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Cambodia’s economy is estimated to have contracted in 2009 but is projected to grow again in 2010 and 2011.  Real GDP declined by 1.5% in 2009, but is projected to grow by 4.1% in 2010 and 5.1% in 2011.

Growth had been based on a few key sectors.   Between 1998 and 2007, Cambodia experienced high growth and increased employment with almost 10,000 jobs created annually.  However, this growth has been based on a few key sectors.  Increased tourism, beginning in the mid-1990s, generated jobs in the service sector.  Industry, the largest contributor to GDP, also grew dramatically with jobs in the garment industry accounting for the majority of the growth.  Agriculture, the highest source of employment in Cambodia, became more productive over the decade, though its growth remains significantly less than industry and service.
But these key sectors were affected by the global downturn. Garment production declined substantially in 2009.  Garments represent over 70% of all Cambodia’s exports, half of which are shipped to the US.  The US recession and the increased competitiveness of other Asian producers caused garment exports to the US to fall by 22.5% in the first 8 months of 2009.  During this period, 77 garment factories closed down and another 53 suspended operations.  Recovery will continue to be fragile well into 2011 as garment exporters attempt to compete with more efficient producers in the region.  Additionally, a recent wave of strikes at the garment factories will slow recovery.  Foreign investment in construction fell due to global credit reductions and a sharp fall in property prices.  Recovery in the sector is expected to accelerate from 2010, but it will not meet pre-crisis levels.  In the services sector, tourism revenues dropped sharply in 2009 in spite of an increase in the total number of visitors, as the number of tourists from the US and EU, the biggest spenders, shrank.  It is predicted that the low tourism will continue into 2010 and 2011.
Although estimates are somewhat imprecise, there are signs that the crisis may reverse the poverty gains of the last decade. Although social and poverty data in Cambodia are limited, it is estimated that poverty has decreased in Cambodia over the last decade, although it remains concentrated in rural areas. Growth had been particularly strong in the garment, construction, and tourism sectors, although this has also meant that it has most likely worsened inequality.  However, private consumption contracted in 2009 as personal disposable incomes shrank due to the fall in the prices of agricultural commodities and real estate.  Consumption is predicted to recover in 2010-2011 as agricultural commodities sell for higher prices and garment factories begin hiring again.
Fiscal policy in 2010-2011 will continue to be expansionary.  However, the Government has begun to rescind some policies that were put into place as a response to the global financial crisis.  Overall government spending is expected to increase by US $2 billion dollars, which represents a 14.2% increase from 2009 levels.  Fiscal revenue remains at a low level despite recent efforts in a new tax priority.  The government had hoped that oil production in the region would have helped supplement revenue; however, oil is not expected to flow until at least 2012.  Therefore, the Cambodian government continues to rely heavily on foreign grants and loans to finance fiscal policy.  In June 2010, at the Cambodian Development Cooperation Forum, donors committed US $1.1 billion dollars in assistance in 2010 and an additional US $958 million in 2011.  Both of these levels are higher than 2009’s commitment of US $951 million.  Unfortunately, any fiscal policy implemented will be dramatically hindered by measures to combat inflation.
Consumer prices have declined on average in 2009, but will rebound in 2010 and 2011. Consumer prices are estimated to have decreased by an average of 0.7% in 2009 due to decreasing global commodity prices, a contracting economy and rising unemployment.  Consumer prices began to increase once again in November 2009 and have reached levels close to 7% in early 2010.  Currently inflationary pressures are related to the depreciation of the riel against the dollar and higher global oil prices.  It is predicted that inflation will average 5.2% in 2011.
Due to the rising levels of inflation the government is tightening its monetary policy.  The National Bank of Cambodia (NBC) is expected to continue raising the banking sector’s reserve requirement, which currently is at 12%.  Money supply growth and bank lending are both accelerating.  Interest rates on lending remain high; for the past two years, they have been consistently at 16%.  Unfortunately, the monetary intervention in Cambodia is limited due to the economy’s high degree of dollarization.
Export markets, especially in the rice sector, are beginning to recover from recent downturns.  In the past year the value of rice has increased rapidly.  In fact, the rice market has increased in value close to 400%.  A great deal of the increase in the market is related to a formalization of the sector.  Rice that may have been previously smuggled to Thailand and Vietnam is now going through the formal market.  Traditionally, manufactured goods have made up 95% of all exports to the world according to the United Nations Commodity Trade Statistics Database.  Top trading partners are in Asia, with the US being the main exception at 22%.  Close to 40% of all exports in 2009 went to China and an additional 24% went to Thailand, Singapore and Vietnam.
Despite increasing levels of exports, the current account deficit continues to widen.  Since 2005, the trade deficit has increased 77% to US $1788 million.  Cambodia, however, has avoided financing difficulties due to its foreign exchange reserve and increases in foreign direct investment.  The current account deficit is predicted to be 5.9% of GDP in 2010 and decrease to 4.7% of GDP in 2011.
A wide deficit of the current account continues to depreciate the riel.  The average depreciation against the US dollar in 2009 was 2.1%.  In 2010, depreciation has averaged 1.5% against the dollar despite the attempts of the NBC to combat the decreases through selling its own foreign-exchange reserves.  Forecasters predict that the riel will continue to depreciate at an average of 1.5% in 2010 and 2011 and due to this depreciation it is likely the dollar will remain the main currency of the trade and investment sectors.

The business environment in Cambodia still lags behind the region.  For all the major World Bank Doing Business rankings, Cambodia scores are one of the worst in the region.  The overall Ease of Doing Business ranking for Cambodia in 2010 was 145 with only Timor-Leste and Laos scoring worse.  In 2010, Cambodia was ranked 173rd in the world (down from 171 in 2009 and the worst in the region) in Starting a Business, which measures procedures, days and cost to opening a business.  Currently, it takes 85 days to open a business in Cambodia, compared to the 41.1 days in East Asia Pacific and 11 days in OECD countries.  The World Economic Forum ranked Cambodia 110th (out of 133 nations) in its Overall Global Competitiveness Index, which captures the microeconomic and macroeconomic foundations of national competitiveness.  The index indicates that Cambodia is lacking in both business sophistication and innovation.
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