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Social and Economic Background of Cambodia

According to the World Bank, Cambodia’s population was 13.4 million in 2004.  52% of the population is female, and 59.7% falls between the ages of 15 and 64 years (2005 est.).  34.1% of the population lives on less than US$1 a day and 77.7% live on under US$2 a day as measured in 1997 by a World Bank survey.  Income inequality, as measured by the Gini index, was 0.40 in 2004 according to the World Bank.  The GDP per capita (PPP adjusted) was $2,079 in 2003, a 5% decrease from $1,980 in 2002.  

The unemployment rate for 2000 was 2.5%, which decreased to 1.8% in 2001 as reported by the World Bank.  However, in 2002 the rate jumped to 8% and preliminary results from 2003 show a rise to 10% with projections of 15% for 2005. The World Bank also states that foreign direct investment (FDI) in Cambodia has been declining. In 2002, FDI was US$145 million, and in 2003 it fell to US$87 million. Projections for 2004 and 2005 show some stability with FDI leveling off at US$83 million. Workers' remittances and receipts for 2003 were US$125 million according to World Bank statistics. The OECD states that Cambodia received US$500 million in official development assistance in 2003. 
Cambodia is identified as one of the LDCs.

Cambodia is a highly dollarized economy. US dollars, Thai baht, and Cambodian riel (CR) are accepted in all major cities and towns, but the Cambodian riel still dominates in rural areas. The average exchange rate was CR3,912.08:US$1 in 2002, CR3,973.33:US$1 in 2003 and CR4,016.25:US$1 in 2004, according to the Economist Intelligence Unit (EIU).

Cambodia has not planned to participate in the World Bank and IMF’s Financial Sector Assessment Program (FSAP). 
Doing Business in Cambodia

The World Bank uses several indicators to assess the business environment of a country. In Cambodia it takes, on average, 11 steps over 94 days to start a business, the cost of which is equal to 480.1% of GNI per capita. In order to obtain a business registration number, entrepreneurs must deposit at least 394.0% of GNI per capita in a bank. It takes 56 days to register property in Cambodia. Seven procedures are required to transfer a property title from seller to buyer. The cost  of transferring property as a percentage of property value is 4.1%.  The cost to create collateral per capita is unavailable in the World Bank database. Cambodia’s Disclosure Index is 0 on a scale of 0 to 10.

Cambodia scores 0 on the World Bank’s Credit Information Index rating.

Regulatory and Legal Environment of Cambodia


According to the World Bank’s Doing Business database, it takes 31 procedures and 401 days for a plaintiff who has filed a lawsuit to be compensated. The cost of enforcing contracts is 121.3% of debt value.  Regarding the amount of time it takes to file bankruptcy and the associated costs, the World Bank indicates “no practice”, meaning there have been fewer than 60 completed insolvency cases in the past 20 years. The recovery rate for creditors in Cambodia is unavailable.  

The Public Financial Management Reform (PFM) program was prepared according to the recommendations of a joint initiative review of the Royal Government of Cambodia, the World Bank, and the Asian Development Bank. The long-term objective of this initiative is to incorporate the best international standards in the field. The Public Expenditure Tracking and Service Delivery (PETS) Survey, part of the PFM reform program, will analyze to what extent current practices help or hinder budget execution. As a result, the work will provide recommendations to eliminate bottlenecks and improve the flow of funds to pro-poor services. These fiscal reform projects will certainly have an effect on the future of microfinance.

CGAP reports that the Royal Government of Cambodia has also undertaken serious initiatives in banking reform through the Financial Sector Blueprint 2001-2010. The blueprint includes provisions towards the development of a sound, market-based banking system, development of non-bank financial institutions that will increase the depth of the financial sector, and diversification of banking services. 

The government has established a supportive regulatory framework for microfinance through two actions. The first is the Law on Banking and Financial Institutions of 1999, which established a stricter regulatory regime in order to increase confidence in the banking sector. The second was a circular (known as a Prakas in Cambodia) issued by the National Bank of Cambodia (NBC) in 2000 entitled the “Licensing of Micro-Finance Institutions”, which stated that microfinance programs were expected to meet certain requirements and to obtain a licensed status. Adherence to the Prakas would allow MFIs to benefit from certain services such as refinancing opportunities. 

These regulations may also have negative impacts that can be regarded as restrictive, if not prohibitive for MFIs or credits unions. The strong emphasis on financial sustainability prevents banks from lending to very low-income families/individuals who make up the bulk of Cambodia’s rural households. As a result, the relatively wealthier clients of the microfinance market benefit more than lower income families. Cambodia’s Rural Development Bank estimates that there is a US$120 million unmet demand in rural credit supply and US $56.9 million in loans outstanding.

Microfinance in Cambodia is regulated by the National Bank of Cambodia (NBC).  In order to reign in high interest rates charged by MFIs, the NBC provides a set of guidelines on the methodology to use when calculating interest rates. However, these guidelines are non-binding and have proved difficult to apply. As a result, the MFIs are free to set interest rates according to the market and high interest rates have prevailed.
The government has initiated structural reforms for private sector development in order to improve the investment and business climate in the country. The reforms include human resources training, strengthening institutions and the rule of law, the rehabilitation of physical infrastructure, and legal, regulatory and administrative reforms to improve the investment climate. If these reforms work, domestic growth is projected to increase, and Cambodia will be able to begin reaping the benefits of its WTO accession. As a result, the country will be better positioned to attract more FDI.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Cambodia
According to the Cambodia country report provided by the Asia Resource Center for Microfinance (ARCM), there are three categories of banking institutions in Cambodia: commercial banks, specialized banks, and MFIs.  If an MFI meets certain credit and/or savings criteria, it must register or be licensed by the NBC.  Requirements for a licensed MFI include the following: capital guarantee deposit, capital adequacy ratio percentage, reserve requirement, liquidity ratio, aggregate loan commitment cap, loan classification and provisioning regulation classification.  

MFIs come in various forms including NGOs, licensed microfinance institutions, and banks with microfinance services. These MFIs serve 374,000 families and their outstanding loans totaled $77 million according to a 2004 CGAP report. Most microfinance programs charge interest rates of between 3-4% 

There are 31 commercial banks in Cambodia, 10 of which are involved in microfinance. The total number of clients is approximately 400,000 (CGAP) and they own US$748,531,165 in total assets. The Rural Development Bank (RDB) is a specialized bank created by the government of Cambodia to be involved in rural finance. The Cambodia Community Savings Federation (CCSF) is a credit union and an apex institution for 39 member-owned and operated savings banks with 14,673 participants. CCSF provides an innovative approach to microfinance in Cambodia, since savings-led programs are not particularly common in the country. The savings banks offer loans for productive purposes, consumption and emergencies. There are 28 registered NGOs involved in microfinance. 

More than 100 organizations in Cambodia are providing financial services to low income families. Only 38 of these are large enough to be registered with the NBC and only 9 of these 38 are certified as fulfilling the capital and capacity requirements to be licensed MFIs. This small group dominates the microfinance sector. Eight of these are licensed MFIs ranging in size from 5,000 to 92,000 clients. The largest, and the market leader, is ACLEDA Bank, which has recently converted to commercial bank status. Another important MFI is PRASAC, which is registered as an NGO. Four of the major Cambodian MFIs (AMRET, HKL, TPC, PRASAC) have been highly rated by RatingsFund. The recent regulations will contribute to the sustainability of these MFIs dependent on the economic growth of the overall economy. 

Village banking and self-help organizations have mobilized rural individuals to form rural banks. Two dominant associations are the People’s Association for Development (PAD) and the Church World Service (CWS). The Association of Cambodian Local Economic Agencies (ACLEDA) was an association before it transformed from an NGO to a specialized microfinance institution in 2000 (CGAP).

Although microfinance institutions are serving 400,000 borrowers, they are almost completely focused on the provision of credit. There is a lack of savings services across the sector, with the exception of the Cambodia Community Savings Fund and ACLEDA Bank. Many microfinance providers also lack the technical capacity needed for growth. They are highly dependent on funding from foreign donors and social investors. Most commercial bank loans are made in US dollars, whereas low-income clients, particularly in the rural areas, borrow in local currency. There are several other problems such as untested governance under the new ownership structure of many MFIs, a large gap between the relatively high “net worth” clientele of ACLEDA Bank and the others, poor service delivery to those in remote areas, and lack of information exchange between financial institutions.
National Committee Activities in Cambodia

Cambodia does not have a national committee, however it is participating in the activities of the year. Cambodia is holding a microentrepreneur fair and workshop, producing a film on Cambodian microentrepreneurs, and participating in the Global Microentrepreneurship Awards program.
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