected to give gifts in meetings with tax officials
Percent of firms expected to give gifts to secure government contract
Value of gift expected to secure a government contract (% of contract value)
Percent of firms expected to give gifts to get an operating license
Percent of firms expected to give gifts to get an import license 
Percent of firms expected to give gifts to get a construction permit
Percent of firms expected to give gifts to get an electrical connection
Percent of firms expected to give gifts to get a water connection
Percent of firms expected to give gifts to public officials “to get things done” 

64.7
59.4
58.7
87.5
0.9

50.3
63.4
86.8
61.6
48.0
66.3

Source: World Bank 2016.

Nearly all businesses regard gift-giving or informal payments to public officials 
as a regular part of dealing with government procedures. Having a personal 
relationship with officials is regarded as being an effective way to get things 
done (ADB & World Bank 2014). Women are at a disadvantage, because 
social norms regarding relationships mean they are less likely to have personal 
relationships with officials (who tend to be men).

Corruption is one reason why many businesses remain small and informal. By 
remaining small they are less likely to be exposed to corrupt practices, and by 
not registering they do not have to pay informal fees (and also official fees and 
tax). Corruption perceptions may also deter foreign investment. 
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The Anti-Corruption Law was adopted in 2010. Under this law, all civil servants 
are obligated to declare their financial assets to the government every 2 years. 
The Anti-Corruption Unit has launched some high-profile prosecutions against 
public officials, including members of the police and judiciary, since its inception 
in 2010.

Enforcing contracts 

The judicial system is not seen as an effective mechanism for resolving 
commercial disputes. The courts are perceived as unreliable and susceptible to 
external political influence or bribery. Businesses report frequent problems with 
inconsistent judicial rulings, corruption, and difficulty enforcing judgments (US 
Department of State 2013). Around 62% of businesses view the court system as 
unfair and corrupted (World Bank 2016).

Cambodia ranks 178th out of 190 countries for the ease of enforcing contracts 
(World Bank 2016b).  It can take 483 days to enforce a contract through official 
channels in Cambodia, and the costs of doing so (not including the cost of the 
time spent by the business on the claim) can be more than the value of the 
claim (World Bank 2016). For most businesses, however, these figures mean 
very little because they rarely resort to the judicial system to resolve commercial 
disputes.

Commercial disputes for larger businesses are sometimes resolved through 
negotiations facilitated by the Ministry of Commerce, the CDC, the Cambodian 
Chamber of Commerce, and other concerned institutions.

Cambodia adopted a Commercial Arbitration Law in 2006. In 2010, the government 
established the National Arbitration Center, an alternative dispute resolution 
mechanism, to enable companies to resolve commercial disputes more quickly 
and inexpensively than through the court system. The government has said 
it will formulate regulations for implementing a law on commercial contracts; 
introduce a law on commercial courts; establish a commercial court; and 
establish a national center for commercial arbitration with an independent, 
ongoing executive board. 
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Table 22: Time, cost and procedures for enforcing contracts

Time total (days) 483

Filing and service
Trial and judgment
Enforcement of judgment

Cost (% of claim)
Attorney cost (% of claim)
Court cost (% of claim)
Enforcement Cost (% of claim)

Procedures (number)

63
250
170

103.4
95.8

1.0
6.6
44

Source: World Bank 2015.

One consequence of the difficulties in enforcing contracts is that many businesses 
only deal with trusted parties, particularly for significant transactions. This 
reduces trading opportunities and competition, which in turn restricts growth 
and productivity. Another consequence is that larger businesses sometimes 
prefer to internalize contracts, by establishing a subsidiary, rather than buy from 
small businesses.1

38  

Link between business regulation and informality

The financial and administrative burdens of regulation act as a strong disincentive 
for businesses to formalize. By remaining outside of the formal economy, 
businesses can avoid the costs of paying and administering various fees and 
taxes (including paying related informal fees). This is a contributor to the high 
rate of business informality, and the associated negative impacts relating to 
public revenue collection, access to finance, compliance with regulations, and 
protection of workers’ rights. 

A constraint to the development of a productive, efficient private sector in 
Cambodia is that the tax burden is not evenly spread across all businesses. 
Some businesses pay high taxes, some are able to negotiate much lower taxes, 
and others operate without paying any significant taxes. As a result, formalized, 
fully tax-compliant businesses operate at a disadvantage to their competitors 
that are either informal or able to negotiate special privileges. More than a 
third of registered businesses report that anti-competitive or informal practices 
are a constraint (Error! Reference source not found.). This constraint is more 
common for businesses in wholesale and retail trade—because this is where 

38. Another reason for not buying from small businesses could be traceability and 
standards requirements of export markets.
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most informal businesses operate (it is therefore likely to be a constraint faced 
by more women than men, given high levels of female business ownership in 
this industry).

The biggest losers in this system include reputable foreign investors who prefer 
certainty and transparency and who wish to fully comply with business and tax 
laws, as well as other businesses (both foreign and local; large and small) that 
do not have the skills or networks to negotiate effectively with officials. The lack 
of equal opportunities reduces the potential development and competitiveness 
of the whole private sector in Cambodia.

Causes of business regulation constraints

Any attempt to address the problems with business regulation must be 
undertaken with an understanding of why those problems exist and persist. Why 
is business regulation and taxation characterized by a lack of transparency and 
consistency? Why are fees and tax payments often determined through case-by-
case negotiation as opposed to the consistent application of relevant regulations? 

Despite the advantages of a rules-based system, various stakeholders have 
strong incentives to prefer a flexible system based on negotiation. From the 
perspective of officials, issuing comprehensive guidelines that all businesses 
can rely on would run the risk of inadvertently creating loopholes—which may 
have adverse consequences for revenue. This fear of “missing something” or 
“getting it wrong” in a comprehensive interpretation means that it is safer from 
officials’ perspective to rely on case-by-case negotiations. 

To some extent, inconsistencies in the interpretation and application of laws 
reflect the absence of implementing guidelines behind those laws. The effective 
development and rollout of implementation decrees and guidelines is a difficult, 
time-consuming, and expensive process. Guidelines need to be drafted 
and approved, an awareness campaign targeting businesses needs to be 
developed and funded, and authorities at both the central and provincial levels 
need to be trained. 

In addition, officials may not have clear guidance on how to interpret laws (such 
as the new tax on immovable property). To the extent that genuine confusion 
exists about how to interpret and apply the laws, inconsistencies are likely to 
persist. 

Officials have an incentive to prefer negotiation of lump sum taxes because it 
increases their discretion and hence their ability to extract informal payments. 
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Some businesses also prefer a negotiation-based approach either because it 
reduces the administrative burden of maintaining accurate taxation records or 
because they possess the skills or connections to negotiate a tax amount below 
what would be payable under a strict interpretation of the tax laws. 

It is important to recognize the difficulties of applying a rules-based approach 
in a country where many transactions are settled in cash without invoices, few 
businesses maintain reliable accounting records—and even fewer have their 
accounts audited. In such an environment, imprecision and discretion in the 
calculation of taxable amounts is inevitable.

5.2 Labor and skills 

Cambodia’s economic performance and future growth opportunities depend 
largely on its ability to equip its young people with adequate education and 
skills for productive jobs and entrepreneurship.

While labor costs in Cambodia are relatively inexpensive, productivity growth 
is low and many businesses do not believe there is a sufficient level of skilled 
labor in the country. An inadequately educated workforce is reported to be a 
major constraint by 18% of all businesses Error! Reference source not found.). 
Furthermore, 40% of medium-size businesses and 38% of large businesses cite 
an inadequately educated workforce as a major constraint (World Bank 2016).

This problem is not unique to Cambodia. Employers in both Lao PDR and 
Thailand also cite the availability of skilled labor as a constraint. Similarly, the 
mismatch between education and skills required by employers is a theme 
across the three countries. For example, in Thailand, those with degrees in the 
areas of social science and administration are finding it relatively more difficult 
to find jobs (ADB 2013). Labor constraints are understandable in Thailand, 
with its aging population, but Cambodia has a relatively young population 
so the existence of labor constraints suggests either the education system is 
inadequate and/or the labor market is not functioning efficiently.

The government is aware of this constraint and the IDP suggests some actions 
to address it.

Labor shortages and skill gaps

ILO (ILO 2013) found that three-quarters of Cambodian establishments considered 
that their vacancies were hard to fill. This was across most industries, including 
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garments, food and beverages, rubber, construction and accommodation. 
The vacancies judged more difficult to fill were those requiring skilled workers, 
machine operators, managers, and craft workers. However, most vacancies 
(75%) for unskilled occupations were also found to be hard to fill. 

More than half (55%) of establishments reported that employees did not perform 
at the required level (ILO 213). The incidence of this problem appeared to be 
directly related to the size of the establishment, and therefore mostly affected 
those operating in the international market. The problem was particularly acute in 
the rubber industry, in garments, and in accommodation, but was also reported 
as acute by around 50% of establishments in other industries. Around 44% 
of establishments stated labor performance problems were because workers 
were new to their role and were inexperienced. 

Earlier surveys found that employers thought university and vocational training 
graduates did not have the right skills. Some suggested that there are too few 
vocational graduates. Employers are concerned about the relative shortage of 
vocational training graduates compared to university graduates.

Around 22% of Cambodian employers provide formal training (World Bank 
2016). However, employers have previously noted that it is difficult to train 
or upgrade their workforce because many training programs are not widely 
available or are of low quality, and that the skills foundation is generally weak 
(World Bank 2012a). Businesses also face difficulties retaining trained staff 
(ADB & World Bank 2014), weakening their incentive to provide training.

Technical and vocational education and training

The TVET system has not provided workers with the skills required of employers. 
This problem resulted from the quality of TVET courses and institutions, a lack 
of skills standards to guide provision of vocational training, and a low degree 
of industry involvement in the planning and delivery of vocational training 
programs.

There has been some effort to address these issues. A National Training 
Board has been established to oversee and coordinate all TVET. A national 
training fund has also been established. Since the approval of the Cambodia 
Qualifications Framework in 2012, skills standards have been developed for 
priority sectors. The Ministry of Labor and Vocational Training has formulated a 
draft TVET strategic plan for 2014–2018 with ADB support, and ADB’s proposed 
program includes the promotion of technical skills development through private 
TVET providers (Chapter 6).
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However, there is also significantly less demand for TVET courses from students 
and their families. The vast majority who do continue their formal education 
enroll in a university degree. TVET does not have the same status as a university 
degree and hence holds less appeal for prospective students. Furthermore, 
formal TVET is not available to many Cambodians, especially the poor and 
women, because they have not completed Grade 9, the entry requirement for 
formal training. Hence, improving awareness of the benefits of TVET and raising 
its status, increasing lower-secondary completion rates and offering alternative 
entry points into TVET are also required. 

A number of business associations are in the process of establishing the equivalent 
of TVET programs for their particular industries. Financing is a central issue and 
public–private partnership arrangements have been sought in some cases. 
Financing must recognize that private provision should arise if it is sufficiently 
profitable. Progress has sometimes been complicated by inter-ministerial rivalry 
over who should have the privilege of hosting the training institutes. 

Causes

Overall, skills gaps and mismatches are linked to the access to and quality 
of education and skills training and to the priority (financing) government 
gives to different levels of the education system. Insufficient information and 
coordination with the labor market compound the problem. 

Government expenditure on education in Cambodia (as a proportion of GDP) 
is lower than many other ASEAN countries (Figure 11). 

Figure 11: Government expenditure on education, % of GDP

Source: ADB 2015a.
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Government investment in education has concentrated on primary education, 
with education policy focused on achieving universal primary education. 
Despite this focus, Cambodia has significantly more primary students per 
teacher than other countries in the region (46 primary pupils per teacher in 
2012, more than double that in Viet Nam; see ADB 2015a). 

There is also a gender-related cause to skill constraints, beginning with 
women’s lower literacy levels and school completion rates but extending to 
attitudes towards female participation in training.

The government recognizes some of the above issues. The Productivity 
Committee and the Labor Advisory Board were created to address skill, 
productivity, and labor market issues. The IDP also includes actions to improve 
the quality of primary and secondary education, raise completion rates, and 
give priority to the establishment of technical schools. This includes providing 
incentives and preparing a mechanism to promote investment in specialized 
education and advanced vocational training with the joint involvement from 
government institutions, industrial enterprises, and workers.

5.3 Markets for financial services 

Access to finance is cited as major constraint by 17% of Cambodian 
businesses. Businesses managed by a female are more likely to face this 
constraint (21%) than do male-managed businesses (13%). 

Unregistered businesses are less likely to cite access to finance as a 
problem than registered businesses (ADB & World Bank 2014)—many of 
them are very small businesses and perhaps are not interested in growing 
and therefore do not need credit. Finally, the use of banking services by 
businesses is relatively low in Cambodia, with only 39% of businesses having 
a bank account (World Bank 2016). 

Limited access

Nearly 20% of businesses had a bank loan or line of credit in 2016 (Error! 
Reference source not found.). Almost 78% of these loans required collateral. 
Manufacturing businesses were slightly more likely to have credit than 
services businesses, but within services 24% of businesses in wholesale and 
retail trade had credit.

Only 2.5% of businesses used bank loans to finance investments, whereas 18% 
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stated they used banks to finance working capital (World Bank 2016). Among 
all businesses, 96% of the value of investment was financed internally.

Cause of access constraints

Among those that need a loan but do not apply for one, many are dissuaded 
by the complexity of the application process. Others consider the interest rates 
on the loans to be too high (ADB & World Bank 2014). Large businesses are 
mainly concerned with the cost of financing, while small businesses regard 
the complexity of the application procedure and collateral requirements to be 
important constraints to getting a loan. 

The main causes of access to finance constraints are summarized in Table 25. 
These derive from both the businesses requiring credit (the demand side) and 
from the banking institutions (the supply side).

Table 23: Summary of causes of finance constraints 

Demand side Supply side 

Lack of collateral
Informality
Weak financial literacy and management skills

Risks of default
Higher costs if larger number of small loans
Asymmetric information (lack of reliable 
financial statements and credit information)

One of the biggest challenges relates to the information asymmetries between 
lenders and borrowers. Micro and small businesses do not maintain reliable 
financial statements. Only eight micro and small businesses entities kept 
a balance sheet or income statement in 2014, out of a total 503,856 entities 
(NIS 2015a). Only 3% of medium-sized entities had a balance sheet or income 
statement.2

39 Many micro businesses and farmers lack the financial literacy 
required to understand the types of lending products that are available, how 
to develop a business plan, and how to go through the process of applying 
for a loan. They may also be discouraged from applying for a loan if they are 
uncertain about their future revenue stream, perceive that banks do not cater 
to their type of business, or are unable or unwilling to comply with collateral 
requirements.3

40 

39.Nearly half of large business entities did not have a balance sheet or income 
statement. 

40. The value of collateral needed for a loan is on average 165% of the loan value (World 
Bank 2016). (However, this may in part be a result of the illiquidity and lumpiness of 
real estate assets. A business cannot provide a fraction of its property as collateral; 
it must provide the entire property, which may be worth many times the value of the 
loan being sought.)
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Businesses that are not formally registered do not officially exist as business 
entities, and therefore have difficulty accessing formal credit markets. Owners 
of such businesses may be able to take out personal loans to support their 
business operations, but they are required to provide their personal land or 
buildings as collateral, which many are unwilling or unable to do. As a result, 
informal businesses that wish to grow and achieve the scale necessary to 
improve competitiveness can lack the capital necessary to do so. 

Banks typically require immovable assets (land and buildings) as collateral for 
loans—a key obstacle for many SMEs that do not own land or buildings of 
sufficient value. Even with fixed collateral, banks face the challenge of a lack 
of high-quality and trustworthy land valuation service providers in the country. 
This makes it difficult for banks to have confidence in the value of land put up 
as collateral and may explain the relatively high collateral requirements. 

Banks can be reluctant to lend to small businesses in particular because 
enforcing loan agreements is difficult and liquidating collateral very uncertain. 
The limited amount of financial information resulting from weak accounting 
standards also limits the ability of banks to evaluate the creditworthiness of 
borrowers. For those businesses that are not registered, banks face even 
greater challenges in evaluating their creditworthiness. Banks therefore ration 
credit to small businesses or apply high risk premiums on lending to those 
types of businesses, especially for SMEs that are not registered. Hence, the 
cost of finance is a major constraint.

In addition to informality, there are other reasons why some businesses, and 
particularly micro and small businesses and farmers, experience difficulties in 
accessing finance. As in most countries, especially developing ones, one of 
the reasons why banks are reluctant to lend to these customers in Cambodia 
is because these types of borrowers typically have higher rates of default. 
Compared with larger firms, micro and small businesses can have unstable cash 
flows, large exposures to a few clients or sectors, ambiguous ownership rights, 
and inadequate systems for recording and forecasting cash flows. In addition 
to these challenges, farmers can experience particularly volatile cash flows as 
a result of commodity price fluctuations and adverse weather conditions. 

In addition to the higher risks of lending to SMEs and farmers, banks also face 
higher transactions costs in evaluating, processing, and monitoring a large 
number of small loans. This higher cost, together with the higher risk of default, 
causes banks to charge higher interest rates, which reduces demand for credit; 
or banks limit their involvement in lending, which reduces the supply of credit. 
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The reluctance of banks to provide credit to micro and small business and to 
farmers may reflect banks’ concerns about the risks of borrowers defaulting, 
and thus it could be a sign of an efficient financial market that recognizes and 
prices risk appropriately, rather a market imperfection or failure. 

Moreover, banks face major difficulties in claiming collateral in the case of 
default. It is very costly and time consuming for banks to take possession of 
collateral assets through the judicial system. As a result, banks prefer to deal 
with nonperforming loans through negotiations with the borrower, rather than 
enforcing collateral obligations through the courts.

Impact of access constraints

This lack of access to credit and other financial services constrains private 
sector growth in several ways. It constrains a business’s ability to expand, 
invest in new equipment and technologies, gain access to foreign markets, and 
manage liquidity efficiently. It can also hinder the diversification of the economy 
by constraining growth in sectors where access to finance is particularly 
challenging (such as agriculture and agribusiness) while concentrating growth 
in relatively well-funded sectors. Finally, it can exacerbate the problem that 
micro and small businesses lack access to the capital needed to achieve scale 
and grow into medium-sized businesses. 

While access to finance is particularly challenging for informal enterprises, the 
difficulties that even formal enterprises experience in obtaining bank credit 
diminishes the incentive for unregistered businesses to formalize. 

Addressing access to finance challenges

The information asymmetries mentioned above have been at least partly 
addressed in Cambodia by the establishment of the Credit Bureau Cambodia 
(CBC) in 2011. It serves both banks and MFIs (it is part-owned by them) in 
recording and maintaining the credit history of borrowers and assessing their 
creditworthiness. The CBC has had some impact on bank and MFI lending, 
with institutions checking client’s debts with the CBC as part of their evaluation 
procedures. 

The government’s Financial Sector Development Strategy 2011–2020 aims to 
implement a number of reforms, including:

• Adopting common reporting standards. The reporting standards of 
MFIs have been improved and aligned with those of banks; 
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• Amending the Law on Banking and Financial Institutions to clarify 
leasing for banks, license leasing companies, and supervise leasing 
and leasing companies; 

• Reviewing the Civil Code, the Law on Secured Transactions, and the 
Law on Financial Leasing in order to clarify vague and conflicting 
provisions regarding leasing; 

• Submitting new insurance to the legislature, with the insurance 
regulator reviewing existing regulations to ensure consistency with 
the new law; 

• Promoting the development of insurance agents and brokers and 
ensure that clients get accurate information on insurance products; 

• Promoting the benefits of insurance to the public; and

• Introducing a law on financial trusts to cover banks and nonbank 
financial institutions, together with its implementing regulations. The 
law will support the establishment of general trusts and investment 
fund vehicles. 

Under the IDP, this strategy will continue to be implemented. In addition, the IDP 
states that the government intends to develop a financing mechanism for SMEs 
in priority industries and for specific industrial activities (though no details are 
given). The IDP also plans to strengthen domestic savings. Other IDP reforms 
such as simplified accounting requirements and encouraging more businesses 
to register can help alleviate access finance issues.

Chapter 6 presents the opinions of business associations and startup groups 
on further actions that would improve access to finance.
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6 Conclusions and policy implications 

The constraints identified in this Private Sector Assessment are not new, and 
there have been some attempts in the past to address them. However, reform 
momentum has not always been as strong as it could. The government’s IDP 
is an opportunity to re-energize the reform process, to address challenges that 
have been persisting for some time. The IDP is being championed at the highest 
levels of government—an important factor in previous policy successes. The 
IDP reinvigorates reform and elevates important, long-standing challenges to 
a higher level of government attention. It is an ambitious policy program and 
there is much to do for it to be a success. This chapter presents areas where 
development partners can help the government implement elements of the IDP 
that address the constraints, as well as suggests other areas of action that can 
unlock the potential of Cambodia’s private sector.

6.1 Cutting red tape

The IDP aims to greatly increase business registration. This will not be easy. 
International evidence suggests few informal businesses ever register—91% 
of registered firms started out as registered—and that providing incentives to 
formalize have little effect (see discussion in La Porta & Shleifer 2014). 

Further work needs to be done to understand why so many businesses 
in Cambodia choose to remain informal, and the consequences of doing 
so. Understanding the root cause of informality, and in particular, whether it 
reflects the difficulty of formalizing, or the perception that the costs of operating 
formally outweigh the benefits, will help the government focus their reforms and 
interventions on the most critical issues.

Interventions should focus on improving the cost-benefit equation of operating 
as a formal enterprise. On the cost side, this includes not only the time and 
costs associated with registering a business, but also the ongoing compliance 
and administrative burdens associated with regulations, taxation, and dealing 
with government authorities. On the benefits side, improving access to financial 
services and other business development services for formal enterprises will 
increase the perceived benefits of formalizing.

Formalization will require serious reforms in different areas, because formal 
firms often experience more serious constraints than informal firms in areas 
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such as customs and trade regulation, labor regulations, corruption, legal 
system/conflict resolution, and tax rates and administration. Hence, in order to 
entice informal firms to move into the formal sector, policies need to be in place 
to reduce these constraints (ADB & World Bank 2014). 

However, this alone may not be enough. Increased formalization can be 
encouraged in three broad ways: incentives to formalize (make it easier, 
cheaper etc.); enforce current law (crack-down on informal businesses, so that 
capital and labor moves to formal firms, and some may also decide to formalize 
because the net benefits of informality have been reduced); or enabling policies 
that allow informal businesses to grow (such as letting them access capital—
informal firms that grow fastest are most likely to formalize). Analysis suggests 
that the aggregate productivity gains are higher for the first of these options 
(ADB & World Bank 2014). However, one study found that only enforcement 
(the threat of a follow-up inspection) was successful in encouraging businesses 
to register, while another found that payments equivalent to at least a month’s 
median profits were required to encourage businesses to register (La Porta & 
Shleifer 2014).

Currently in Cambodia, businesses are fined if they do not register with MoC 
within 15 days of starting operations. There will need to be a moratorium on this 
fine, or some similar change, to encourage informal businesses to register. 

There might be some concern that the government sees increasing formalization 
as a means to get more information on businesses, albeit ostensibly in order to 
help them: 

Such public statements may not encourage businesses to register. Business 
might be more concerned about government wanting more information about 
them (to tax and regulate them) than about possible assistance. Trust between 
the government and informal businesses must be built. Development partners 
could work with FASMEC, and perhaps the GPSF, to help build that trust. 

“When we have clear data [provided by their registration], we know 
their ability and capital, and then we can provide financial and 

technical assistance.” 
- Heng Sokong, Ministry of Industry and Handicrafts 



78

The IDP business registration targets need clarification. For example, does 
“small” businesses include micro business, and what kind of registration would 
satisfy the target (for example, only registration with MoC, or also with the 
General Department of Taxation and Depart of Labor)? 

The targets for the share of businesses with financial statements are also 
ambitious (even 48% of large firms don’t have financial statements). Many 
businesses use an accountant or agent to prepare financial statements and tax 
filings. It is not clear that there is sufficient supply of such services in Cambodia 
to handle hundreds of thousands of additional registrations. 

Taxation reform is currently ongoing, to make taxation not only simpler but also 
less costly for very small businesses. Further taxation interventions should 
focus on supporting the development and rollout of practical implementation 
guidelines for the main business taxes. However, achieving success in tax 
reform will depend on the extent to which these reforms recognize, and can 
overcome, the incentives that have created a strong preference for negotiated 
tax assessments.

6.2 Skilling for the future

The underlying causes of Cambodia’s labor challenges are complex and 
interrelated. Unfortunately, there are few quick solutions to these challenges. 
Long-term solutions will require reforms to the country’s education and training 
systems, as well as broader reforms that improve the business environment and 
increase productivity and wages.

Under the IDP, the government intends to provide incentives and to prepare 
a mechanism to promote investment in specialized education and advanced 
vocational training with the joint involvement from government institutions, 
industrial enterprises and workers. The involvement of industry in vocational 
training is important. Partnering with industry experts and engaging teachers 
who have hands-on industry experience are key to making TVET curricula more 
relevant. This means that institutions need to have flexibility in hiring the right 
teachers.

Private sector involvement in education policy should be encouraged. The 
private sector can be involved in designing training programs, setting education 
standards, assessing TVET, and accrediting training institutes. Development 
partners could work to attract and secure private sector participation and 
investment in establishing sector-specific centers of excellence. Business 
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associations could also be assisted in developing appropriate curricula 
and standards for vocational training qualifications and in strengthening or 
establishing certification bodies. The role of the National Training Board in this 
might have to be considered.

The German apprenticeship system is often seen as a model to follow. However 
implementing such a system in Cambodia would not be easy. There have been 
attempts to adopt the system (classroom theory and in-firm training) in countries 
such as Indonesia, Malaysia, Philippines, and Viet Nam. However, these countries 
faced challenges in replicating Germany’s success (ADB 2015a). In particular, 
a strong institutional structure is necessary. Institutional checks and balances 
(national and local) are a strength of Germany’s model. Furthermore, the students 
entering the German system have good basic literacy and numeracy. 

There are other actions that the government can consider, including PPPs 
(such as public funds used to contract out management of public schools—
with subsidies tied to student performance) and innovative financing such as 
education bonds (modeled on development impact bonds; see ADB 2015a). 
There are examples of these interventions in Pakistan.

A relatively simply action to improve education would be providing information 
for parents and students. This would help them make informed decisions and 
reduce the information asymmetry that currently exists. Students and their 
families can find it difficult to differentiate between type, quality, and financing 
costs of educational providers. Information on returns to education, training, or 
educational quality can be a low-cost method to overcome mismatches and 
lead to a better allocation of students and ultimately improved skills. Targeted 
information should be credible, clear, and concise. 

A study in Kenya found that the provision of information on different returns to 
technical training improved the rates of females entering skills training in more 
male-dominated fields; and in the PRC, the provision of information booklets on 
college costs and financial opportunities had substantial effects on the likelihood 
that poor students would apply for and get financial aid, and ultimately attend 
college (ADB 2015a).

As well as providing information to students, providing labor market information 
to workers can help reduce search costs and lead to a better allocation of labor. 
For example, in rural Philippines the impact of attending a job fair increased 
the likelihood of formal employment 10 months after the fair. Cambodia’s 
National Employment Agency should be used to provide accurate labor market 
information.
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6.3 Banking the unbanked

Interventions to improve access to finance should address both the demand 
and supply side causes of this constraint. Addressing the demand side will take 
time, because this involves improving the capacity of the businesses themselves. 
Improving financial literacy will greatly assist in reducing demand-side causes 
of this constraint. Using business incubator services is one approach to raise 
business capability. 

The IDP proposes a financing mechanism for SMEs and industrial activity. The 
details of this are yet to be worked out. Perhaps something like an Enterprise 
Challenge Fund could be piloted, or a fund for exporting (with lessons from 
Cambodia’s Export Market Access Fund). The costs and benefits of subsidized 
credit should be evaluated against matching grant programs and other financing 
options. 

Development partners should support NBC and MEF in establishing legislation 
that would allow banks to lend more specifically for investment purposes, with 
special collateralization and other schemes.

Incubating entrepreneurs

In addition to the skills of the workforce (above), the skills of business 
entrepreneurs and managers are often lacking in Cambodia. Problems 
such as weak governance can prevent them from growing, by, among other 
things, reducing their access to finance. Increasing the supply of educated 
entrepreneurs—people who can run productive businesses—will help the 
Cambodian private sector to be more efficient and dynamic, and such 
entrepreneurs are also more likely to create modern, registered businesses 
rather than inefficient, informal ones.

Development partners could provide technical assistance to complement 
investment in business incubators. 

Recent experience from business incubators suggests some generic reforms 
that would help, such as making it easier to start a new business (all start-
ups in incubators used agents to establish their business) and reducing 
ongoing requirements such as monthly VAT. Other lessons for incubating 
entrepreneurship are outlined below.
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Building trust with entrepreneurs is difficult 

Emerging economies have low understanding of business support services; 
most “consulting” companies offer low-value training. Entrepreneurs also fear 
that their business idea or profit will be stolen if they reveal detailed information 
about their plans. 

Solutions: 

• Help entrepreneurs from the first 10 minutes. Small growing 
businesses need an initial engagement with a senior advisor who 
has been an entrepreneur before. 

• Engage in a pre-incubation period, before active engagement. This 
builds trust with entrepreneurs; and helps make a more informed 
decision on including the entrepreneur in the incubator.

There is no one-size fits all model for incubation 

Entrepreneur needs varied widely, and include registration and legal support, 
human resource planning, finance management, inventory optimization, 
marketing support, etc.

Solutions: 

• Provide tailored, flexible support.

• Use the best and brightest incubator advisors, with a broad range of 
experience across different business sectors, to service incubator clients. 

• Build a strong network of mentors and partner service providers (i.e. 
for legal, audit, HR, Tax, etc.)

Entrepreneurs need investment and working capital  

A funding search is the single largest “call to action” that draws entrepreneurs 
into the incubator program. Entrepreneurs who are not yet ready for institutional 
funding often have pressing needs for small, focused seed funding.

Solution: 

• Build a seed fund, if possible, or other flexible financing facilities 
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(debt or equity). Provide financing to support growth initiatives (and 
disburse funding based on achievement of milestones).

Entrepreneurs are reluctant to pay for services  

Small businesses are focused on pushing all available cash into operations; 
professional fees for consulting services are a hard sell. Willingness to pay 
is low among entrepreneurs who are reluctant to trade operating budget with 
strategy support. This hinders incubator sustainability and entrepreneur buy-in.

Solutions: 

• Charge primarily through equity, debt or royalties. Subsidized monthly 
fees for hands-on support to help defray costs and establish value. 
Take an equity stake in incubated companies, establishing a rotating 
fund of equity. 

• Debt, mezzanine finance, or royalties: opportunistically use other 
financing options, depending on the entrepreneur.

6.4 Reducing the gender gap

Women in business in Cambodia face a number of particular barriers. Women 
are more likely to be illiterate and less likely to have completed primary and 
secondary education. This means they face greater challenges in business 
registration and obtaining and interpreting business regulations and information. 
Social norms can make it more difficult for women to interact with male 
government officials. Hence there may be a greater incentive for women-owned 
businesses to remain informal than male-owned businesses. Finally, women are 
time-poor because of obligations regarding the care of children and household 
responsibilities. 

Suggested policies to bridge the gender gap in the Cambodian private sector 
include:

• Make regulatory information easily accessible. Information sessions 
specifically targeted at women should be considered, taking into 
account their usually lower literacy and limited experience dealing 
with officials. Any sessions would also need to consider their 
requirements for child care.
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• Encourage government agencies to promote more women to decision-
making positions. One reason why women-owned businesses remain 
formal is they don’t have the connections and networks that men 
have to navigate the business environment. 

• Encourage more female membership in business associations.

• Support the scaling-up of women’s entrepreneurship centers. 

• Open TVET policy, and disseminate new programs to women. Women 
with skills training are much more likely to be in waged jobs. 

6.5 Other policy suggestions

Development partners should continue to work with government and the private 
sector on mechanisms to enhance the quality and effectiveness of dialogue 
between them. In the IDP, the government states that it wants to strengthen the 
GPSF. This should be encouraged.

Cambodia does not have a Competition Law. It is currently in draft form. The IDP 
is silent on it. The government should be encouraged to finalize this law. It could 
be a useful compliment to the IDP to help stimulate private sector productivity 
improvement and growth.
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APPENDICES

A. Main Business Laws, Decrees, and Legal Instruments

Law/Regulation Year

Sub-Decree 17 on tax incentives for small and medium enterprises 
•	 SMEs that voluntarily register with the General Department of Taxation (“GDT”) in 

2017 and 2018 may claim a two-year exemption from Tax on Profit (“TOP Exemption 
Period”). The TOP Exemption Period will commence from the year in which the SME 
first generates revenue, or from the year of tax registration should the SME be in the 
position that they have earned revenue prior to the date of tax registration – whichever 
comes first; and

•	 During the TOP Exemption Period, SMEs will also be exempted from the annual 1% 
Minimum Tax and its associated monthly pre-payments – otherwise known as Pre-
payment of Tax on Profit.

2017

Prakas On Procedure for Application for and Issuance of All Forms of Certificate of Origin 
via Automation System 
The producer or exporter  who  has registered  to  use  the  automation  system  for  applying  
for Certificate of Origin Form “A” can apply for all forms  of  certificate  of origin that  does  not  
require  the  issuance  of  certificate  of origin. 
The producer or exporter who has not registered to use the automation system for applying for 
Certificate of Origin Form “A” and wishes to apply for other forms of certificates of origin shall 
register to use the automation system via www.co.moc.gov.kh of the Ministry of Commerce.

2016

Prakas on Implementation of VAT on the Supply of Unprocessed Agriculture Products
Aims to implement the VAT exemption on the supply of unprocessed agriculture Products 
to help support government’s rice export policy and reduce people’ burden in consuming 
unprocessed agriculture products including rice and other grains.

2016

Sub-Decree on the Organization and Functioning of the Committee of Tax Arbitration
The new committee for Tax Arbitration sits under the Ministry of Economy and Finance and 
independent from the GDT to avoid any possible conflict of interest.

2016

Sub-Decree on Organization and Functioning of the Council for the Development of 
Cambodia
The sub-decree details membership of the CDC, the roles and responsibilities of each of the 
CDC’s departments, and a framework for the “one-stop service” aspect of the CDC

2016

Prakas on The Classification of Taxpayers in the Self-Assessed Regime
The Real Regime of Taxation has three different types of taxpayers: Small, Medium and Large. 2015

Prakas  on Method and Procedure on Implementation of Simple Accounting Record for 
Small Real Regime Taxpayers
This prakas has paved the way for small taxpayers to follow a simplified accounting system.

2015

Prakas on Rules & Procedures for Management of Patent Tax Collection
The Prakas lays out mechanism to manage the Patent Tax collection in Cambodia, in according 
to the Article 12 of the Law on Financial Management 2016.

2015

Prakas on Measure and Procedure on Tax Dispute Resolution
The Prakas lays out mechanism to manage the Tax Dispute Process in Cambodia. 2015

Law on Financial Management 2016
This law has resulted in the abolishment of the Estimated Regime of Taxation and a restructure 
of the Self-Assessed Regime (Real Regime). 

2015
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Law/Regulation Year

Cambodia Industrial Development Policy 2015-2025
Outline government’s reform agenda including SME promotion and financial sector development 
through “key concrete measures” such as policies to reduce electricity prices, enhance 
connectivity in transport and logistics, promote access to finance, and improve of the labor 
market and skills.

2015

Prakas on Procedures of Issuance of Certificate of Origin Form “A” via Automation System
All the producers or exporters who wish to apply for Certificate of Origin Form “A” shall register to 
use  the  automation  system  via  website  www.certificateoforigin.moc.gov.kh  of  the  Ministry  
of Commerce

2015

Prakas on Registration in Business Register via Automation System
All merchants and commercial companies that have their enterprise, branch, representative 
office, joint venture or agency in the Kingdom of Cambodia shall have an obligation to register 
in the business register via the automation system for business registration of the Ministry of 
Commerce from everywhere via www.businessregistration.moc.gov.kh.

2015

Prakas On Re-registration of Businesses through Automated System
All the companies, enterprises, branches, representative offices, joint venture and agencies that 
had been registered before 04 January 2016 shall be required to come to re-register in the 
automation system of the Ministry of Commerce on the website: www.businessregistration.moc.
gov.kh so that the change and use of data, filling out of formality of other notification letters as well 
as documents that need to be sent to or sent out from the Ministry of Commerce can be made 
via electronic system.

2015

Sub-decree on Establishment of National Trade Repository 2014

Prakas on Pilot Introduction of Online Application for Certificate of Origin
A pilot launch of online application for Certificate of Origin shall be introduced from 15 June 2014 
onwards for export companies 
who apply to register with the implementation of this pilot scheme, aimed at facilitating the private 
sector’s trade

2014

Prakas On Tax Registration 
Aims to set rule and procedure of tax registration  of legal entity or business groups or individual 
enterprises or other individual that conduct economic activities in Cambodia.

2014

Prakas on the Implementation of Advance Ruling on the Goods Classification in Accordance 
with Customs Tariff Related to Origin of Goods and Customs Value 2013

Sub-Decree on the Organization and Functioning of the Secretariat General of the National 
Committee for Land Management and Urban Planning 2013

Notification on Tax Collection on All Kinds of Transportation Means and Vehicles
for the Year 2012 2013

Decision on the Creation of Commission for Facilitating Investment and Construction of 
Petroleum Chemical Factories 2013

The Law on Amendment to Articles 3, 29 and 30 of the Law on Combating Money 
Laundering and Terrorist Financing 2013

Prakas on the Enshrining of the Statutes of Business Association 2013

Royal Decree on Establishment of the Telecommunications Regulator of Cambodia 2012

Circular on Instruction on the Implementation of the Law on Public Procurement 2012

Prakas on Adjustment to Rate of Customs Duty on Certain Imported Goods 2012

Sub-Decree on Organization and Functioning of the Secretariat of the Telecommunications 
Regulator of Cambodia 2012

Decision on the Establishment of Steering Committee for Reviewing the Implementation of 
the United Nations Convention Against Corruption (UNCAC) in Cambodia 2012
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Law/Regulation Year

Prakas on the Maintenance of Reserve Requirement Against Commercial Banks’ Deposits 
and Borrowings 2012

Joint Prakas  on the Council for the Development of Cambodia and Ministry of Commerce 
Issue Schedules of Fees for Public Services 2012

Letter of the Ministry of Economy and Finance for the Determination of Land Concession 
Royalties/Fees and Payment of Deposits for All Economic Land Con- cessions 2012

New Amendments on Stamp Duty Provisions 2012

Prakas on Prudential Rules and Risk Management Requirements Applicable for Banking 
and Financial Institutions Acting as Cash Settlement Agents Related to Securities 2012

Order on Measure to Strengthen and Increase Effectiveness of Management of Economic 
Land 2012

Prakas on Establishing the Right of the Ministry of Commerce to Perform Revenue 
Collection Received From Public Services Fees 2012

Joint Prakas Establishing the Right of the Ministry of Land Management, Urban Planning 
and Construction to Perform Revenue Collection Received from Public Services Fees for 
the Benefit of the National Budget

2012

The Law on Financial Management for the Year 2013 2012

Joint Prakas on the Provision of Public Service of the Council for the Development of 
Cambodia 2012

Joint Prakas on the Provision of Public Service of the Ministry of Commerce 2012

Joint Prakas on the Provision of Public Service of Entities Under the Supervision of the 
Ministry of Economy and Finance 2012

Joint Prakas on the Provision of Public Service to the Ministry of Industry, Mines and Energy 2012

The Law on Approval of ASEAN Multilateral Agreement on the Full Liberalization of 
Passenger Air Services 2012

Prakas on Financial Leasing Business 2011

Prakas on Licensing of Financial Leases 2011

Amendment to the Anti-Corruption Law 2011

Law on Anti-Corruption 2010

Sub-Decree for the Organization and Functioning of the Anti-Corruption Unit 2010

Prakas on Main Substance for Operating Rules of A Securities Market, Clearance and 
Settlement Facility, and Securities Depository Service 2010

Prakas on Public Issuance of Equity Securities 2010

Prakas on the Organization and Function of the Cambodian Securities and Ex- change 
Commission’s Securities Market Inspection Department 2010

Sub-Decree Procedures for Fishing Lot Investments, Public Auctions, Leases, and Fishing 
Fees 2010

Sub-Decree on the Collection and Compilation of Labor Market Information 2010

Sub-Decree on the Determination of Rates and Procedures for Selecting Disabled Persons 
for Employment 2010
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Law/Regulation Year

Prakas on Combating Money Laundering and Terrorism Financing by the Reporting 
Agents 2010

Joint Prakas on Implementation of the Standard Form of Economic Land Con- cession 
Contract 2010

Law on Expropriation 2010

Law on Financial Leases 2009

Sub-Decree on the National Arbitration Center 2009

Sub-Decree for the Application of the Law on Publishing and Trading of Non- Government 
Securities. 2009

Sub-Decree on Economic Land Concessions 2008

Law on Publishing and Trading of Non-Government Securities 2007

Law on Insolvency 2007

Law on Concession 2007

Sub-Decree on the Mortgage and Transfer of Rights Over a Long-Term Lease or an 
Economic Land Concession 2007

Law on Secured Transactions 2007

Law on Customs 2007

Law on Anti-Money Laundering and Combating the Financing of Terrorism 2007

Law on Standards of Cambodia 2007

Commercial Arbitration Law 2006

Law on the Management of Factories and Craft Industries 2006

Sub-Decree on the Implementation of the Law Concerning Marks, Trade Names, and 
Acts of Unfair Competition 2006

Sub-Decree on Public Procurement 2006

Law on Negotiable Instruments and Payment Transactions 2005

Law on Commercial Enterprises 2005

Sub-Decree on the Implementation of the Amendment to the Law on Investment of the 
Kingdom of Cambodia 2005

Sub-Decree on the Establishment of Provincial and Municipal Investment Sub-Committees 2005

Prakas on the Implementation of VAT for Supporting Industry or Contractors Supplying 
Products or Services for Serving Exports of the Garment Industry, Tex- tile Industry, and 
Footwear Manufacturing Industry

2005

Prakas on the Organization and Functioning of the Tax Department 2005

Prakas on Liability of Directors, Managers or Owners of an Enterprise for Tax Due, 
Additional Tax, and Interest to be Paid 2005

World Trade Organization Accession Law 2004

Prakas on the Arbitration Council 2004

Sub-Decree on Profit Tax 2003
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Sub-Decree on Amending the Tax Rate and Special Tax on Some Goods 2003

Amendment of the Law on Taxation 2003

Prakas on Salary Tax 2003

Amendment of the Law on Investment 2003

Law on Patents, Utility Models, and Designs 2003

Law on Copyright and Related Rights 2002

Accounting Law 2002

Law on Trade Marks, Trade Names, and Unfair Competition 2001

Sub-Decree on Insurance 2001

Sub-Decree on the Organization and Functioning of the CDC 2001

Land Law 2001

Law on Electricity 2001

Sub-Decree on Cambodian Industrial Standards 2001

Prakas on the Creation of Development Zones 2001

Law on Mineral Management and Exploitation 2001

PPrakas on the Implementation of Pre-Shipment Inspection 2001

Amendment to Article 31 of Sub-Decree 114 on Value-Added Tax 2000

Law on the Management of Quality and Safety of Products and Services 2000

Insurance Law 2000

Prakas on the Export and Import Business 2000

Sub-Decree on the Management of Forest Concessions 2000

Prakas on the Licensing of Banks 2000

Prakas on the Licensing of Micro-Financing Institutions 2000

Sub-Decree on Value-Added Tax 1999

Sub-Decree on Additional Members to the CDC and Change to the Structure of the CIB 1999

Law on Banking and Financial Institutions 1999

Amendment to the Law on Commercial Rules and Registration 1999

Sub-Decree on Restrictions on Some Sectors of Investment 1999

Royal Kram on Approval for Cambodia to Be a Member of the Multilateral Investment 
Guarantee Agency 1999

Sub-Decree on Build-Operate-Transfer 1998

Tax Law 1997

Labor Law 1997

Foreign Exchange Law 1997

Sub-Decree on Construction Permits 1997
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Environmental Protection and Natural Resource Management Law 1996

General Statute on Public Enterprises 1996

Law on the Organization of the CDC/CIB 1995

Law on Commercial Rules and Commercial Registry 1995

Sub-Decree on Public Procurement 1995

Chamber of Commerce Law 1995

Investment Law 1994

Zoning Law 1994

Constitution 1993

Land Law 1992

Decree on Contract and Other Liabilities 1988
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B. Impact of important international trade 
agreements

United States agreements and garments

Until the mid-1990s, Cambodia's main export markets were other Southeast 
Asian economies. However, in 1996 the United States (US) granted Cambodia 
Most Favored Nation (MFN) status. At the same time, Cambodia benefited from 
the development of the Multi-Fibre Arrangement (MFA), which imposed a quota 
system on most large garment-exporting countries. This led to foreign investors 
from Hong Kong, China; the People’s Republic of China (PRC); Taipei,China; 
Malaysia; and the Republic of Korea setting up garment factoring in Cambodia, 
taking advantage of Cambodia's original quota-free status. By 1998 the US, 
concerned with the rapid growth in garment imports from Cambodia, started 
negotiations to bring Cambodia into the quota system. In 1999, Cambodia and 
the US concluded a bilateral trade agreement on textiles and apparel, which 
linked market access (export quotas) to labor standards in Cambodia. Increases 
in quotas (up to 14% per year until 2001 and up to 18% per year until 2004) 
were possible if Cambodia complied with certain international labor standards. 
The monitoring of labor standards in garment factories by the International 
Labour Organization became the Better Factories Cambodia program. The 
quota growth, plus fewer quota categories than other Asian exporters, gave 
Cambodia an advantage. 

In July 2006, Cambodia signed a Trade and Investment Framework Agreement 
with the US, which aimed to promote greater trade and investment in both 
countries and provide a forum to address bilateral trade and investment issues. 

As a result of MFN status and the MFA, the US became the leading market for 
Cambodian exports. However, the expiry of the MFA in late 2004 had a dramatic 
impact on the garment industry. Competition increased among ASEAN countries 
and other competitors who supply the US (but not the PRC, because the US 
placed new quotas on garments from the PRC in mid-2005). Viet Nam, a more 
efficient garment producer, gained full access to the US market in 2006 and 
became a member of the World Trade Organization (WTO) in 2007. At the end 
of 2008, the quotas imposed on the PRC by the US (and the European Union) 
expired. Additionally, the US granted quota-free, duty-free access through 
various trade agreements to thirty non-Asian low-income countries, whereas 
Cambodia was subject to an average 16% tariff on garment imports. Cambodia 
urged the US to grant it preferential access. 
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Large US retailers consolidated their supply bases because the availability of 
quotas was no longer a significant factor in deciding where to have their goods 
produced. Furthermore, intense retail competition meant that quick turnaround 
and delivery times became an important factor in choosing suppliers. These 
changes hurt Cambodia’s garment industry. By 2010 the share of Cambodia’s 
total exports going to the US had fallen to 42%, and its share of garment exports 
was around 60%.

In 2016, the US added a variety of “travel goods” to its list of products exempt 
from duties under the program. This may provide an opportunity for the 
emergence of luggage, handbag, and wallet manufacturing in Cambodia.

ASEAN Free Trade Area

The ASEAN Free Trade Area (AFTA) was formed in 1993. Cambodia joined 
in 1999. Under the AFTA, members’ tariffs on imports of products from other 
Association of Southeast Asian Nation (ASEAN) countries were to be reduced 
to between 0% and 5% over a 10-year period starting on 1 January 2000. 
Cambodia agreed to eliminate tariffs on nearly all ASEAN products by 2015. 
However, each country within ASEAN only has to reduce tariffs to zero for 
products on its “inclusion list.” For Cambodia this excludes around 7% of tariff 
lines. Usually products excluded from the list account for a significant proportion 
of trade (hence authorities’ reluctance to cut tariffs for these products) or are 
politically sensitive. Rice is excluded, for example. 

Cambodia also follows the established schedule for liberalization of ASEAN 
trade in services. According to the WTO, “Cambodia's ASEAN commitments on 
market access and national treatment have gone beyond its WTO commitments 
in a limited number of sectors.” 

ASEAN has negotiated five free-trade agreements: with Australia/New Zealand, 
the PRC, India, Japan, and the Republic of Korea.1

41 These agreements cover 
trade in goods and services, as well as investment. As a member of ASEAN, 
Cambodia is subject to the tariff reductions in these agreements: with the PRC, 
Cambodia's tariffs will be reduced to zero by 2015; with India and the Republic 
of Korea by 2018; with Japan by 2026; and with Australia and New Zealand by 
2024. 

The reduction of tariffs on ASEAN trade has been accompanied by rapid 
expansion of Cambodia's trade with its ASEAN partners. During 2004 to 2009, 

41. See www.aseansec.org/22935.htm.
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Cambodia's exports to ASEAN countries more than doubled, compared with 
a 50% increase in its exports to the rest of the world. However, the growth in 
Cambodia’s trade with ASEAN was from a relatively small base; in 2009 exports 
to ASEAN accounted for only 15% of the Cambodia's total exports. 

ASEAN Economic Community

The ASEAN Economic Community (AEC) was meant to be operational by 
the end of 2015. According to ASEAN, “the AEC will transform ASEAN into 
a region with free movement of goods, services, investment, skilled labor, 
and freer flow of capital.” However, this overstates the extent of liberalization. 
For example, free movement of skilled labor is only for certain specified 
occupations and even then foreign workers must satisfy any relevant local 
licensing requirements (such as for nursing), which may involve testing 
conducted in the local language.

The AEC is not only about trade liberalization. It is intended to increase the 
economic integration of the ASEAN countries and it covers the liberalization 
and facilitation of capital movement, labor movement, the harmonization of 
customs regulations, standards for goods, and economic policies among 
ASEAN countries. Hence, some have described this as EU-style single market. 
However, it will have many differences with the EU—in particular, no central 
bodies similar to the European Commission, and each country will maintain 
sovereignty over monetary policy (that is, there will be no ECB equivalent).

Changes such as reducing foreign ownership restrictions won’t directly affect 
Cambodia since Cambodia already allows 100% foreign ownership. However, 
other ASEAN nations will lift their limits on foreign ownership to 70%, closing 
the gap with Cambodia. Malaysia, the Philippines, and Indonesia previously 
capped the percentage of foreign ownership at 30%, 40% and 49% respectively. 

The benefits of other changes such as less paper-work, and easier goods 
inspection at checkpoints in ASEAN countries due to harmonized standards 
will depend on how well they are implemented.

Many countries still have reservations over parts of the AEC, such as the 
preservation of some business areas for their nationals.

European Union

Cambodia and the EU implemented a bilateral textile trade agreement in 1999, 
granting duty- and quota-free access to Cambodian garments that met certain 
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rules of origin. However, the high import content of Cambodia’s garments2

42 

meant that many factories did not enjoy free access to the EU.

In February 2001 Cambodia was granted duty-free and quota-free access to 
the EU under the Everything-But-Arms Initiative (EBA), which is part of the EU's 
Generalized System of Preferences (GSP) program for less developed countries 
(LDCs). Under these schemes, import tariffs on many products are exempted or 
reduced if requirements such as rules of origin are fulfilled. The EBA has been a 
major help to Cambodia’s exports. However, the EBA only applies to LDCs and 
Cambodia’s economic growth over the next few years will mean it will no longer 
be an LDC. A replacement for EBA is required but the Cambodian government 
has not been active in trying to establish bilateral trade agreements.

Rules of origin on preferential tariffs for less-developed country exports to EU 
markets were relaxed in January 2011. However, some of this was unwound 
in 2014 when bicycle inputs from Singapore and Malaysia were no longer 
deemed eligible. The EU also applied anti-dumping duty to bicycle imports 
from Cambodia in 2014, resulting in a decline in bicycle exports.

Negotiations began in 2007 on a Free Trade Agreement between the European 
Union and ASEAN. Progress on the FTA has been very slow, in part because 
ASEAN has found it difficult to agree a common negotiating position, but also 
because the UK did not wish Myanmar to benefit from the FTA. Negotiations 
therefore stalled for some years. Reforms in Myanmar and other changes have 
rekindled enthusiasm for the deal. The agreement under negotiation is broad-
based, covering trade barriers, customs, competition, intellectual property 
rights, investment, services and much more.

42. Cambodia’s garment factories are predominantly engaged in “cut, make and trim” 
(CMT), using facbrics and accessories imported from the PRC; Taipei,China; Hong 
Kong; and ASEAN countries.
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