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I. INTRODUCTION

1. The four chapters in this volume of Selected Issues provide background information
to the staff report for the 2006 Article IV consultation. Each of the chapters deals with one of
the four central topics of that consultation’s policy discussions on Cambodia’s medium-term
prospects, namely: poverty and growth, private sector development, public financial
management reform, and debt sustainability. The second chapter briefly summarizes recent
results of a Poverty Assessment by the World Bank, showing a more pronounced and
growth-driven decline in poverty over 1994-2004 than had previously been thought.

Chapter 3 describes the current Cambodian regime of tax incentives for private investment,
comparing it with the regimes of Cambodia’s neighbors. The chapter also discusses the costs
and limits of this regime. In Chapter 4, a summary assessment of Cambodia’s Public
Expenditure Management system is followed by a description of the broad outlines of its
ambitious Public Financial Management Reform Program (PFMRP) adopted at the end of
2004. The chapter highlights the key reform priorities for the short and medium term.
Chapter 5 provides historical background on Cambodia’s external and domestic debt. Finally,
this volume includes a statistical appendix, and a summary of Cambodia’s tax system.

Poverty

2. A new perspective on trends in poverty in Cambodia, and its link to economic
growth, has emerged from the new poverty estimates based on the 2004 Cambodia
Socio-Economic Survey. Poverty remains high, with an estimated 35 percent of the
population falling below a national poverty line. However, the evidence also suggests that
there have been significant gains in the last 10 years, on par with economic growth. This is in
sharp contrast to a previously-held view, that despite substantial economic growth and job
creation in the 1990s, poverty had remained stubbornly high. The degree and nature of
poverty reduction mirror economic developments: rapid growth in the urban economy—
driven by garment and tourism—has allowed urban poverty to decline; in contrast, gains
have been more modest in rural areas, still home to a majority of the population. Further
poverty reduction thus requires growth to be more broadly based and public infrastructure
and services to be geared to providing access by the poor to social services, as well as to
strengthening the urban-rural linkages.

Investment Incentives

3. In Cambodia, investment incentives are provided under an investment law recently
amended to simplify the qualifying criteria for incentives and improve its consistency with
the tax code. In terms of duration of the tax holiday and terms of eligibility for direct and
indirect tax exemptions, investment incentives in Cambodia appear to be broadly as generous
as those provided in neighboring countries. However, tax holidays, in Cambodia as
elsewhere, remain a policy of questionable cost effectiveness: the fiscal costs can be high
(while often hidden, and poorly assessed) while the international evidence is not
overwhelming about their effect on FDI. The chapter concludes by noting that



Cambodia’s investment climate would more convincingly benefit from enhanced governance
in the short run, and better infrastructure in the longer term.

Public financial management

4. Public Expenditure Management (PEM) is an important instrument of fiscal policy
and must support overall economic policy goals, including maintaining overall fiscal
discipline, achieving an allocation of resources consistent with policy priorities, ensuring
prudent management of the government’s financial resources. The authorities are acutely
aware of the need to improve their PEM system. A comprehensive assessment conducted in
December 2005, in the context of the Multilateral Debt Relief Initiative (MDRI), showed that
Cambodia only met 5 out of 16 PEM benchmarks, compared with an average of 6—7 for the
26 Highly Indebted Poor Countries (HPIC) assessed in 2004. The authorities had formulated
a comprehensive Public Financial Management Reform Program, formally adopted by the
Government in December 2004. That 10-year program, drawing on lessons learned from
prior technical assistance, aims at making the budget more credible in terms of timely and
predictable delivery of funds, and improved financial accountability. The chapter concludes
with a set of nine priority measures for short-term reform.

Debt

5. A detailed quantitative analysis of Cambodia external debt sustainability is given in a
Debt Sustainability Analysis attached to the Staff Report for the 2006 Article IV
consultation. This fourth chapter sheds lights on the historical context under which much of
Cambodia’s bilateral debt was contracted. The focus is on obligations to two of its largest
creditors—the Russian Federation and the United States. The chapter concludes with a
discussion of the agenda looking ahead.



II. POVERTY IN CAMBODIA!

6. A new perspective on trends in poverty in Cambodia, and its link to economic
growth, has emerged from the new poverty estimates based on the 2004 Cambodia
Socio-Economic Survey.” While poverty remains high, the evidence suggests that there have
been significant gains in the last 10 years, on par with economic growth. This is in sharp
contrast to a previously-held view, that despite substantial economic growth and job creation
in the 1990s, poverty had appeared to be deeply entrenched and impervious to broader
economic change. However, the observed patterns of past growth and poverty reduction—
with gains disproportionately accruing to the urban areas—are also suggestive of the needed
direction of policy for recent gains in poverty reduction to be sustained and further
significant gains to be made. This chapter briefly reviews these findings, discussing the level,
recent change and nature of poverty in Cambodia.

7. In 2004, an estimated 35 percent of the population lived below the national
poverty line. The methodology uses a per capita consumption threshold to define the poor,
and also reflects regional differences in the cost of achieving food and non-food consumption
levels. For food in particular, the line is based on the cost of a food basket yielding about
2,100 calories, a basket that is more expensive in urban areas. The results give poverty line
estimates, in 2004, ranging from about US$160 per capita in rural areas to a high of US$215
in Phnom Penh (this compares with a GDP per capita of about US$375 in 2004).* On this
basis, an estimated 4% million people were poor in 2004, out of a total population of about
13Y% million.

8. The new estimates indicate a significant decline in poverty over the past

10 years, from an estimated 47 percent in 1994. The poverty headcount only declined
slightly, but with population having grown by more than a third, the proportion of the poor
was cut sharply. The new estimates thus confirm that, midway into the 1993-2015 period set
for reaching its Millennium Development Goals (MDG), Cambodia is on track to achieving
the first MDG goal of halving the proportion of the poor. This is a significant result, as
previous estimates of trends in poverty had found little change in the second half of the
1990s, despite rapid economic growth (per capita GDP growth exceeded 4 percent per year).

! Prepared by Alain D’Hoore (APD).

2 This chapter draws extensively from the Poverty Assessment report of the World Bank (see World Bank,
20006). See also Coe, Lee et al. 2006, especially Munoz, Chapter 2 therein, and Lee and Mitra, Chapter 7.

? That national poverty line is more demanding than the often-cited 1 PPP dollar a day metric. In PPP
(purchasing power parity) terms, GDP per capita was in the order of US$2200 in 2004, more than 5 times
current per capita GDP. To a first, rough approximation, the rural poverty line, at about half GDP per capita, is
thus about US$1000 in PPP terms, about 2% dollars a day. Using the 1 dollar a day (1990 PPP) poverty line, an
estimated 19 percent of the population was below the poverty line in 2004.



For example, poverty incidence was thought to have only marginally declined from 1994 to
1999, two survey dates, from 41 percent to 39 percent.

0. The revisions reflect both the use of more recent data and a more rigorous
treatment of the data in past surveys. Part of the improvement in poverty is probably
recent, reflecting developments since 1999.% At the same time, the new estimates also correct
for data issues that had hampered a strict comparability among earlier surveys. In particular,
an upward bias in the estimate of poverty incidence in later years arose from adding, in
successive survey samples, households from (marginally poorer) regions previously excluded
because of security problems. Almost half of rural villages were not accessible for survey in
1993; in contrast, all of them were included in the sampling frame for the 2004 survey. As
security problems abated, and poorer-than-average villages and their households were added
to survey samples, measured poverty appeared to show little or no decline. In contrast, with a
treatment of this bias, as well as more recent data, the picture that emerges is one of
significant gains in poverty reduction, albeit from a very high starting point.

10. Improvements in poverty have taken place on a range of poverty indicators. Not
only has the proportion of the poor declined, but the favorable developments are confirmed
by other measures of economic well-being and poverty. Real average consumption has
increased markedly in all areas over the ten-year period of 1994-2004—with increases
ranging from 24 percent in rural areas to 36 percent in Phnom Penh. The share of non-food
items in consumption—a classical correlate of decline in poverty—has risen at all income
levels. Non-income indicators of living standards—such as ownership of durable goods or
access to electricity—have risen on average, including for the poorest income group. Finally,
measures of the severity of poverty also indicate a decline.

11.  While poverty declined in all areas, the gains in urban areas were more
significant than those in rural areas. Differences across areas are striking. For example, the
proportion of Phnom Penh’s population below the poverty line is estimated to be below

5 percent—it had been about 10 percent in 1994. That proportion is higher in other urban
areas (Siem Reap being a main example), but still well below the national average. This is
not to say that urban poverty is of no concern: indeed one issue concerns the proper
measurement of urban poverty, as household surveys can easily miss out on the urban
homeless; moreover, looking forward, population and internal migration trends will intensify
pressure on the urban economy and its social infrastructure. This said, a serious worsening of
the situation would require a severe negative economic shock to the urban economy.

12. Overall, therefore, poverty remains largely a rural phenomenon—more than
90 percent of the poor live in rural areas. This reflects the combination of two factors.

* Measures of poverty incidence in 1999 or other intermediate years on a basis comparable to that of the 1994 or
the 2004 estimates are actually not available, preventing mid-point comparisons within that 10-year period.



First, poverty remains high in rural areas, an average of about 40 percent, but reaching close
to 60 percent in some regions. Second, a large majority of the Cambodian population still
lives in rural areas, close to 85 percent (a number that appears to have been fairly stable in
recent years). Looking forward, achieving significant gains in reducing overall poverty will
require a significant reduction in rural poverty.

13. Inequality may have been rising. By one measure (the consumption Gini
coefficient), inequality increased from 1994 to 2004, even as the proportion of poor people
declined, reflecting larger gains in consumption for the relatively well-to-do. At the national
level, the Gini coefficient, ranging from O for perfectly equal to 1 for perfectly unequal, was
estimated at about 0.42 in 2004—comparing unfavorably with Cambodia’s immediate
neighbors (Vietnam and Lao P.D.R., both 0.35 or Thailand, 0.40), but below other regional
comparators (Philippines, 0.46, or Malaysia, 0.49). Internally, not only are there differences
between rural and urban areas, but inequality also differs across regions, being smaller within
rural areas, higher in Phnom Penh, and higher still in other urban areas.

14. Both the overall change in incidence and changes in regional patterns of poverty
largely mirror the broad features of economic growth over the period. Sustained growth
was largely urban-based, and, while job creation benefited the flow of rural migrants into
cities, the larger gains accrued to urban inhabitants, while gains were smaller for the large
majority in rural areas. In the urban areas, poverty reduction was helped by rapid growth in
garment manufacturing and tourism-related services. Conversely, in rural areas, prospects
were held back by weak growth in agricultural productivity. For example, average crop
yields for most crops are estimated to have remained almost unchanged over 1994-2004. In
turn, agricultural productivity growth was hampered by a range of structural impediments,
including inadequate water or transport infrastructure, and uneven access to land. There are
indications that the latter problems have worsened somewhat recently, as the proportion of
landless rural households increased from 13 percent in 1997, to 20 percent in 2004.

15. Moreover, the spill-over of high urban growth into the rural economy appears to
have been muted, reflecting weak rural-urban linkages. For example, only a small
fraction of rural households receive remittances from family members working in cities.’
Physical linkages also appear weak: an observed correlation between poverty incidence and
remoteness also suggest that the rural poor’s lack of access to basic local infrastructure, to
health facilities and, especially, to urban markets, play a significant role in explaining
economic hardship. The absence of formal public safety nets only highlights the crucial role

> Though land grabbing and expropriation are a factor, a substantial share of the increase in the proportion of the
landless can be accounted for by the rapid population growth, especially in rural areas, given a low rate of
access to land for new households.

6 Separately, remittances from abroad (estimated at less than 3% percent of GDP) appear to play a limited role
in aggregate income or its distribution.



of economic growth in alleviating poverty. In any event, sustained poverty reduction will
require a deepening and broadening of economic growth to include the rural economy and
strengthen urban-rural linkages (including through public spending). In this respect, the
impressive growth in agriculture in 2005—about 17 percent—is a welcome development.
These very high growth rates reflect substantial growth in a large range of crops including
paddy, and should have resulted in higher rural incomes and, most likely, in a lower
incidence and severity of poverty, if only for that one year.

16.  Vulnerability remains high for a significant number of the non-poor—especially
again in rural areas. The poverty line remains a somewhat arbitrary cut-off. To gauge the
robustness of the estimate, one could ask what would happen to poverty if the line were
revised upward by, say, 10 percent. The answer to this question is the same as that obtained
by stress testing poverty rates for a 10 percent shock to all incomes. Under such a scenario, it
is estimated that poverty incidence would increase from 35 to 42 percent, bringing about

one million more people below the poverty line. While these would constitute shocks of
sizeable magnitude, having a large effect on the incomes of a large number of households,
they cannot be excluded: floods and droughts in the past have had effects of a comparable
magnitude in terms of affected population.
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III. INVESTMENT INCENTIVES IN CAMBODIA: A COMPARISON WITH NEIGHBORING
COUNTRIES’

A. Introduction

17. A recurring policy issue in Cambodia is whether its investment incentives are
sufficient to compete with its larger neighboring countries in attracting investment.
Cambodia needs to ensure that a sufficient number of new jobs are created each year to
absorb the large inflow of new job seekers into the labor market. This requires sufficient
investment, including from FDI, which requires a sound investment climate especially
because Cambodia’s domestic market is small compared to its neighbors.® In addition to
being magnets for investment due to their size and more developed economies, Vietnam and
Thailand also offer investment incentives to firms. This chapter addresses the following
issues:

o Are Cambodia's tax incentives presently attractive compared to those offered by its
neighbors?
o Are Cambodia’s tax incentives sufficiently transparent and cost effective?

B. Comparing the Generosity of Incentives

18. Comparing investment incentives across countries is difficult because they are
provided along many dimensions. Incentives can consist of, for example, tax holidays,
exemptions or reduced rates. In the end, however, what matters is the marginal effective tax
rate on the investment’s return, which is the outcome of all taxes and incentives combined.
As such, the generosity of incentives should really be evaluated by comparing individual
firms’ after-tax profits with and without incentives over a prolonged period. It is also
important to note that comparing tax and incentive policies across different countries should
not form the basis of one-upping neighboring countries; such policies can only invite harmful
tax competition and lead to significant fiscal costs with little beneficial impact on attracting
investment.

19. In terms of duration of the tax holiday and terms of eligibility for direct and
indirect tax exemptions, investment incentives in Cambodia appear to be broadly as
generous as those provided in neighboring countries.” Table 1 compares the coverage,

7 Prepared by Dennis Botman (FAD), Robert Hagemann (EUR), and Sodeth Ly (APD).
8 See chapter 5 in Coe and Lee (2006) for an overview of foreign direct investment to Cambodia.

? Investment incentives are provided under the Law on Investment (Lol) which was amended in 2003 to
simplify the qualifying criteria for incentives and improve the consistency with the Law on Taxation (LoT). In
general, the provision of tax incentives is not discretionary, but relatively clear and transparent eligibility
criteria exist which should be enforced effectively and equitably.
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duration of the holiday period, as well as the incentives provided in Cambodia to those
provided in Lao P.D.R., Thailand, and Vietnam:

Duration of the tax holiday period: comparing the duration of the tax holiday across
countries is difficult because the start of the holiday is triggered by different factors.
For example, in Lao P.D.R. and Thailand, the tax holiday starts after the project has
commenced operations. In contrast, for Cambodia and Vietnam, a project’s
commencement period does not trigger the start of the holiday. Instead, for
Cambodia, a necessary condition to start the holiday is that a project results in sales,
whereas for Vietnam it is the realization of taxable income.'® As a result, to compare
the duration of the holiday period across these countries, one needs to look at
different time profiles for the onset of sales and profit after the start of a project. In
general, one can conclude that: (i) for projects generating profit soon after
commencement, the average duration of the holiday period is similar in Cambodia,
Lao P.D.R., and Thailand, and exceeds Vietnam’s; (ii) the length of the holiday in
Cambodia and Vietnam exceeds the one in Lao P.D.R. and Thailand, for larger
lengths of time between commencement of operations and the project’s first years of
profits; and (iii1) if profits are first posted 5 years or more after the first year of sales,
Vietnam’s average holiday period is longer than Cambodia’s.

Reduced corporate income tax (CIT) rate: Lao P.D.R., Thailand, and Vietnam
continue to provide reduced corporate income tax rates for a number of years after the
holiday has ended. In Cambodia, this practice was discontinued after the passage of
the amended Law on Investment (Lol) and its implementing subdecree, in September
2005, although there remains a 5 year transitional arrangement for firms under the old
Lol with a reduced CIT (9 percent instead of 20 percent).'' From Table 1, it can also
be observed that the standard corporate income tax rate (applicable once the period of
incentives has ended) is lowest in Cambodia, an important fact in particular for
projects with long-term operations.

Coverage of direct and indirect tax exemptions: The coverage of sectors and firms
qualifying for incentives in Cambodia is wider than in the neighboring countries, with
the possible exception of Vietnam. Regarding indirect incentives, Cambodia provides
complete exemption of import duties and VAT for qualifying investment projects
whose output is essentially for export, but also to firms operating in industries

' In Cambodia, the duration of the “trigger period” ends either on the final day of the tax year preceding the
first year of profits or after three years of sales. After the trigger period, a flat three years of exemption are
automatically granted followed by the “priority period” with an additional holiday between 0 and 3 years,

specified in the Financial Management Law (budget law) and depending on the economic sector.

" In addition to the regular tax incentives applicable to all export industries, the garment industry has
occasionally obtained special and ad hoc tax treatment, such as a 2-year extension of expiring tax holidays
granted in June 2005 (the garment sector accounts for 15 percent of GDP in 2004).
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supplying to the garment and footwear sectors. Lao P.D.R., Thailand, and Vietnam
use exemptions more selectively and tend to rely more on reduced rates rather than
exemptions.

20.  However, incentives related to profit taxes are less clear in Cambodia and made
much less generous by the tax deferment provisions and withholding taxes. Cambodia
does not provide a withholding tax exemption. The rate of withholding tax on dividend
distributions—additional profit tax—is 20 percent, which is relatively high by international
standards. As a result, profits are effectively taxed at 20 percent in case they are distributed,
even if the firm enjoys a profit tax holiday.'? Furthermore, an additional 14 percent
withholding tax applies if any resident taxpayer makes dividend payments to a non-resident
taxpayer. Alternatively, if profits are reinvested, a firm pays either the withholding tax at a
later year, or is eventually subject to the 20 percent profit tax once the holiday expires. This
practice does create some uncertainty on the part of investors, with tax incentives appearing
more generous than they really are. These provisions notwithstanding, firms qualifying for
incentives generally prefer the profit tax exemption over the special depreciation allowance
also provided as an option under the Lol.

21. Cambodia has recently begun establishing Special Economic Zones (SEZ) and
Export Processing Zones (EPZ) whose fiscal regime is governed by the same incentives
as those stipulated in the Lol. In this regard, Cambodia follows the international best
practice of avoiding different tax incentives for firms located in SEZ/EPZ. Vietnam and
Thailand, however, do not follow this practice, and provide some additional incentives in
their promotion zones. As illustrated in Table 2, taking into account both the scope and
duration of the holiday period offered in Cambodia’s SEZ/EPZ is broadly in line with those
in the special zones in Thailand and Vietnam. For example, the duration of the tax holiday in
Vietnam’s promotion zone is 2—4 years, except for high-tech zones for which it is § years.
Thailand offers complete withholding tax exemption in its zones, while Vietnam provides for
a reduced rate, essentially making the provision of direct incentives more favorable.

22. Further complicating comparisons with the regimes of its neighbors,
Cambodia’s Lol also offers a choice of tax incentives between either a special
depreciation allowance or a tax holiday. In practice most firms prefer the latter, which
could be an indication that most investment is not very capital intensive, or that the
accelerated depreciation option implies additional costs, for example costs of interacting with
tax authorities. Put differently, the advantage of tax holidays—as opposed to other forms of
tax subsidies—is that they provide benefits up front, thereby allaying the potential concern
on the part of investors that their promised tax subsidies might never materialize. However,
this argument in itself suggests that one of the underlying problems is that investors have

"2 In Cambodia, firms qualifying for investment incentives under the Lol are exempt from the minimum tax,
which is applied as 1 percent of the annual taxpayer’s turnover and is due irrespective of the taxpayer’s profit or
loss position. Although this tax does not conform to optimal tax policy, it is seen as essential for safeguarding
revenue in light of still weak tax administration.
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little confidence in the government regarding tax matters, and this matter would be best
addressed directly.

C. The Cost Effectiveness of Investment Incentives

23. Among tax incentives, tax holidays are generally regarded as a damaging form,
posing significant dangers to the wider tax system:"

o Tax holidays are not cost effective because profits are exempted regardless of their
amount. The most profitable investments, which would have taken place in any event,
benefit most.

o Tax holidays have a tendency to matter most for footloose industries that tend to
exit the country at the end of the holiday period. These industries are likely to bring
the smallest benefit to the overall economy. Instead, firms investing in long-lived
assets whose revenues may not fully recover costs during the period of the holiday,
benefit least from tax holidays.

o Tax holidays are open to abuse and provide many opportunities for tax
avoidance. This is especially true for countries with weak revenue administrations.
Thus, tax incentives present a risk to government revenue as their mere existence
allows for potential abuse by investors not eligible to receive them.

24. The experience in other countries indicates that tax incentives have small effects
on long-term investment relative to their fiscal cost. Recent empirical evidence suggests
that the general level of corporate income taxation significantly affects the size and location
of FDI in developed economies (see Gordon and Hines, 2002). In contrast, the evidence for
the effect of tax incentives, especially tax holidays, at least for developing countries and
emerging markets, has been more negative. For example, as noted in Guin-Siu (2004),

o Malaysia (Boadway, Chua and Flatters, 1995): tax holidays failed to promote
investment in desirable activities or assist infant industries and disadvantaged
economic and social groups. A similar conclusion was reached for Thailand
(Halvorsen, 1995), where corporate tax holidays were found to be ineffective as an
investment incentive. The various incentives granted in several projects were
unjustified, since their rate of return was so high that the investments would have
taken place in any event regardless of the incentives.

o Transition economies (OECD, 1995): on balance, tax incentives are unlikely to affect
significantly the decision of investors to undertake FDI. Also, for Central Europe

" Much of the following material, including the international experience, is taken from Guin-Siu (2004). See
also Zee, Stotsky, and Ley (2002).
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(Mintz and Tsipoulos, 1995), tax allowances and credits were found to be probably
more cost effective than tax holidays in attracting FDI, without revenue losses.

o Foreign investment decisions of Fortune 500 companies (Wunder, 2001): a survey of
75 such companies found that nontax factors were the main determinants of their
location decisions.

o Brazil (Estache and Gaspar, 1995): tax incentives, rather than being a decisive factor
in the decision to invest, have in fact tended to reduce revenue without stimulating
investment, and have significantly distorted the tax system.

o Mexico, Pakistan, and Turkey (Bernstein and Shah, 1995): selective tax incentives,
such as investment credits, investment allowances, and accelerated depreciation, are
more cost effective in promoting investment than more general tax incentives, such as
CIT rate reductions.

25. Cambodia could attract investment more cost effectively if incentives were
provided in a more direct and clear manner. As a general principle, incentives that are
directly conditioned on the undertaking of investments in targeted activities or locations are
always more cost-effective than those that confer benefits on the outcome of such
investments, such as holidays and reduced CIT rates. As a result, by changing the way
incentives are provided towards investment allowances, tax credits, and accelerated
depreciation, Cambodia could improve the effectiveness of incentives without expanding
their scope. Tax credits in particular have the added advantage that they allow for a
systematic analysis of the revenue impact of tax incentives. Indirect tax incentives, such as
exemptions from import duties on goods used in the direct production of exports, are prone to
abuse and their usage should be limited. Finally, the concept of a “priority period” in
Cambodia is not fully transparent and creates unnecessary uncertainty for investors.

26. FDI to Cambodia would also benefit from negotiating bilateral tax treaties. First
of all, tax treaties with countries that employ the world wide income approach (such as the
United States) rather than the territorial approach, would allow Cambodia to tax corporate
income without affecting the incentives to invest of their nationals. For example, corporate
income taxes paid by a U.S. investor operating in Cambodia would be offset by a tax credit
against its tax liability in the U.S. Second of all, Cambodia could benefit from entering “tax
sparing” agreements with countries who entertain such agreements, such as Japan and to a
lesser extent the U.K. Under tax-sparing agreements, even if a foreign investor does not pay
profit tax in Cambodia because of a tax incentive (say a tax holiday), its home country
ignores the incentive, calculates the Cambodian taxes that would have been paid in its
absence, and grants a tax credit in that amount. Obviously, such an agreement is very
attractive to both the developing country and to the investing firm, at the cost of the home
country’s treasury. At the moment, Cambodia has no such "tax sparing" agreements.

27. Cambodia’s investment climate would also benefit from enhanced governance in
the short run, and better infrastructure in the longer term. It is quite likely that the social
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rate of return from public good provision exceeds that from relying on tax incentives in
Cambodia, suggesting that Cambodia’s investment climate could even be strengthened by
higher revenue collection. A study comparing the cost for FDI in Asian nations finds that
Cambodia’s cost of electricity is about three times higher per kwh than that in Thailand,
China, and Vietnam.'* Lacking infrastructure is a major deterrent of both domestic and
foreign investment. However, Cambodia’s competitiveness could be improved considerably
in the short term as well. For example, a recent study by the World Bank (2004), finds that
the costs of starting a business (relative to per capita gross national income) is much higher in
Cambodia than in its immediate neighbors, being 19 times larger than in Vietnam, 29 times
than in Lao P.D.R., and 76 times than in Thailand. In a study of the cost of corruption,

Wei (2000) finds that reducing the level of corruption from that of Mexico to that of
Singapore would have approximately the same effect on FDI as a reduction in the CIT tax
rate of 30 percentage points. Thus, better governance and higher government revenue
allocated in an efficient manner to strengthen both physical as well as human capital
accumulation are likely to have large and long lasting positive effects on attracting
investment and creating a competitive Cambodian economy.

D. Conclusions
The conclusions of this analysis can be summarized as follows:

o Cambodia’s tax incentives appear broadly as generous as in Vietnam, Thailand,
and Lao P.D.R., but withholding tax provisions make the profit tax holiday
somewhat illusory and complex in reality.

o Cambodia could attract investment more cost effectively if incentives were
provided in a more direct and clear manner. Rather than expanding the scope of
incentives, Cambodia could simplify the manner in which they are provided, for
example by more directly targeting investment incentives in ways that are more
transparent to investors, for example by providing tax credits.

o FDI to Cambodia would benefit from negotiating bilateral tax treaties.

o Cambodia’s investment climate would also benefit from enhanced governance in
the short-run, and better infrastructure in the longer term.

' See International Development Center of Japan, KRI International Corporation (2003), “The study on
regional development of the Phnom Penh — Sihanoukville growth corridor in the Kingdom of Cambodia.
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Table 2. Investment Incentives in Promotion Zones in Cambodia, Thailand, and Vietnam

Cambodia (amended Lol)

Thai EPZ/IE (industrial estate)

Vietnam EPZ/IE 1/

1. Tax holidays

Holiday not limited by commencement
of operations

Either: 6-9 years after first sales

Or: 3-6 years from the last day of the

3 to 8-years tax holiday from the
commencement of operations:

. 3 years in IE of Zone I

. 3-5 years in Zone II (5 years in IE)

Holiday not limited by commencement of operations
Holiday not limited by sales taking place

1-8 years from the last day of the tax year immediately
preceding the tax year in which profits are first derived:

tax year immediately preceding the . 8 years in Zone IIT
tax year in which profits are first d 1Z providing services: 1 year
derived . EPZ providing services: 2 years
. 1Z production enterprise: 2 years
. 1Z exporting 50 percent or more of products: 2 years
. All zones—infrastructure construction/provision
projects: 4 years
. EPZ production enterprise: 4 years
. OEZ (Chu Lai): 4 years
. HTZ (high-tech zone): 8 years
2. Reduced CIT . 9% (QIP) for five years (starting from . 50% reduction (thus 15% tax) for . 1Z providing services: 10% for 2 years
the tax year occurring after 2003 Lol 5 years after tax holiday in Zone III . EPZ providing services: 7.5% for 3 years
promulgation) . 1Z production enterprise: 7.5% for 3 years
. 20% thereafter . 1Z exporting 50% or more of products: 7.5 percent for
. Special depreciation of 40% in the first 3 years
year of operation as an alternative to the . All zones—infrastructure construction/provision
tax holiday projects: 5% for 4 years
. EPZ production enterprise: 5% for 4 years

. OEZ (Chu Lai): 5% for 9 years
. HTZ (high-tech zone): no reduction in CIT

3. Other taxes . Exempt from 1% turnover tax for QIP . 0% withholding tax . Reduction of withholding tax to 3% (normal rate
. 5-year loss carry forward . S-year loss carry forward is 7%)
. VAT exemption for QIP . VAT exemption for EPZ . S-year loss carry forward
. Duty exemption for QIP . Duty exemption for EPZ . VAT exemption for EPZ
. VAT exemption on both inputs and sales of . Duty exemption for EPZ

supporting industries (their contractors
receive only VAT exemption on sales) to
export-oriented garment and footwear
sectors

Notes:
1/ Incentives provided prior to 2004, repealed under new CIT legislation in 2004, and intended to be restored in new draft CIT legislation.

Sources:
1. The Study on Regional Development of the Phnom-Penh—Sihanoukville Growth Corridor in the Kingdom of Cambodia, International
Development Center of Japan, KRI International Cooperation;
2. Cambodia: Investment Law 1994 and its 2003 Amendment, and Law on Taxation;
3. Zee et al. Vietnam: An Assessment of the Major Taxes, August 2004.
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IV. REFORM OF PUBLIC EXPENDITURE MANAGEMENT IN CAMBODIA '
A. Background

28.  Public Expenditure Management (PEM) is an important instrument of fiscal
policy and must support overall economic policy goals. The three key objectives of a good
PEM system are: (i) maintaining overall fiscal discipline; (ii) achieving an allocation of
resources consistent with policy priorities; and (iii) ensuring prudent management of the
government’s financial resources. These three objectives are complementary and
interdependent, and therefore need to be pursued together. This note provides a broad
assessment of Cambodia’s PEM system, describes the broad outlines of its ambitious Public
Financial Management Reform Program (PFMRP), and identifies key reform priorities for
the short and medium term.

29. The latest assessment of the PEM system was conducted in December 2005, as
Cambodia became eligible for debt relief from the IMF under the Multilateral Debt
Relief Initiative (MDRI).'® To obtain the relief, Cambodia needed to demonstrate that
progress had been made towards a satisfactory PEM system. The assessment shows that
Cambodia meets 5 out of 16 PEM benchmarks, compared with an average of 67 for the

26 Highly Indebted Poor Countries (HPIC) assessed in 2004. These results indicate a modest
improvement on those reported in the World Bank’s Integrated Fiduciary Assessment and
Public Expenditure Review (IFAPER) in 200203, using HIPC AAP guidelines, under which
Cambodia met only three benchmarks out of 15.

30. Serious PEM weaknesses remain, across most of the areas covered by the MDRI
assessment:

Budget formulation does not provide an accurate record of public sector spending plans, in
the aggregate and in terms of composition. In particular:

o The budget does not fully incorporate non-tax revenues collected and spent by line
ministries, and includes only partial information on projects to be financed by
external assistance.

o Budget outturns often deviate substantially from the budget plans presented to the
National Assembly. This is consistently the case for non-tax revenues and for the
composition of current spending, although aggregate current spending is generally in
line with the budget.

'3 Prepared by Pokar Khemani, Dennis Botman (both FAD), and Matt Davies (APD).

' See IMF (2005) for the full report of the assessment. This note summarizes its main findings. See

chapter 6 in Coe and Lee (2006) for an overview of fiscal management and fiscal reforms in Cambodia since
1990.
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o Mapping policy priorities, in particular poverty reduction, to specific spending items
is only possible at too high a level of aggregation, due to an outdated budget
classification.

Budget execution and reporting systems do not support the achievement of the spending
priorities set out in the budget.

o Because of shortcomings in budget formulation combined with a fragmented cash
management system—the government has over 1,500 bank accounts—resources are
often not available, or not on a timely basis, to support budget allocations.

o In spite of that, as internal control is weak and reporting systems do not provide
financial managers with adequate information, spending ministries can often continue
to undertake spending commitments. In addition to causing deviations from the
budget, this can result in a build-up of expenditure arrears. Moreover, it has led the
authorities to create mechanisms, such as the Priority Action Programs, that, while
aiming to channel resources to policy priorities, undermine further the mainstream
budget execution system.

Procurement rules and practices remain problematic. The legal procurement framework is
not comprehensive, and the regulations that do exist are weakly enforced

(World Bank, 2004). In particular the widespread use of direct purchase or contracting,
including for major public concessions, has led to an inefficient use of public resources.

B. The Authorities’ PFM Reform Program

31. The authorities are acutely aware of the need to improve their expenditure
management system and have formulated a comprehensive Public Financial
Management Reform Program (PFMRP). The PFMRP, which was formally adopted by
the Government and made public by the Prime Minister in December 2004, lays out the
authorities’ vision for improving the PFM system over a 10-year period.'” Drawing on
lessons learned from prior technical assistance, including the Technical Cooperation Action
Plan (TCAP), the PFMRP is built upon four sequenced and prioritized platforms, aiming at
making the budget more credible in terms of timely and predictable delivery of funds, and
improved financial accountability.

32. The reform program has already begun to address the weaknesses identified in
the MDRI assessment. In particular, under the first platform:

e Budget Formulation: Strengthening capacity to formulate and integrate the budget,
including redesigning the budget and accounts classification system.

7 See Royal Government of Cambodia, 2004.
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e Budget Execution Systems and Processes: Supporting the modernization of the
budget and treasury management systems and processes, including establishing an
integrated financial management information system, widening the scope of payments
through the banking system including payments of taxes and salary payments to civil
servants, and building the Ministry of Economy and Finance’s (MEF) capacity to
carry out expenditure tracking surveys.

e Revenue Management: Improving revenue administration by developing a revenue
mobilization policy for the national and sub-national levels, strengthening tax
department capacity for registering, assessing, collecting, and auditing tax revenues,
and providing taxpayers services, and developing and implementing a non-tax
revenue collection and compliance enforcement policy, including considering direct
payments to the treasury.

¢ Procurement: Enhancing the procurement system, by, inter alia, developing an
enhanced legal and regulatory procurement framework, including the development of
a new procurement law, and preparing and disseminating harmonized procurement
procedures and documents.

e Internal Audit: Strengthening capacity to carry out internal audit, including
establishing arrangements for setting internal audit standards and conducting reviews,
and completing the establishment of internal audit departments within each ministry
and public enterprise.

o Institutional Strengthening: Developing MEF’s overall capacity, including
providing in-house training, assessing and reorganizing its institutional structure, and
strengthening its capacity to implement the PFMRP.

33. The PFMRP is supported by the Fund and by a broad range of donors. The
World Bank is leading a multi-donor process, focusing on the areas of strengthening budget
legislation, developing a Medium Term Expenditure Framework (MTEF), improving the
process for post-budget supplementary expenditure, strengthening the procurement
framework, and assisting with the initial design of IFMIS. Fund technical assistance has
focused on the National Treasury (NT) as well as revenue administration.

34. Monitoring mechanisms to support and track implementation of the PFMRP
have been set up by both the authorities and donors. The program is under the oversight,
on the government side, of the PFM Reform Committee, chaired by the Minister of Finance,
with a Secretariat in the MEF, and, on the donor side, the Development Partner Committee
and its Secretariat. Implementation of the reform program needs to be monitored closely,
given the size of the agenda, limited staff capacity, and the need to remain flexible in the
implementation timetable of detailed measures.

C. Short and medium-term priorities for the PFM Reform Program

35. The short-term priority on public financial management reform is to reassert
broad control over public finances. The focus will be on:
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Strengthening the management of non-tax revenue including their collection,
accounting, streamlining, and reporting. This activity is also an integral component of
establishing the Treasury Single Account (TSA), as it will involve closing spending
ministries’ numerous bank accounts that remain outside the control of the NT. In
addition, a transparent and competitive bidding process for awarding concession
contracts and the regular auditing of the terms and conditions of existing contracts
would aid fiscal transparency in the area of nontax revenues.

Identifying and tracking poverty-reducing expenditure. There is a need to define
and track more clearly spending on poverty reduction, rather than budgetary
allocations to priority ministries, in a manner consistent with the NSDP. Progress in
this area would complement the development of a program budgeting framework,
starting with the Priority Action Programs (PAPs), with the support of the

World Bank.

Addressing the payment arrears problems. Cambodia has a significant stock of
outstanding payment orders which the authorities intend to eliminate over a five-year
period. However, at present the accounting system is not sufficiently well maintained
to record, report, monitor and control payment arrears as they arise, requiring an
upgrade of the current system of tracking outstanding payment orders. Also,
transparent rules should be developed for, both, reducing old arrears and settling
regular payment orders.

Improving the effectiveness of internal control and internal audit. An effective
system of control over expenditure commitments needs to be established, and internal
control capacity needs to be developed in spending ministries.

Integrating cash management with budget releases, commitment controls, and
payments. There is a need to develop the capacity to manage short-term inflows and
outflows from the TSA—establishing a full cash planning function remains a longer
term objective. Developing financial instruments such as treasury bills could also
mitigate intra-annual cash management problems.

Establishing a comprehensive reporting system for budget implementation that
should cover the approved budget, budget releases, commitments, payment vouchers
submitted to the NT, and actual payments, as well as the tracking of identified NSDP
expenditures. In undertaking this task, the NT should take advantage of plans to
implement an integrated financial management information system (IFMIS), with
World Bank support.

Completing the work on the new chart of accounts (COA) for implementation in
the 2007 budget. Considerable progress has been made in preparing a revised COA
and budget classification system. Implementation for the 2007 budget will require
completing an Accounting Manual and harmonizing the COA for various levels of
government. The new COA will allow the derivation of data on an economic
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classification based on the GFSM 2001, with Fund assistance on improving
GFS compilation procedures.

Streamlining budget execution procedures for various types of expenditures and
advances, including expenditures financed by grants and transfers. Procedures at
each stage of the spending chain should be reexamined, with a focus on payment,
accounting, and expenditure reporting, using the new budget nomenclature and COA.
In the near term, applying regular budgetary procedures for the Priority Action
Programs needs to be considered.

Rationalizing and consolidating government bank accounts, following up on the
recent completion of an inventory of all such accounts in commercial banks and
NBC. The authorities should aim at establishing an operational TSA, which will
require continued technical assistance.
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V. A HISTORICAL ANALYSIS OF CAMBODIAN DEBT'®
A. Introduction

36. In the half century since its independence, Cambodia has accumulated debt
from many different sources.'” Multilateral borrowing has been an important source of
development financing, especially since the early 1990s.?’ Bilateral debt mainly reflects the
legacy of an even earlier era; most was contracted during a period of internal and external
conflicts. As of end-2005, total public debt outstanding amounted to US$3.4 billion, of which
US$3.2 billion was external. About 36 percent of total external debt was from multilateral
sources, mainly the Asian Development Bank and the World Bank. Bilateral debt is mostly
owed to the United States and the Russian Federation.

37. Cambodia is currently classified by staffs of the World Bank and International
Monetary Fund as having a high risk of debt distress. The Debt Sustainability Analysis
(DSA) presented in the accompanying Staff Report shows nominal public-debt-to-GDP ratio
exceeding 50 percent at end-2005. This level of distress, however, is based on the currently
high level of outstanding debt, pending reconciliation and restructuring of debt owed to the
two largest bilateral creditors. Once restructuring is concluded, and provided macroeconomic
assumptions in the baseline projections hold, this risk is expected to moderate sharply.

38. Against this background, this paper provides a historical context to Cambodia’s
debt.”' Section B discusses historical trends and recent developments of Cambodia’s
multilateral debt. The paper then focuses on outstanding debt to the two main bilateral
creditors, examining in Section C the circumstances and conditions under which the debt to
the United States was incurred and describing steps undertaken in recent months to resolve
the issue. Subsequently, Section D describes the Russian debt. Section E discusses other
bilateral and domestic debt, while Section F describes the Fund’s role in the context of a
possible arrangement and Section G concludes.

'8 Prepared by Bikas Joshi (PDR).

' Historical descriptions in this paper benefited greatly from the survey of Cambodian history by Chandler
(2000).

20 After years of civil war, and after the Paris Conference of October 1991, the United Nations established a
protectorate over Cambodia—United Nations Transitional Authority in Cambodia (UNTAC)—which managed
to hold peaceful elections in 1993.

*! This paper provides a follow-up, with historical context, to an earlier review, presented in Country Report
No. 02/36 (March 1, 2002).



27

B. Multilateral Debt

39. Since the early nineties, Cambodia has seen a rapid rise in debt contracted from
multilateral sources. Debt owed to the Asian Development Bank (AsDB), World Bank, and

International Monetary Fund has Figure 1. Multilateral External Debt Outstanding,
fluctuated around 30 percent of 1995-2005
total external debt, with a decline 600 (In millions of U.S. dollars)
(as a share of the total) in the late P AsDB B
nineties and a pick-up thereafter. In IMF e
nominal dollar terms, however, 400 1 World Bank ,/'}/

. - or an .
there has been a secular increase 300 | R
(Figure 1). These loans, however, 200 | ==
have been contracted on -~ T
concessional terms, yielding lower | ' _oz™---7
corresponding amounts in net 0 ——————
present value (NPV) terms. 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
40. Outstanding debt obligations to the Fund remained relatively stable in nominal

terms. Disbursements came from three successive Fund-supported programs, with
obligations reaching US$102 million in 2003 at the end of the third arrangement, a Poverty
Reduction and Growth Facility.”> However, as a proportion of total external debt, the share of
debt owed to the Fund declined from 13 percent in 1995 to 2% percent in 2005.

41. The Multilateral Debt Relief Initiative (MDRI) of January 2006 erased the
remaining obligations to the Fund.” The relief, of about SDR57 million (approximately
US$82 million at prevailing exchange rates), has reduced Cambodia’s external-debt-to-GDP
ratio by 1% percentage points in NPV terms. Cambodia was one of only two non-HIPC
countries eligible for MDRI relief from the Fund; as such, its obligations to other multilateral
organizations remain unaffected.

C. The U.S. Debt

42. In the 1960s and 1970s, Cambodia was embroiled in political developments in
the Southeast Asian region. Increasing United States involvement in Vietnam coincided
with unstable political dynamics in Cambodia. Prince Norodom Sihanouk’s rule was
instrumental in delaying Cambodia’s involvements in the conflict next door, but he was
ultimately ousted in 1970. While the Communist Party of Kampuchea (CPK) had started an
armed struggle against his regime, Sihanouk was actually overthrown in March 1970 by his

2 See Country Report No. 04/324 (October 22, 2004) for an ex post review of previous Fund engagement in
Cambodia.

# See Staff Assessment of Qualification under the Multilateral Debt Relief Initiative (December 8, 2005).
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erstwhile conservative allies—his Prime Minister Lon Nol and his deputy (and Sihanouk’s
cousin) Sisowath Sirik Matak. With the ascent of Lon Nol, Cambodia was drawn heavily into
the Vietnam War, with extensive bombing of its territories and suffering heavy casualties.

43. The U.S. commodity aid was contracted during this period.24 Six agreements were
signed on three dates between January 1972 and August 1974, with delivery of commodities
between 1972 and 1975 (Table 1). According to the United States Department of Agriculture
(USDA), US$277 million out of a contracted US$322 million was actually disbursed. Each
loan was of a 40-year maturity with
a 10-year grace period, and was

Table 1. P.L. 480 Loan Agreements between Cambodia and the
United States, 1972-74

associated with an initial interest rate Contracted Disbursed
Agreement number Agreement date amount amount
U
sz percent for the first 10 ygitrs, 1 72CB1-1972 January 13, 1972 $1,404,341 $1,404,341
. 72CB1-197 anuar s s ) , 5
raised to 3 percent thereafter.” All 2 72CB1-1973 January 13,1972 $47,633,035  $17,526,894
. 3 73CB1-1973 July 25,1973  $52,451,033  $52,451,033
associated records, however, appear ¥ B e
’ > app 4 73CB1-1974 July 25, 1973 $131,191,635  $115,685,111
to have been destroyed on the 5 74CB1-1974 August 10, 1974 $55,335,509  $55,335,509
Cambodian side as the Lon Nol 6 74CB1-1975 August 10,1974 $34,213,259  $34,213,259

regime collapsed. As described by Total

$322,228,811  $276,616,147

Chandler (2000), Lon Nol fled the

Source: United States Department of Agriculture.

country in early March 1975, and the
uniformed combatants of the Khmer Rouge—Iled
by Pol Pot—entered the city in April.

44. In attempts to agree on amounts,
repeated adjustments have been made in recent
years (Table 2). The USDA records show around
US$18 million listed as undelivered, and a further
US$2 million transferred to Title II, an emergency
and development food assistance (grant) under
P.L. 480.%° In addition, due to the lack of
documentation, some claims were further reduced.
These latter adjustments have reduced the total
obligation by US$28 million, bringing the principal
owed down to US$228 million. Part of this total
obligation was cleared by applying the Currency

Table 2. Calculation of Cambodia's Debt
Obligations to the United States
(In millions of U.S. dollars)

Contracted amount 322
Disbursed amount 277
Adjustments 1/ 21
Adjustments 2/ 28
Principal after adjustments 228
Currency Unit Payments 66
Principal obligation (after CUP) 162

Source: USDA and Fund staff calculations.

1/ Adjustments due to undelivered cargo and
transfer to Title II.

2/ Adjustment due to missing documents or
other lack of information.

* These loans were incurred under Public Law 480 (more commonly known as P.L. 480), overseas food aid
formalized in the Agricultural Trade Development and Assistance Act of 1954. See
http://www.fas.usda.gov/excredits/FoodAid/pl480/pl480brief.html for further discussion of the program.

> The same interest rates were also used for late (penalty) interest rates.

%6 See the USAID webpage—http://www.usaid.gov/pubs/cp2000/pl480ffp.html—for a description of the

motivation of P.L. 480 Title II and some recent aid programs.
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Unit Payments (CUP) made by Cambodia in local currency, subtracting a further
US$66 million and reducing Cambodia’s total debt obligations to the United States to
US$162 million.””

45. These adjustments took place in the backdrop of the 1995 Paris Club meeting.
The participating creditors at the meeting—France, Germany, Italy, Japan, and the

United States—finalized an agreed minute, which set the stage for subsequent bilateral
agreements. While bilateral agreements have since been signed with France, Germany and
Japan—and payments resumed—no agreement with the United States was signed.*®

46. Until recently, disagreements had revolved around obligations claimed. The
Cambodian authorities noted that the loans were made in a politically charged environment
to a partisan government and expressed strong reservations over the lack of convincing
evidence of actual delivery of commodities involved. The U.S. authorities, in turn, clarified
their position on outstanding legal issues, noting that they were unable to waive charges for
interest on late principal payments and stating that, once the commodities were loaded onto
vessels, the shipments became legal responsibility of the recipient nation.

47. The authorities of the two countries have since agreed on the total principal
owed and on the procedure for finalizing debt rescheduling. In principle, the two sides
have agreed that the principal owed was US$162 million and that arrears would be
rescheduled in the context of a new Paris Club meeting.” The United States is currently
preparing a bilateral agreement, which will provide a basis to conclude discussions on the
debt obligations under the parameters set by the 1995 Paris Club agreed minute. If the
Cambodian authorities are prepared to agree on the principal amount and sign the bilateral
agreement, the U.S. authorities have expressed their willingness to then return to the

Paris Club for a new rescheduling of accumulated arrears not covered by the 1995 agreed
minute, adding that the U.S. would support rescheduling on Naples terms, though the
ultimate outcome would depend on the consent of other Paris Club creditors.

?7 Local currency payments under P.L. 480 are normally used in the borrowing country to develop new markets
for U.S. agricultural commodities on a mutually beneficial basis, to pay U.S. obligations, and support
agricultural development or research. See http://www.fas.usda.gov/excredits/FoodAid/Title 1/pl4800ofst.html.

%% No bilateral agreement has yet been signed with respect to a small outstanding obligation to Italy. Efforts are
being made to agree on a repayment schedule.

* The U.S. authorities have noted that more than $100 million would be in arrears and due immediately. This
includes principal falling due since the 1995 Paris Club agreed minute was signed and the associated penalties.
Such calculations are dependent on assumptions regarding the consolidation period, subject to further
discussions between the two governments once a bilateral agreement is drafted.
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D. The Russian Debt

48. The Russian debt was incurred after the collapse of the Khmer Rouge regime
and takeover by the Communist People’s Revolutionary Party of Kampuchea
(PRPK).* By 1978, the Vietnamese Army had made major inroads into Cambodia;

Phnom Penh itself finally fell on January 7, 1979—with Pol Pot fleeing just as Lon Nol had
done half a decade before—and the Democratic Kampuchea (DK) was replaced by a
People’s Republic of Kampuchea (PRK). Cambodia, though ruled by PRPK, was under the
occupation of Vietnam, which was in turn allied with the Soviet Union. Political alliances at
the time led to most of the neighboring countries supporting the exiled DK regime, and
U.N. development agencies prohibited from operating within Cambodia. The PRK, notes
Chandler (2000) relied by 1982 on economic aid from “India, a few small anti-American
states, and what remained of the Soviet bloc.”

49. The Russian debt was incurred in the context of the Council for Mutual
Economic Assistance (CMEA) system. While Cambodia was not officially a member of the
CMEA, much of its external trade during this period took place with other CMEA
countries.” Until 1987, all official foreign trade had to be conducted through the Kampuchea
Export and Import Corporation (KAMPEXIM), which had been set up by the Ministry of
Foreign and Local trade to handle exports, imports, and foreign aid (Shimomura, 1994).
Contracts with trading partners were denominated in Transferable Rubles (TR) which acted
as units of settlement, and transactions were governed by annual protocols with CMEA
countries.”> As with most Eastern European countries (Marrese, 1986), the Soviet Union ran
surpluses in its trade with Cambodia, thus acquiring TR claims.

50. The total amount of debt owed to the Soviet Union—now assumed by the
Russian Federation—has never been in doubt. Both governments agree that as of
end-2005, total outstanding debt was at US$1.52 billion, obtained by using the agreed-upon
exchange rate of TRO0.6 per unit of US$ on total obligations of TR914.7 million.”
Accompanying this conversion was a conventional upfront discount of 70 percent, bringing

3% Records indicate that one loan was booked in April 1963, when Norodom Sihanouk was the head of state, and
one in February 1990.

31 As described by Kornai (1992), the CMEA included, in 1990, the Soviet Union, Bulgaria, Czechoslovakia,
East Germany, Hungary, Poland, Romania, Cuba, Mongolia, and Vietnam, with Yugoslavia as a limited
participant. The arrangement was dissolved in 1991.

32 TRs were not convertible to any of the “hard” currencies as relative prices in CMEA trade sometimes differed
considerably from world prices. Additionally, due to the desire to control trade relationships between countries,
TRs were not transferable within the CMEA, preventing surpluses built in trade with one country to be used in
trade with another country in the CMEA. See Kornai (1992, pages 355-59).

3 For two credits denominated in Pounds Sterling, the exchange rate of US$1.4993 per Pound was used.
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the total principal obligation to US$457 million. No interest payment or interest on late
payments of this principal has been claimed by the Russian Federation.

51. Differences, however, still remain on two issues:

o Two credits, totaling US$40 million, relate to transactions that took place in
1980—Dbefore the cut-off date of December 31, 1985—but for which claims were
recorded in 1987. The Russian Federation’s position is that since they were
short-term trade credits, they should be treated as post-cut-off; Cambodia, on the
other hand, has stated that, as the credits were contracted before the cut-off date, they
should be treated as pre-cut-off debt.

o Treatment of post cut-off debt.>* The Russian Federation has argued that commercial
terms should be applied to post-cut-off claims, while the Cambodian authorities have
noted that since the original loans were incurred at zero interest rates, usual Paris
Club terms may not be applicable.35

52. Recent debt restructuring agreements involving the Russian Federation point to
a possible resolution to the discussions (Table 3). Recent agreements have covered a broad
spectrum of concessionality, from a very high upfront discount as well as a high grant
element offered to Nicaragua (a HIPC-eligible country) to a one-off payment offer accepted
by Mongolia. In the Mekong delta region, Vietnam and Lao P.D.R. received have a differing
mix of concessions, with the former receiving a slightly higher upfront discount but a lower
grant element. Staff understands that current proposals being discussed between the
Cambodian and Russian authorities are within this range, and involve varying levels of
concessionality based on different grace periods and maturities being considered.

Table 3. Comparison with Other Recent Debt Restructuring Agreements

Nominal NPV of NPV /

Country Total Debt l;JiIs)(iJ?lr;:t Restructured ~ Restructured ~ Restructured Np\l;é;; otal Ef;::::;t
Debt Debt 1/ Debt
1 (%) 2 3 3/2 (%) 3/1 (%)
Mongolia 11,400 97.8 250 250 100 2.2 0.0%
Vietnam 11,507 85.0 1726 1346 78 11.7 22.0%
Nicaragua 2/ 3,444 90.0 344 103 30 3.0 70.1%
Lao P.D.R. 1,293 70.0 388 237 61 18.4 38.8%

Source: Fund staff calculations.

1/ Calculated using CIRRs at time of rescheduling.
2/ Reflects level to which Russia had agreed to reduce Nicaragua debt. The debt was reduced to zero at HIPC completion point.

* There is no disagreement over the treatment of pre-cut-off date debt. In negotiations held in Phnom Penh in
June 2002, both sides agreed on a payment profile, with an interest rate of 0.8129 percent and a maturity of
33 years (with no grace period).

% Paris Club discussions provide concessional restructuring terms of pre-cut-off date claims, but post-cut-off
claims are handled on a bilateral basis with the creditor, usually on commercial terms.
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E. Other Debt

53. Other bilateral debt of Cambodia has remained minimal. Given Cambodia’s
poverty, most of the assistance received from bilateral partners now is in the form of grants
(or highly concessional loans). As of end-2005, other bilateral creditors (excluding the
Russian Federation and the United States) constituted 5 percent of total external debt in NPV
terms. Korea, Japan, and China each accounted for around 1 percent of total external
obligations, about the same as the total for all Paris Club-rescheduled creditors.*®

54. Fund staff estimates indicate domestic debt to be low. At end-2005, total domestic
debt was estimated at US$210 million, or 3.4 percent of GDP. Of this, almost one-half is due
to outstanding stock of payment orders, which has declined considerably in recent years
(from 2.7 percent of GDP in 2003 to 1.5 percent at end-2005). Compensation payments to
various enterprises affected by disturbances in the 2003 riots comprise less than a third of the
total domestic debt. These claims, paid through offsetting tax liabilities of affected
companies, are expected to decline further. The remainder are Treasury bills—which
constitute barely 0.1 percent of GDP and which the authorities started buying back in
2005—and some central bank claims on the government, dating to the mid-1990s.

F. Debt and Program Modalities

55. Outstanding debt issues currently prevent consideration of a Fund-supported
program by the Executive Board. Fund policy precludes financing to a member when
arrears to official bilateral creditors exist. However, there are two circumstances in which
arrears may be deemed not to have arisen for Fund program purposes: (i) when the Fund
accepts a member’s representation of a dispute as to the validity or amount of the underlying
debt obligation; and (ii) when a member is judged to have made best efforts to conclude a
rescheduling agreement following a Paris Club agreed minute (where the deadline for
concluding bilateral implementing agreements under the Paris Club agreed minute has
passed). Judgments on “best efforts” are made on a case-by-case basis. Earlier
Fund-supported programs for Cambodia were approved on the basis that Cambodia’s arrears
were being addressed within the Paris Club framework.

56. Steps required in the near future to resolve the outstanding issues are clearly
identified. With respect to the United States, once a bilateral agreement has been signed,
further discussions would be held in the context of the Paris Club. Once understandings are
reached with the Russian Federation, the Paris Club could be approached for financing
assurances, which would allow a PRGF-supported program to be discussed at the Board.”” A

3% In 2006, China made a further pledge to assist Cambodia—through grants and loans—by about
US$600 million.

3" The U.S. has indicated its willingness to grant financing assurances in the context of the Paris Club for a new
Fund-supported program.
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subsequent meeting of the Paris Club would then involve the participating creditor
countries—including the Russian Federation—discussing rescheduling of Cambodia’s debt.

G. Conclusions

57. Risk of debt distress faced by Cambodia depends crucially on resolution of
outstanding debt issues with the Russian Federation and the United States. As discussed
above, other bilateral and domestic obligations are minimal, and obligations to multilateral
organizations remain manageable. Debt restructuring with the two largest creditors would
reduce relevant ratios to below the indicative thresholds.

58. In the context of the 1995 Paris Club meeting, Cambodia had accepted the
inheritance of debt obligations from previous regimes. Despite historical significance of
incurred debt, normalization of debt relationships with two of its biggest creditors would
enable Cambodia to fruitfully engage in economic relations with these counterparts. Even
with the small increase in debt service payments in the medium term, resumption of debt
servicing would also reduce the vulnerabilities the country faces.
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Cambodia: Basic Data, 2000-05

2000 2001 2002 2003 2004 2005

Population
Total population (mid-year) 12.7 12.9 131 13.3 13.5 13.8
Population growth rate (annual percentage change) 1.4 1.6 1.7 2.0 2.0 2.0

Gross domestic product (GDP; at current prices)
(in billions of riels)
(in millions of U.S. dollars)
(in U.S. dollars; per capita)

Real GDP, of which:
Agriculture, fisheries, and forestry
Industry
Services

Saving-investment balance

Gross national saving
Government
Nongovernment

Gross investment
Government
Non-budgetary grant-financed investment 1/
Nongovernment

Inflation
Period average
End of period
GDP deflator

General government budget

Total revenue, of which:
Tax revenue
Nontax revenue

Total expenditure, of which:
Current expenditure
Capital expenditure

Overalll fiscal balance (including grants)

Money and credit
Broad money, of which:
Riel in circulation 2/
Foreign currency deposits 2/
Credit to the economy 2/
Of which: credit to government (net) 2/

Interest rates
Riel savings deposits
Foreign currency loans

Balance of payments
Current account balance (excluding official transfers)
Current account balance (including official transfers)
Exports of goods 3/
Imports of goods 3/

Foreign exchange reserves
Gross official reserves 4/
(in months of imports of goods and services )
Net international reserves 4/

External debt
Outstanding debt (in percent of GDP) 5/
Debt service (in millions of U.S. dollars)
(in percent of exports of goods and services)

Fund quota

Exchange rate
Period average
End of period

14,089 15,579 16,768 18,250 21,141 25,350
3,655 3,970 4,280 4,585 5,260 6,287
288 307 325 342 386 454

(Annual percentage change)

9.2 7.7 6.2 8.6 10.0 13.4
-3.9 4.5 2.2 12.1 1.2 16.6
32.0 11.4 17.3 12.1 16.4 121
13.8 8.7 6.3 4.4 1.7 121

(In percent of GDP)

14.1 17.4 17.3 17.8 15.2 15.4
1.3 1.0 1.1 0.4 1.3 1.6
12.8 16.4 16.2 17.4 14.0 13.8
16.9 18.5 19.7 215 17.5 19.7
6.4 6.3 7.5 6.6 6.1 5.6
5.6 53 4.6 4.9 4.3 3.0
4.9 7.0 7.6 10.1 71 111

(Annual percentage change)

-0.8 0.2 3.3 1.2 3.9 5.8
-0.8 0.7 3.7 0.5 5.6 6.7
-3.1 27 14 0.2 53 5.7

(In percent of GDP)

10.2 10.0 10.5 9.7 10.4 10.5
7.5 7.2 7.4 6.7 7.8 7.7
25 2.7 3.0 29 2.6 23

15.0 15.2 16.8 15.7 15.2 13.9
8.7 8.9 9.4 10.1 9.0 8.2
6.4 6.3 7.5 6.6 6.1 5.6
-2.1 -2.6 -3.6 -3.7 -3.0 -1.3

(Annual percentage change)

266 204 311 15.0 304 16.1
03 45 85 4.9 6.2 39
25.3 16.0 21.0 104 23.4 1.8
1.9 20 34 9.2 12.0 74
6.9 43 20 -0.3 24 4.9

(In percent; end of period)

5.9 2.0 1.9 1.9 1.9 2.0
17.4 15.0 18.6 18.2 17.3 17.3
(In percent of GDP)

-11.5 -8.8 -9.5 -10.8 -8.4 -9.5
-2.8 -1.2 24 -3.7 -2.3 -4.3
35.0 36.8 38.8 43.0 46.7 441
54.1 54.4 57.1 60.4 64.7 65.5

(In millions of U.S. dollars; unless otherwise indicated)

484 548 663 737 806 915
26 2.7 2.9 2.8 26 24
411 468 568 634 710 834
59.1 57.0 58.2 59.8 56.6 50.6
134 60 62 66 68 69
7.9 3.0 27 26 2.1 1.8
(In millions of SDRs)
87.5 87.5 87.5 87.5 87.5 87.5

(In riels per U.S. dollar)

3,855 3,924 3,918 3,980 4,019 4,032
3,910 3,900 3,935 3,980 4,031 4,116

Sources: Data provided by the Cambodian authorities; and Fund staff estimates.

1/ Prior to 1999, non-budgetary grant-financed investment is included in nongovernment investment.
2/ As a percent of beginning broad money stock. Represents contributions to 12-month changes of broad money.

3/ Excluding re-exports.
4/ Including gold holdings.

5/ Starting in 1997, includes $1,346 million owed to countries of the former Council of Mutual Economic Assistance. This amount

is indicative and subject to negotiations and rescheduling.
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Table 1. Cambodia: Gross Domestic Product by Sector at Current Prices, 2000—-05

2000 2001 2002 2003 2004 2005

(In billions of riels; at current prices)
Agriculture 5,065 5,423 5,402 5,950 6,538 8,208
Crops 2,328 2,364 2,277 2,879 3,356 4,537
Of which: Paddy rice 1,266 1,229 1,119 1,389 1,389 2,115
Livestock and poultry 757 822 858 880 940 1,192
Fisheries 1,516 1,747 1,782 1,722 1,754 1,892
Forestry and logging 464 490 485 468 488 586
Industry 3,078 3,497 4,096 4,665 5,536 6,412
Mining 34 40 48 58 74 95
Manufacturing 2,255 2,638 2,978 3,397 4,054 4,583
Food, beverages, and tobacco 449 476 475 507 550 657
Textile, wearing apparel, and footwear 1,297 1,681 1,973 2,294 2,847 3,158
Wood, paper, and publishing 132 103 112 105 119 144
Rubber manufacturing 69 62 74 111 119 126
Other manufacturing 307 316 344 381 418 498
Electricity, gas, and water 58 70 85 104 120 129
Construction 732 750 985 1,106 1,288 1,605
Services 5,231 5,876 6,381 6,737 7,920 9,385
Trade 1,512 1,590 1,618 1,685 1,920 2,259
Hotels and restaurants 521 686 857 720 893 1,072
Transport and communications 930 999 1,086 1,143 1,364 1,690
Finance 175 153 170 184 232 294
Public administration 377 359 390 406 419 464
Real estate and business 855 967 999 1,191 1,327 1,459
Other services 861 1,122 1,261 1,409 1,765 2,147
Taxes on products less subsidies 870 921 1,040 1,065 1,352 1,598
Less: imputed bank charges 155 139 151 167 206 253
Gross domestic product (GDP) 14,089 15,579 16,768 18,250 21,141 25,350

(Shares, in percent of GDP)

Agriculture 35.9 34.8 32.2 32.6 30.9 324
Crops 16.5 15.2 13.6 15.8 15.9 17.9
Of which: Paddy rice 25.0 22.7 20.7 23.3 21.2 25.8
Livestock and poultry 54 53 5.1 4.8 4.4 4.7
Fisheries 10.8 11.2 10.6 9.4 8.3 75
Forestry and logging 3.3 3.1 29 2.6 23 23
Industry 21.8 22.5 24.4 25.6 26.2 25.3
Mining 0.2 0.3 0.3 0.3 0.3 0.4
Manufacturing 16.0 16.9 17.8 18.6 19.2 18.1
Food, beverages, and tobacco 3.2 3.1 2.8 2.8 2.6 2.6
Textile, wearing apparel, and footwear 0.1 10.8 11.8 12.6 13.5 12.5
Wood, paper, and publishing 0.9 0.7 0.7 0.6 0.6 0.6
Rubber manufacturing 0.5 0.4 0.4 0.6 0.6 0.5
Other manufacturing 2.2 2.0 2.0 21 2.0 2.0
Electricity, gas, and water 0.4 04 0.5 0.6 0.6 0.5
Construction 5.2 4.8 5.9 6.1 6.1 6.3
Services 37.1 37.7 38.1 36.9 37.5 37.0
Trade 10.7 10.2 9.6 9.2 9.1 8.9
Hotels and restaurants 3.7 4.4 5.1 3.9 4.2 4.2
Transport and communications 6.6 6.4 6.5 6.3 6.5 6.7
Finance 1.2 1.0 1.0 1.0 1.1 1.2
Public administration 2.7 2.3 23 2.2 2.0 1.8
Real estate and business 6.1 6.2 6.0 6.5 6.3 5.8
Other services 6.1 7.2 7.5 7.7 8.3 8.5
Taxes on products less subsidies 6.2 59 6.2 5.8 6.4 6.3
Less: imputed bank charges 1.1 0.9 0.9 0.9 1.0 1.0

Source: Data provided by the Ministry of Planning, National Institute of Statistics (NIS).
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Table 2. Cambodia: Gross Domestic Product by Sector at Constant Prices, 2000—05

2000 2001 2002 2003 2004 2005

(In billions of riels; at constant 2000 prices)

Agriculture 5,065 5,294 5,180 5,809 5,880 6,854
Crops 2,328 2,379 2,275 2,830 2,878 3,684
Of which: Paddy rice 1,266 1,275 1,176 1,437 1,262 1,811
Livestock and poultry 757 847 843 898 939 993
Fisheries 1,516 1,605 1,615 1,642 1,614 1,705
Forestry and logging 464 462 447 439 448 473
Industry 3,078 3,430 4,025 4,512 5,252 5,888
Mining 34 37 47 55 69 86
Manufacturing 2,255 2,613 2,994 3,359 3,949 4,333
Food, beverages, and tobacco 449 470 466 488 484 522
Textile, wearing apparel, and footwear 1,297 1,666 2,021 2,360 2,947 3,250
Wood, paper, and publishing 132 93 94 80 84 90
Rubber manufacturing 69 70 69 62 55 50
Other manufacturing 307 315 343 368 379 421
Electricity, gas, and water 58 61 71 83 86 90
Construction 732 718 913 1,014 1,148 1,379
Services 5,231 5,687 6,045 6,310 7,050 7,906
Trade 1,512 1,544 1,565 1,596 1,685 1,826
Hotels and restaurants 521 639 759 632 779 915
Transport and communications 930 996 1,078 1,092 1,174 1,328
Finance 175 148 164 177 213 254
Public administration 377 353 357 343 321 340
Real estate and business 855 961 975 1,192 1,343 1,436
Other services 861 1,047 1,147 1,278 1,535 1,806
Taxes on products less subsidies 870 892 1,004 1,022 1,241 1,383
Less: imputed bank charges 155 135 146 160 189 219
Gross domestic product (GDP) 14,089 15,169 16,108 17,493 19,234 21,812

(Annual percent change)

Agriculture -1.2 4.5 -2.2 121 1.2 16.6
Crops 0.6 22 -4.4 24.4 1.7 28.0
Of which : Paddy rice -3.8 0.7 -7.8 22.2 -12.2 43.5
Livestock and poultry -9.1 11.9 -0.5 6.6 4.5 5.8
Fisheries 5.0 59 0.6 1.7 -1.7 5.6
Forestry and logging -13.2 -0.4 -3.3 -1.9 2.2 5.4
Industry 31.2 1.4 17.3 121 16.4 121
Mining 26.0 11.5 25.6 18.1 242 245
Manufacturing 30.3 15.9 14.6 12.2 17.6 9.7
Food, beverages, and tobacco -3.9 4.5 -0.7 4.7 -1.0 8.0
Textile, wearing apparel, and footwear 68.2 28.4 214 16.8 24.9 10.3
Wood, paper, and publishing 9.7 -29.7 0.7 -14.2 4.4 6.6
Rubber manufacturing 10.0 0.8 -0.7 -9.8 -11.5 -8.9
Other manufacturing 8.6 2.8 8.9 7.0 3.2 11.0
Electricity, gas, and water 6.9 5.1 16.7 15.9 4.6 4.4
Construction 36.8 -1.8 271 111 13.2 20.1
Services 8.9 8.7 6.3 4.4 1.7 121
Trade 4.5 21 14 2.0 55 8.4
Hotels and restaurants 19.0 22.6 18.8 -16.8 234 17.3
Transport and communications 6.1 7.1 8.3 1.3 7.5 13.1
Finance 36.3 -15.6 10.9 7.9 20.7 19.3
Public administration -0.8 -6.1 1.1 -3.9 -6.4 5.9
Real estate and business 7.3 12.3 1.5 222 12.6 6.9
Other services 16.7 21.6 9.5 1.4 201 17.7
Taxes on products less subsidies 4.5 2.5 12.6 1.8 21.4 1.4
Less: imputed bank charges 36.5 -12.9 8.2 10.0 18.0 15.6
Gross domestic product (GDP) 8.4 7.7 6.2 8.6 10.0 13.4
(Excluding garment) 4.7 5.6 43 7.4 7.6 14.0
(Excluding garment and agriculture) 8.9 6.2 8.5 4.7 1.6 12,5
(Excluding garment and tourism) 4.5 54 4.0 7.9 7.6 14.0

Source: Ministry of Planning, National Institute of Statistics (NIS).
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: Aggregate Demand at Current Prices, 2000—-05

2000 2001 2002 2003 2004 2005
(In billions of riels; at current prices)

Consumption 1/ 13,391 14,046 14,886 16,186 19,001 22,565
Private 1/ 12,654 13,218 13,972 15,211 18,040 21,517
Government 737 828 913 975 961 1,048

Gross Investment 2,377 2,887 3,300 3,920 3,704 4,989
Gross fixed capital formation 2,579 2,481 3,146 3,336 3,729 4,454
Changes in inventories -202 406 154 585 -25 535

Domestic demand 15,620 16,964 18,292 20,206 22,676 27,515

Foreign balance (net) -1,687 -1,356 -1,418 -1,855 -1,571 -2,204
Exports of goods and services 2/ 7,037 8,224 9,300 10,491 13,636 16,242
Imports of goods and services 2/ 8,724 9,580 10,719 12,346 15,207 18,446

Gross domestic product (GDP) 14,089 15,579 16,768 18,250 21,141 25,350

Income from abroad (net) 2/ -487 -553 -739 -732 -904 -1,037

Gross national income (GNI) 2/ 3/ 13,602 15,025 16,030 17,518 20,237 24,314

Current transfers (net) 2/ 1,776 1,729 1,751 1,909 1,984 2,158

Gross national disposable income (GNDI) 2/ 15,378 16,755 17,781 19,427 22,220 26,472

(Shares, In percent of GDP)

Memoranda items:

Domestic demand 1/ 111.9 108.7 108.5 110.2 107.4 108.7
Consumption 1/ 95.0 90.2 88.8 88.7 89.9 89.0
Private 1/ 89.8 84.8 83.3 83.3 85.3 84.9
Government 5.2 5.3 5.4 5.3 4.5 4.1
Gross Investment 16.9 18.5 19.7 21.5 17.5 19.7
Foreign balance (net) -12.0 -8.7 -8.5 -10.2 -7.4 -8.7
Current account balance (including official transfers) -2.8 -1.2 -2.4 -3.7 -2.3 -4.3
Gross domestic savings 4/ 6.0 9.6 10.6 10.8 10.3 111
Gross national savings 5/ 14.1 174 17.3 17.8 15.2 154

Source: Ministry of Planning, National Institute of Statistics (NIS).

1/ Including statistical discrepancy.

2/ Fund staff estimates based on latest balance of payments estimates.

3/ Gross national income under the 1997 System of National Accounts (SNA) corresponds to the former Gross national product (GNP)

aggregate.
4/ Defined as GDP net of final consumption.

5/ Defined as GNDI net of final consumption. Includes net income and transfers from abroad.
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Table 4. Cambodia: Gross Domestic Product by Expenditure at Constant Prices, 2000-05 1/

2000 2001 2002 2003 2004 2005
(In billions of riels; at constant 2000 prices)

Consumption 13,243 13,591 14,426 15,584 17,363 19,419
Private 12,507 12,789 13,545 14,648 16,480 18,512
Government 737 802 881 936 883 907

Gross Investment 2,377 2,894 3,249 3,921 3,507 4,525
Gross fixed capital formation 2,579 2,477 3,097 3,243 3,535 4,081
Changes in inventories -202 417 152 678 -28 444

Domestic demand 15,620 16,485 17,675 19,505 20,870 23,943

Foreign balance (net) -1,678 -1,338 -1,654 -2,082 -1,609 -2,079
Exports of goods and services 7,020 8,191 9,261 10,327 13,260 15,475
Imports of goods and services 8,698 9,529 10,916 12,409 14,870 17,554

Statistical discrepancy 147 22 88 69 -26 -52

Gross domestic product (GDP) 14,089 15,169 16,108 17,493 19,234 21,812

(Shares, in percent of GDP)

Consumption 1/ 95.0 89.7 90.1 89.5 90.1 88.8

Private 1/ 89.8 84.5 84.6 84.1 85.5 84.6

Government 5.2 5.3 5.5 5.4 4.6 4.2

Gross Investment 16.9 19.1 20.2 224 18.2 20.7
Gross fixed capital formation 18.3 16.3 19.2 18.5 18.4 18.7
Changes in inventories -1.4 2.8 0.9 3.9 -0.1 2.0

Domestic demand 1/ 111.9 108.8 110.3 111.9 108.4 109.5

Foreign balance (net) -11.9 -8.8 -10.3 -11.9 -8.4 -9.5
Exports of goods and services 49.8 54.0 57.5 59.0 68.9 70.9
Imports of goods and services 61.7 62.8 67.8 70.9 77.3 80.5

Gross domestic product (GDP) 100.0 100.0 100.0 100.0 100.0 100.0

(Annual percentage change)

Consumption 1/ 8.7 1.7 6.6 7.9 10.8 11.7
Private 1/ 8.5 1.2 6.4 8.0 11.8 12.2
Government 124 8.9 9.9 6.2 -5.7 2.7

Gross Investment 8.2 21.8 12.3 20.7 -10.6 29.0
Gross fixed capital formation 27.3 -4.0 251 4.7 9.0 15.4

Domestic demand 1/ 8.6 4.7 7.6 10.2 6.5 14.6

Foreign balance (net) 4.0 -20.3 23.6 25.9 -22.7 29.2

Gross domestic product (GDP) 9.2 7.7 6.2 8.6 10.0 134

Source: Ministry of Planning, National Institute of Statistics (NIS).

1/ Including statistical discrepancy.
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Table 5. Cambodia: Gross Value Added of Agriculture, Fisheries, and Forestry
at Constant Prices, 2000-05

2000 2001 2002 2003 2004 2005

(In billions of riels; at constant 2000 prices)

Total 5,065 5,294 5,180 5,809 5,880 6,854
Agricultural Crops 2,328 2,379 2,275 2,830 2,878 3,684
Paddy 1,266 1,275 1,176 1,437 1,262 1,811
Maize 75 89 72 151 123 119
Cassava 80 121 127 223 352 464
Soya Beans 27 24 38 62 108 175
Vegetables 263 261 256 253 250 255
Tobacco 48 29 16 48 17 89
Rubber 197 198 197 187 183 167
Other Cash Crops 113 122 151 21 320 336
Other Crops 258 260 243 259 263 268
Livestock and poultry 757 847 843 898 939 993
Fisheries 1,516 1,605 1,615 1,642 1,614 1,705
Forestry and logging 464 462 447 439 448 473

(In percent of total production)

Total 100.0 100.0 100.0 100.0 100.0 100.0
Agricultural Crops 46.0 44.9 43.9 48.7 48.9 53.7
Paddy 25.0 241 227 247 215 26.4
Other crops 21.0 20.9 21.2 24.0 275 27.3
Livestock and poultry 14.9 16.0 16.3 15.5 16.0 145
Fisheries 29.9 30.3 31.2 28.3 27.5 24.9
Forestry and logging 9.2 8.7 8.6 7.6 7.6 6.9

(Annual percentage change)

Total -1.2 45 -2.2 121 1.2 16.6
Agricultural Crops 0.6 2.2 -4.4 24.4 1.7 28.0
Paddy -1.5 0.7 -7.8 22.2 -12.2 43.5
Other crops 1.9 54 -1.0 26.7 18.5 15.1
Livestock and poultry -9.1 11.9 -0.5 6.6 4.5 5.8
Fisheries 5.0 5.9 0.6 1.7 -1.7 5.6
Forestry and logging -13.2 -0.4 -3.3 -1.9 2.2 5.4

Source: Ministry of Planning, National Institute of Statistics (NIS).
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Table 6. Cambodia: Agriculture, Livestock, and Fishery Production, 2000-05

Unit 2000 2001 2002 2003 2004 2005
('000)
Agriculture 1/
Rice Tons 4,026 4,099 3,823 4,711 4,170 5,986
Maize Tons 157 186 149 315 257 248
Cassava Tons 148 142 122 331 362 536
Sweet potato Tons 28 26 32 35 35 39
Vegetables Tons 196 185 163 140 179 172
Mungbean Tons 15 17 24 32 45 45
Peanut Tons 7 9 10 18 22 23
Soybean Tons 28 25 39 63 110 179
Sesame Tons 10 9 10 22 55 57
Sugar cane Tons 164 169 209 173 130 118
Tobacco Tons 8 5 3 8 2 14
Jute Tons 0 0 1 1 1 1
Rubber Tons 42 38 32 34 31 23
Livestock
Cows Heads 3,490 3,495 3,550 3,546 3,691 3,861
Buffalos Heads 694 626 626 660 651 677
Pigs Heads 1,838 2,114 2,105 2,304 2,429 2,689
Poultry Heads 15,250 15,248 16,678 16,014 13,991 15,086
Fisheries
Fresh fish and shrimp Tons 296 445 425 364 319 428
Crocodiles Heads 26 36 51 78 75 120

Source: Data provided by the Ministry of Agriculture, Fisheries, and Forestry (MAFF).

1/ Harvest year for crops; tons are metric tons.
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Table 7. Cambodia: Visitor Arrivals and Tourism, 2000-05

2000 2001 2002 2003 2004 2005
Total visitor arrivals 466,365 604,919 786,524 701,014 1,055,202 1,421,615

Arrivals by mode of transportation

Avrrivals by airplane 351,661 408,377 522,978 455,972 626,121 856,521
Phnom Penh airport 264,649 274,689 320,187 269,674 316,748 416,396
Siem Reap airport 87,012 133,688 202,791 186,298 309,373 440,125

Other types of arrivals 3/ 114,704 196,542 263,546 245,042 429,081 565,094

Arrivals to Phnom Penh airport by country of residence 2/

Total visitors 264,649 274,689 320,187 269,674 316,748 416,396
Asian and Pacific 155,350 163,098 174,345 167,714 185,631 220,239
Europe 65,657 66,088 79,246 60,846 73,065 108,658
North, South, and Central America 42,156 43,905 64,415 39,763 55,546 73,700
Africa and Middle East 1,486 1,598 2,181 1,351 2,506 13,799

(In percent of total)

Arrivals by mode of transportation 100.0 100.0 100.0 100.0 100.0 100.0

Arrivals by airplane 75.4 67.5 66.5 65.0 59.3 60.2
Phnom Penh airport 56.7 45.4 40.7 38.5 30.0 29.3
Siem Reap airport 18.7 221 25.8 26.6 29.3 31.0

Other types of arrivals 3/ 24.6 32.5 33.5 35.0 40.7 39.8

Arrivals to Phnom Penh airport by country of residence 2/

Total visitors 100.0 100.0 100.0 100.0 100.0 100.0
Asian and Pacific 58.7 59.4 54.5 62.2 58.6 52.9
Europe 24.8 241 247 22.6 23.1 26.1
North, South, and Central America 15.9 16.0 20.1 14.7 17.5 17.7
Africa and Middle East 0.6 0.6 0.7 0.5 0.8 3.3

Memoranda items:
Total visitor arrivals by air
Annual percentage changes 1/ 33.8 16.1 28.1 -12.8 37.3 36.8

Asia and Pacific 2/ 13.3 5.0 6.9 -3.8 10.7 18.6

Europe 2/ 9.4 0.7 19.9 -23.2 20.1 48.7

Americas 2/ 16.3 4.1 46.7 -38.3 39.7 32.7

Tourism receipts 4/ 5/

In millions US dollars 304 380 454 389 603 840

Annual percentage changes 43.1 252 19.2 -14.2 55.1 39.1

Average receipt per tourist (U.S. dollars) 652 629 577 555 572 603

In percent of GDP 8.3 9.6 10.6 8.5 11.5 13.4

Source: Data provided by the Ministry of Tourism.

1/ Arrivals at Pochentong (Phnom Penh) and Siem Reap airports.

2/ Arrivals at Pochentong (Phnom Penh) airport only.
3/ Arrivals by land and boat.

4/ Including business and other purposes.

5/ As recorded in the balance of payments.
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Table 8. Cambodia: Consumer Price Index, 2000-05 1/

Overall House

Consumer Food, Furnishings
Price Index Beverages Clothing Housing and Transport ~ Recreation Personal
and and and  Household Medical and and Care and
Index Change Tobacco Footwear Utilities ~ Operations Care  Communic. Education Effects
Weights (in percent) 100 42.7 22 33.3 0.7 4.0 8.7 6.2 2.2

(July-Dec. (Annual average and 12-month percentage changes)
2000) =100

2000 December 100.0 -0.8 -3.7 12.0 2.8 -1.1 0.8 4.8 -0.7 1.4
Average 100.1 -0.8 -3.4 -2.7 27 21 -3.4 6.6 -5.2 0.8
2001 December 100.7 0.7 -2.3 -8.1 4.0 -2.6 6.1 -6.5 121 3.4
Average 100.3 0.2 -2.5 -7.0 3.4 -0.5 4.7 -4.2 74 1.7
2002 December 104.4 3.7 3.5 -4.7 6.8 -1.4 -1.3 3.9 -3.3 -0.3
Average 103.6 3.2 -0.1 -0.9 0.9 -0.3 0.5 0.0 0.8 0.2
2003 December 104.9 0.5 0.3 -0.8 0.7 -0.2 -2.2 5.7 0.6 -0.2
Average 104.8 1.1 2.2 -2.4 2.8 -0.5 -1.0 3.8 -1.7 0.1
2004 December 110.8 5.6 8.6 0.1 22 -1.0 -0.1 14.7 0.6 25
Average 108.9 3.9 6.4 -0.9 12 -0.7 -0.9 9.7 0.6 14
2005 December 118.1 6.7 111 5.0 25 11 0.0 9.1 11 6.0
Average 115.2 5.8 8.6 3.7 29 -0.6 0.0 114 0.8 3.0

2004 January 105.2 0.6 0.4 -0.4 0.3 0.0 -1.9 4.7 0.7 1.0
February 105.4 0.8 0.5 -0.5 0.3 -0.2 -1.5 5.2 0.7 0.9
March 105.9 0.9 0.9 -0.5 0.3 -0.1 -1.1 45 0.5 0.9
April 106.6 1.6 25 -2.1 0.3 -0.3 -0.8 5.0 0.5 1.1
May 106.9 2.1 3.1 -2.0 0.4 -0.1 -0.7 8.4 0.5 14
June 107.7 3.0 4.7 -1.6 0.5 0.0 -0.9 11.0 0.8 14
July 1111 6.0 10.9 -1.8 1.9 -1.3 -0.9 10.5 0.7 1.3
August 112.0 6.7 12.2 -1.7 20 -1.4 -0.8 11.7 0.7 1.3
September 112.8 74 13.5 -0.6 2.1 -1.7 -0.5 121 0.5 17
October 111.4 6.0 9.7 0.3 21 -1.7 -0.4 14.6 0.5 2.0
November 111.0 5.8 9.1 04 2.2 -1.0 -0.6 14.1 0.5 1.8
December 110.8 5.6 8.6 0.1 22 -1.0 -0.1 14.7 0.6 25

2005 January 111.2 5.8 8.6 14 2.9 -1.7 -0.1 13.1 0.5 1.6
February 111.3 5.6 7.8 1.7 3.6 -1.7 0.0 12.3 0.5 1.8
March 111.5 54 7.3 1.8 3.5 -1.9 -0.1 11.6 0.6 23
April 113.0 5.9 8.4 3.6 3.5 -1.6 -0.3 12.2 0.6 2.2
May 113.7 6.3 9.6 3.8 3.6 -1.8 -0.2 10.5 0.6 24
June 115.3 7.0 11.2 37 3.5 -1.7 -0.1 10.6 0.7 24
July 115.7 4.1 5.2 3.9 2.1 0.1 -0.4 11.9 0.9 2.6
August 1171 45 6.0 4.8 2.3 0.0 0.3 11.0 0.9 3.0
September 118.5 5.0 6.7 5.2 2.3 0.6 0.5 12.9 11 2.8
October 118.5 6.4 10.0 4.8 2.6 0.7 -0.1 114 1.1 3.0
November 118.4 6.7 10.8 4.6 2.6 1.0 0.1 10.0 1.1 5.9
December 118.1 6.7 1.1 5.0 25 11 0.0 9.1 1.1 6.0

Source: Ministry of Planning, National Institute of Statistics (NIS).

1/ As measured by the consumer price index for Phnom Penh (Jul.-Dec. 2000=100).
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Table 9. Cambodia: Central Government Operations, 2000—06 1/

(In billions of riels)

2000 2001 2002 2003 2004 2005 2006
Budget
Total revenue 1,441 1,561 1,762 1,776 2,209 2,653 2,873
Tax revenue 1,055 1,128 1,245 1,219 1,645 1,948 2,176
Direct taxes 136 140 132 150 158 222 205
Indirect taxes, of which: 484 558 640 607 884 1,057 1,206
Excise taxes (incl. on imports) 113 155 210 198 304 380 419
Domestic 19 20 29 33 49 60 69
Import 94 135 181 164 255 320 351
VAT (incl. on imports) 371 403 429 410 579 677 772
Domestic 73 85 103 134 186 257 237
Import 313 327 347 316 404 462 567
Refund (-) 14 9 20 40 11 42 32
Trade taxes 390 376 424 395 513 573 692
Nontax revenue, of which: 356 424 501 525 544 578 625
Timber royalties 41 29 15 7 2 0 33
Enterprises and immobile leases 27 28 27 28 26 28 38
Civil aviation 25 38 34 22 27 30 50
Tourism income 6 14 19 20 29 44 75
Casino royalties 12 22 32 30 37 44 50
Post and telecommunications (PTT) 92 122 123 120 94 123 120
Passports and visa 20 36 40 41 62 85 103
NBC profit 13 15 16 5 3 0 0
Quota Auction/export promotion fee 22 32 71 75 62 75 35
Garment licenses 43 39 35 71 60 0 0
Others 98 88 124 179 203 148 121
Capital revenue 31 9 16 31 19 127 72
Total expenditure 2/ 2,119 2,366 2,818 2,868 3,205 3,521 3,778
Current expenditure 1,223 1,391 1,579 1,843 1,901 2,073 2,475
Wages 512 488 587 615 640 711 863
Civil administration 211 214 304 327 343 405 515
Defense and security 301 274 282 287 296 306 348
Nonwage 677 866 969 1,143 1,152 1,232 1,519
Operating expenditure 497 602 690 736 77 783 690
Civil administration 365 489 579 626 606 654 539
Defense and security 132 113 111 110 111 129 151
Economic transfers 31 30 51 60 60 85 26
Social transfers 104 109 136 165 141 152 168
Civil administration 90 97 123 151 126 135 150
Defense and security 14 12 13 14 15 16 17
Interest 21 22 28 34 49 55 50
Other nonwage 11 103 64 114 174 140 388
Reserve funds 13 0 0 35 1" 17 198
Provincial expenditure (net subsidy) 33 37 23 85 110 130 93
Capital expenditure 896 974 1,253 1,196 1,282 1,412 1,304
Locally financed 301 262 338 333 296 315 446
Externally financed 594 712 915 863 986 1,097 858
Cash adjustments 15 172 -22 -36 0
Net lending 0 0 0 -28 0 0 0
Current balance 186 161 181 73 266 417 327
Overall balance -678 -805 -1,056 -1,092 -997 -869 -905
Overall balance (incl. grants) -294 -408 -604 -680 -635 -317 -381
Financing 678 805 1,056 1,092 997 869 905
Foreign financing (net) 708 763 1,122 1,002 1,008 1,217 905
Of which: Project aid 594 713 922 922 1,011 1,135 858
Budget support 113 54 178 139 45 120 144
Domestic financing -30 41 -66 90 -12 -348 0
Of which: Bank financing -100 -78 -44 -9 -81 -212 0
Other 70 119 -22 98 69 -136 0
Memoranda items:
Defense and security outlays 446 400 407 411 423 451 516
Total revenue (excl. garment quotas) 1,398 1,522 1,727 1,705 2,148 2,653 2,873
Health, Education, Agr., Rural dev. 299 365 512 529 573 645 770
Customs department revenue 797 838 952 875 1,173 1,354 1,610
GDP 14,089 15,579 16,768 18,250 21,141 25,350 24,211

Sources: Data provided by the Ministry of Economy and Finance, and Fund staff estimates.

1/ Excludes provincial revenue and expenditure data.

2/ Current expenditure is based on cash basis, while capital expenditure is based on accrual basis.
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Table 10. Cambodia: Central Government Operations, 2000-05 1/

(In percent of GDP)

2000 2001 2002 2003 2004 2005
Total revenue 10.2 10.0 10.5 9.7 10.4 10.5
Tax revenue 7.5 7.2 7.4 6.7 7.8 7.7
Direct taxes 1.0 0.9 0.8 0.8 0.7 0.9
Indirect taxes, of which: 3.4 3.6 3.8 3.3 4.2 4.2
Excise taxes (incl. on imports) 0.8 1.0 1.3 1.1 1.4 1.5
Domestic 0.1 0.1 0.2 0.2 0.2 0.2
Import 0.7 0.9 1.1 0.9 1.2 1.3
VAT (incl. on imports) 2.6 2.6 2.6 22 2.7 2.7
Domestic 0.5 0.5 0.6 0.7 0.9 1.0
Import 22 21 21 1.7 1.9 1.8
Refund (-) 0.1 0.1 0.1 0.2 0.1 0.2
Trade taxes 2.8 2.4 25 2.2 24 23
Nontax revenue, of which: 25 2.7 3.0 2.9 2.6 23
Timber royalties 0.3 0.2 0.1 0.0 0.0 0.0
Enterprises and immobile leases 0.2 0.2 0.2 0.2 0.1 0.1
Civil aviation 0.2 0.2 0.2 0.1 0.1 0.1
Tourism income 0.0 0.1 0.1 0.1 0.1 0.2
Casino royalties 0.1 0.1 0.2 0.2 0.2 0.2
Post and telecommunications (PTT) 0.7 0.8 0.7 0.7 0.4 0.5
Passports and visa 0.1 0.2 0.2 0.2 0.3 0.3
NBC profit 0.1 0.1 0.1 0.0 0.0 0.0
Quota Auction/export promotion fee 0.2 0.2 0.4 0.4 0.3 0.3
Garment licenses 0.3 0.3 0.2 0.4 0.3 0.0
Others 0.7 0.6 0.7 1.0 1.0 0.6
Capital revenue 0.2 0.1 0.1 0.2 0.1 0.5
Total expenditure 2/ 15.0 15.2 16.8 15.7 15.2 13.9
Current expenditure 8.7 8.9 9.4 10.1 9.0 8.2
Wages 3.6 3.1 3.5 34 3.0 2.8
Civil administration 1.5 1.4 1.8 1.8 1.6 1.6
Defense and security 2.1 1.8 1.7 1.6 1.4 1.2
Nonwage 4.8 5.6 5.8 6.3 54 4.9
Operating expenditure 3.5 3.9 41 4.0 3.4 3.1
Civil administration 2.6 3.1 3.5 34 29 2.6
Defense and security 0.9 0.7 0.7 0.6 0.5 0.5
Economic transfers 0.2 0.2 0.3 0.3 0.3 0.3
Social transfers 0.7 0.7 0.8 0.9 0.7 0.6
Civil administration 0.6 0.6 0.7 0.8 0.6 0.5
Defense and security 0.1 0.1 0.1 0.1 0.1 0.1
Interest 0.1 0.1 0.2 0.2 0.2 0.2
Other nonwage 0.1 0.7 0.4 0.6 0.8 0.6
Reserve funds 0.1 0.0 0.0 0.2 0.1 0.1
Provincial expenditure (net subsidy) 0.2 0.2 0.1 0.5 0.5 0.5
Capital expenditure 6.4 6.3 7.5 6.6 6.1 5.6
Locally financed 2.1 1.7 2.0 1.8 1.4 1.2
Externally financed 4.2 4.6 5.5 4.7 4.7 43
Cash adjustments 0.0 0.0 0.1 0.9 -0.1 -0.1
Net lending 0.0 0.0 0.0 -0.2 0.0 0.0
Current balance 1.3 1.0 1.1 0.4 1.3 1.6
Overall balance -4.8 -5.2 -6.3 -6.0 -4.7 -3.4
Overall balance (incl. grants) -21 -2.6 -3.6 -3.7 -3.0 -1.3
Financing 4.8 52 6.3 6.0 4.7 34
Foreign financing (net) 5.0 4.9 6.7 5.5 4.8 4.8
Of which: Project aid 4.2 4.6 55 5.1 4.8 4.5
Budget support 0.8 0.3 11 0.8 0.2 0.5
0.0 0.0 0.0 0.0 0.0 0.0
Domestic financing -0.2 0.3 -0.4 0.5 -0.1 -1.4
Of which: Bank financing -0.7 -0.5 -0.3 0.0 -0.4 -0.8
Other 0.5 0.8 -0.1 0.5 0.3 -0.5
Memoranda items:
Defense and security outlays 3.2 2.6 2.4 2.3 2.0 1.8
Total revenue (excl. garment quotas) 9.9 9.8 10.3 9.3 10.2 10.5
Health, Education, Agr., Rural dev. 2.1 23 31 2.9 27 2.5
Customs department revenue 5.7 54 5.7 4.8 55 5.3

Sources: Data provided by the Ministry of Economy and Finance, and Fund staff estimates.

1/ Excludes provincial revenue and expenditure data.
2/ Current expenditure is based on cash basis, while capital expenditure is based on accrual basis.
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Table 13. Cambodia: Profile of the Commercial Bank System
(As of March 2006)

Exchange Rate USD1 = KHR 4095

Name of Bank Number Authorized Date Majority
of Capital of Shareholder
Branches (000 US$) Operation
Branches of Foreign Banks (3)
Krung Thai Bank Public Co. Ltd. 13,000 Sep. 25,1992 Thai
May Bank 13,400 Dec. 28, 1993 Malaysian
First Commercial Bank 13,000 Sep. 23, 1998 Taiwan POC
Representative Offices (2)
Standard Chartered Bank May 17, 2002 British
Vietnam Bank for Agriculture and Rural Development Jul. 11, 2005 Vietnamese
Other Private Banks (12)
Cambodia Commercial Bank* 2 13,000 Jul. 1, 1991 Thai (Siam City Bank)
Canadia Bank Ltd. 11 26,000 Nov. 11, 1991 Cambodian/Canadian
Cambodia Public Bank* 3 20,000 May 25, 1992 Malaysian (Public Bank)
Cambodia Asia Bank 13,000 Feb. 23, 1993 Malaysian
Singapore Banking Corp. 13,000 Oct. 27,1993  Singaporean
Union Commercial Bank 3 13,000 Apr. 20, 1994 Hong Kong
Cambodia Mekong Bank 4 15,000 Jun. 4,1994  Cambodia
Advanced Bank of Asia Ltd. 13,000 Oct. 25, 1996 Korean
Vattanac Bank 1 13,000 Jun.7,2002 Cambodian
ACLEDA Bank 18 13,000 Dec. 1,2003 Cambodian
ANZ Royal (Cambodia) 4 22,000 Jul. 28,2005 Australian & Cambodian
Foreign Trade Bank *** 12,210 Oct. 10, 1979 Cambodian
Specialized Banks (4)
State-owned (1)
Rural Development Bank 6,920 Jun. 22, 1998 State-owned
Privately owned (3)
Peng Heng SME Bank 3,500 Mar. 20, 2001 Cambodian/Canadian
Cambodia Agriculture Industrial Specialized Bank 3,000 Mar. 19, 2002 Cambodian/Japanese
First Investment Specialized Bank 3,800 Oct. 22,2005 Cambodian
Closed Banks (17) Closed Date
Bangkok Bank Public Co. Ltd. Dec. 8, 2000 Thai bank branch
Thai Farmers Bank Public Co. Ltd. Mar. 30,2001 Thai bank branch
Agricultural and Commercial Bank of Cambodia** Dec. 8, 2000 Thai
Angkor Bank Jul. 31,2000 Cambodian
Cambodia International Bank Jul. 31,2000 Singaporean
Cambodia Farmers Bank** Jul. 31,2000 Thai
Chansavanwong Bank Jul. 31,2000 Thai
Global Commercial Bank Dec. 8,2000 Thai
Great International Bank Dec. 8, 2000 Australian
Pacific Commercial Bank** Dec. 8, 2000 Cambodian
Phnom Penh City Bank Dec. 8,2000 Thai
Rich Nation Bank ** Dec. 8,2000 Hong Kong
Singapore Commercial Bank Mar. 19, 2002 Singaporean
First Overseas Bank** Mar. 19, 2002 Malaysian
Emperor International Bank Apr. 4,2002 Hong Kong
Crédit Agricole Indosuez Sep. 18,2002 French
Standard Chartered Bank (downgraded May 1, 2002  British

to representative office)

* Subsidiary of foreign banks.
** Insolvent banks.
*** Registered Capital in Riel
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Table 17. Cambodia: Prudential Regulations (As of end-April 2006)

Subject Main Features Date of Regulation
Large exposure Banks are not allowed to grant credit to and individual customer exceeding 20 percent Dec.29,1997
of their net worth. Feb. 17,2000
Licensing All entities that conduct banking activities must be licensed by the NBC. The NBC Oct. 25,1996
determines the conditions for licensing.
Registration and licenses of Microfinance Feb. 25,2002
Liquidity Banks must at all times have a liquidity ratio of at least 100 percent. Feb. 9,2000
Amendment must at all times have a liquidity ratio of at least 80 percent Sep.13,2002
Amendment must at all times have a liquidity ratio of at least 50 percent Dec.29,2004
Liquidity ratio Microfinance of at least 80% Feb. 25,2002
Loan/deposit The total amount of domestic deposits must be greater than or equal to the sum of Aug. 28,1998
ratio for banks domestic loans, deposits with other local banks and the NBC, and vault cash.
and financial
institutions
Loan to related Related party loans will in no case be superior to 10% of the bank’s net worth. Oct. 15,2001
parties Amendment placement with head office under two conditions: Head office is a bank Jun. 07, 2001
and its rating equal or superior to A’
Loan Classification & Provisioning Applicable to Specialized banks & Microfinance Sep. 13, 2002
Institutions
Maintenance of Reserve requirements of 8 percent are levied on deposits in both foreign and domestic Dec. 30, 1993
required reserves | currency.
against deposits Reserve are defined as cash-in-vault or unremunerated deposits at the NBC, are Jan. 01, 1998
and other calculated on the basis of average daily deposit liabilities over successive 28 day
borrowing periods, and must be met on and average basis over the period. Penalties for
noncompliance are imposed by charging 1/10 of the latest refinancing rate per day on
the deficiency.
Reserve requirement of 5% for Microfinance Feb. 25, 2002
Minimum capital Locally incorporated banks and foreign bank branches must have paid up minimum Jan. 1, 1994
capital equal to at least CR 50 billion. In addition, each bank must maintain 10 percent Jan. 1, 1998
of authorized capital in a special capital account at the NBC as a form of security. Feb. 9, 2000
Deposits in USD dollars will bear interest at the annual rate of 3/8 six-month period Oct. 15, 2001
SIBOR
Monitoring banks | Banks are required to observe a limit on the long or short position in each currency not Jan. 16, 1995
open foreign exceeding 5 percent of the net worth, and a limit on the aggregate short position not
exchange exceeding 15 percent of the net worth.
positions
Provisions for Banks are required to classify their assets and off-balance sheet commitments into the Dec. 31, 1994
bad and doubtful | four classifications (standard, substandard, doubtful, and lost) , and the specific Feb. 17, 2000
debts provisioning shall be recorded depending on the classifications in the account and
charged to the profit and loss account in the month identified.
Amendment to the classification and provision Sub-standard 10%, Doubtful 30%, and Jun. 07, 2002
loss 100%(only part of loan uncovered will be provisioning with NBC approval)
Solvency ratio Banks must maintain solvency ratio (net worth divided by the aggregate of assets and May. 22, 1995
(capital off balance sheet commitments) at the minimum level of 20 percent. Feb. 16, 2000
adequacy) Amendment banks must maintain solvency ratio at minimum 15% Dec. 29, 2004
Fixed assets The total amount of fixed assets must not exceed 30 percent of net worth. Dec. 29, 1997
Banks are not allowed to acquire fixed assets except for operating purposes. Nov. 8, 2001
Other operational | Banks must maintain their net worth at least equal to their paid-up capital. Banks are Dec. 29,1997
regulations for not allowed to grant credit to their own shareholders, members of board of directors,
banks and managers, individuals or legal entities who participate in their establishments.
financial Banks are not allowed to use demand deposits to grant long-term credit
institutions (Fls) Transfer of shares of banks: banks must request for authorization from the NBC for any Nov. 8, 2001
transfer of shareholder or group of shareholders.
Reporting requirement for registered NGOs and Licensed Microfinance: Registered and Feb. 25, 2002
licensed micro-finance institutions shall submit regular reports to the NBC
Calculation of interest rate on Micro-finance loans: Interest charged on loans must be Aug. 14, 2001
calculated taking into account the repayments of principal made.
Standardized Supervision Procedures and Report Oct. 17, 2002
Standardized Procedure for Prompt Corrective Action for BFls: The Prakas is a Oct. 17, 2002
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prescribed set of disciplinary sanctions and limitations applicable to financial in
accordance to the Banking Law.

Amendment on Standardized Procedure for Prompt Corrective Action for BFls: The
banks and financial institutions will be categorized based on their solvency ratio, as
previously defined in the amendment of Prakas on Solvency Ratio of Banks.

Nov. 29, 2005

Money
Laundering

Standardized Procedure for Identification of Money Laundering at the BFls: All financial
institutions must develop, administer, and maintain a policy that ensures and monitors
an effective action against money laundering.

Suspicious Transaction and Know your customer Policies: All financial institutions
should pay attention to customers who provide minimal, false or misleading information.
Sound KYC policies are essential for protecting the safety and the soundness of banks
and integrity of banking system.

Oct. 21, 2002

Oct. 04, 2003

Accounting

Adoption and Implementation of Chart of Accounts for BFls: All licensed banks and
financial institutions shall adopt Chart of Accounts and Disclosure Requirement.
International Transactions Reporting System (for compiling balance of payment)
Communication and Copies of Documents during on-site inspections: Banks are
compelled to furnish to the NBC’s examiners all information and data requested during
an on-site inspection.

Daily Accruals and Amortizations for Commercial and Specialized Banks: Banks shall
calculate and post accrued interest and amortization of assets on a daily basis.
Payments of Dividends in Advance: Annual profit is absolutely certain, once annual
accounts have been approved by external auditors. Banks cannot pay dividends before
this approval.

Requirement in Compliance with Fact and Substance: The information presented in the
financial statement must reflect the economic substance of events and transaction and
not merely the legal form.

Prepaid Prepayments on Rental and Leases: Leased properties must be directly
related to bank activities and prepaid rental or lease cannot exceed one year.
Non-performing loans provision an interest account: NPL must be classified in three
categories according to the late payments and interest on NPL must always be
recorded as interest in suspense and not as interest income.

Publication of Annual audit of financial statements of BFls: Banks and financial
institutions must produce their annual audited financial reports and publish no later than
June 30 of each calendar year.

Licensing fee for BFls: Banks and FI, and the Representative Offices of foreign banks
shall pay annual license fees to the NBC.

Installment loans classification and provision: This circular gives guidance on when an
installment loan should be classified as a non-performing loan.

Requirement for BFls to have a system of checks and balances: Banks and Fls should
have a system of checks and balances in its accounting system so that the accuracy of
accounting record can be enhanced and errors promptly highlighted and corrected.
Multi-currency accounting following implementation of uniform chart of accounts: This
circular gives guidance on the recommended approach for bank and financial
institutions in adopting multi-currency accounting for transactions involving foreign
currencies.

Loans policies, procedures and lending authority: Every bank or Fl shall conform to
sound and prudent credit policies, practices and procedures in the granting of credit
which shall be duly approved and reviewed by management and/or BODs.

The selection of independent auditors by BFls: Banks and Fls must select an
independent auditor authorized by the NBC to audit their annual financial reports and
must change their independent auditors every three years.

Dec. 25, 2002
Jan. 16, 2003
Jul. 15, 2003

Oct. 01, 2003

Jan. 14, 2004

Mar. 09, 2004

Mar. 09, 2004

Nov. 08, 2004

Dec. 29, 2004

Dec. 29, 2004
Jan. 21, 2005

Jan. 25, 2005

Feb. 10, 2005

Mar. 10, 2005

Jun. 15, 2005
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Table 18. Cambodia: Balance of Payments, 2000-05

(In millions of U.S. dollars; unless otherwise indicated)

2000 2001 2002 2003 2004 2005
Current account excluding official transfers -421 -349 -406 -497 -440 -594
Current account including official transfers -103 -46 -104 -170 -122 -268
Trade balance -539 -523 -591 -581 -681 -1,018
Exports 1,397 1,571 1,770 2,087 2,589 2,910
Domestic exports 1/ 1,279 1,462 1,659 1,970 2,454 2,773
Imports, f.0.b. -1,936 -2,094 -2,361 -2,668 -3,269 -3,928
Of which: retained imports, f.0.b. -1,845 -2,010 -2,275 -2,579 -3,166 -3,822
Services and income (net) -25 36 40 -69 65 214
Receipts 496 582 655 593 853 1,186
Of which: tourism 304 380 454 389 603 840
Payments -521 -546 -615 -661 -788 -972
Of which: interest -14 -14 -16 -18 -20 -21
Private transfers 144 137 145 153 176 209
Official transfers 317 303 302 326 318 326
Capital and financial account 51 93 137 176 153 315
Medium- and long-term loans -23 64 134 127 144 125
Disbursements 90 98 167 162 182 165
Amortization -114 -34 -34 -36 -38 -40
Foreign direct investment 142 142 139 74 121 381
Short-term flows and errors and omissions -68 -113 -136 -25 -112 -191
Overall balance -53 47 33 6 31 47
Financing 53 -47 -33 -6 -31 -47
Change in gross official reserves 2/ -69 -64 -86 -45 -61 -79
Debt rescheduling 0 -16 0 0 0 0
Change in arrears (- = reduction) 118 24 44 40 41 41
Use of Fund credit 4 9 9 -2 -10 -9
Purchases/disbursements 11 21 22 12 0 0
Repurchases/repayments 7 12 12 13 10 9
Memorandum items:
Current account balance
Excluding official transfers (in percent of GDP) -12 -9 -9 -1 -8 -9
Including official transfers (in percent of GDP) -3 -1 -2 -4 -2 -4
Gross official reserves 484 548 663 737 806 915
In months of imports of goods and services 3 3 3 3 3 2
Net international reserves 411 468 568 634 710 834
External debt 3/ (in percent of GDP) 59 57 58 60 57 51

Sources: Data provided by the Cambodian authorities; and Fund staff estimates.

1/ Includes estimates for unrecorded exports.
2/ Excludes unrestricted foreign currency deposits at NBC and valuation changes.

3/ Includes debts owed to the Russian Federation and the United States.
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Table 19. Cambodia: Merchandise Exports, 2000-05 1/

(In millions of U.S. dollars)

2000 2001 2002 2003 2004 2005

Total exports 1,397 1,571 1,770 2,087 2,589 2,910
Domestic exports 1,279 1,462 1,659 1,970 2,454 2,773
GSP (incl. Garment) 1,013 1,188 1,392 1,628 2,079 2,261
Logs and sawn timber 100 68 38 20 16 16
Fish 44 42 73 76 69 76
Rubber 60 52 63 98 115 119
Rice 15 57 28 94 114 177
Others 47 54 66 54 62 124
Re-exports 118 109 111 117 134 137

Sources: Data provided by the authorities.

1/ Includes estimates for unrecorded exports.
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Table 20. Cambodia: Merchandise Imports, 2000-05 1/

(In millions of U.S. dollars)

2000 2001 2002 2003 2004 2005

Total imports, f.0.b. 2/ 1,936 2,094 2,361 2,668 3,269 3,928
Total imports, c.i.f. 2,096 2,270 2,554 2,888 3,538 4,254
Freight & insurance on imports 165 181 204 230 281 340
Taxable imports 741 711 729 751 856 994
Cigarettes 70 70 68 69 81 80
Motorcycles 31 21 28 30 45 55
Beer 3 2 2 1 1 6
VCRs 2 2 1 1 1 1
TV sets 6 5 5 4 4 4
Audio cassettes 3 3 2 1 1 0
Gold 35 12 10 13 25 5
Vehicles 23 26 38 36 65 90
Construction materials 13 14 13 12 12 28
Clothing 46 36 39 37 38 45
Cloth 3 3 5 6 6 9
Petroleum products 156 175 150 180 172 164
Sugar 10 25 26 4 6 8
Cement 27 31 37 37 40 44
Steel 21 18 23 16 19 21
Other 294 268 282 304 341 433

Sources: Data provided by the Cambodian authorities.

1/ Includes imports for re-exports.

2/ Includes goods procured by resident carriers.
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Table 21. Cambodia: Investment Approvals by Sector, 2000—05

(Total fixed assets approved; in millions of US dollars)

2000 2001 2002 2003 2004 2005
Total 270 235 255 318 340 1,162
Agriculture 0 5 12 0 9 20
Industries 155 105 62 133 176 931
Building Material 7 0 0 0 0 0
Cement 0 0 0 0 0 181
Energy 33 50 5 3 26 289
Food Processing 6 3 0 41 1 19
Garment 87 32 44 65 135 200
Mining 0 0 0 0 0 181
Paper 1 1 1 1 3 2
Petroleum 1 0 4 0 1 0
Pharmaceutical industry 1 0 1 7 0 7
Plastic 1 2 1 0 1 10
Shoes 6 7 0 1 1 2
Tobacco 1 4 0 3 5 8
Wood Processing 0 1 3 2 1 1
Others 10 5 3 11 4 31
Services
Construction 0 8 0 12 0 30
Education 0 0 0 0 0 0
Infrastructure 31 22 68 15 40 58
Telecommunication 0 0 64 10 0 13
Transportation 0 0 0 0 0 0
Others 4 15 2 0 0 3
Tourism
Hotel 70 69 47 135 38 107
Tourism Centre 9 11 0 13 75 0
Others 0 0 0 0 0 0

Source: Council for the Development of Cambodia.
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Table 22. Cambodia: Investment Approvals by Investor Country of Origin, 2000-05

(Total fixed assets approved; in millions of US dollars)

2000 2001 2002 2003 2004 2005
Total 270 235 255 318 340 1,162
Cambodia 61 62 94 201 140 384
Foreign
America
Argentina 0 0 0 0 0 1
Canada 1 0 5 0 3 7
United States 10 6 3 4 4 5
Asia and Pacific
Australia 3 0 5 1 0 51
China 35 8 24 45 89 448
Hong Kong 13 5 2 7 22 3
Indonesia 15 0 0 0 0 2
Japan 0 0 2 0 2 0
Korea 21 3 82 3 8 61
Macau 0 0 0 0 0 0
Malaysia 10 66 1 8 39 37
Philippines 0 1 0 0 0 0
Singapore 13 0 2 6 5 42
Taiwan 38 67 10 23 12 47
Thailand 26 15 0 12 1 50
Vietnam 0 0 24 0 0 0
Europe
Belgium 1 0 0 0 0 0
France 5 0 0 8 0 8
Netherlands 0 0 1 1 0 2
Portugal 0 0 0 0 0 0
Russia 0 0 0 0 2 0
United Kingdom 17 2 1 1 13 13

Source: Council for the Development of Cambodia.
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Table 23. Cambodia: Foreign Debt, 2000-05

(In millions of U.S. dollars)

2000 2001 2002 2003 2004 2005

Total external debt outstanding 1/ 2,161 2,261 2,492 2,740 2,976 3,180
Multilateral 468 557 740 955 1,124 1,149
World Bank 205 240 303 396 464 461

AsDB 188 232 328 434 530 568

IMF 73 80 95 102 97 81
Bilateral 1,693 1,705 1,751 1,785 1,852 2,031
New debt 16 21 53 75 132 174
Rescheduled debt 26 25 28 32 34 29
Nonrescheduled debt 1,651 1,659 1,670 1,678 1,686 1,828

Total disbursements 101 120 189 174 182 165
Multilateral 100 113 157 153 131 121
World Bank 37 40 47 62 48 32

AsDB 50 49 79 73 74 80

IMF 11 21 22 12 0 0

Other 3 9 7 10 9
Bilateral 2 6 32 21 51 44
Total amortization 120 46 46 49 49 48
Multilateral 7 12 12 15 13 14
World Bank 0 0 0 0 1 2

AsDB 0 0 0 1 1 2

IMF 7 12 12 13 10 9

Other 0 0 0 0 0 0
Bilateral 114 34 34 34 35 35
New debt 0 0 0 0 0 0
Rescheduled debt 0 0 0 0 1 1
Nonrescheduled debt 114 34 34 34 34 33

Total interest 13 13 14 16 18 19
Multilateral 5 5 6 8 9 10
World Bank 2 2 2 3 3 3

AsDB 2 2 3 4 5 6

IMF 2 1 1 1 1 1

Other 0 0 0 0 0 0
Bilateral 8 8 8 8 8 8
New debt 0 0 0 0 1 1
Rescheduled debt 1 1 1 1 1 1
Nonrescheduled debt 7 7 7 6 6 6

Sources: Data provided by the Cambodian authorities; and Fund staff estimates.

1/ Includes debts owed to the Russian Federation and the United States.
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