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PRESS RELEASE

PR25/394

IMF Executive Board Concludes 2025 Article IV Consultation with
Cambodia
FOR IMMEDIATE RELEASE

o Growth is projected to decelerate to 4.8 percent in 2025 and 4.0 percent in 2026, reflecting export
volatility, declining remittances, a slowdown in tourism, and weak domestic demand. Inflation is
projected to rise modestly in 2025 before easing in 2026.

e Risks are tilted to the downside, with financial sector vulnerabilities at the center.

e Prudent fiscal and monetary policies, together with structural reforms, are essential to safeguard
stability and strengthen resilience. Near-term measures should cushion external shocks while
laying the foundation for medium-term competitiveness.

Washington, DC — November 25, 2025: On November 21, 2025, the Executive Board of the
International Monetary Fund (IMF) completed the Article IV Consultation for Cambodia.’ The
authorities have consented to the publication of the Staff Report prepared for this consultation.?

The Cambodia’s economy continued to accelerate in 2024, and growth reached 6.0 percent,
bolstered by a strong rebound in garment and agricultural exports and a continued recovery in
tourism. This trend continued into the first half of 2025, with nowcasting estimates pointing to year-on-
year growth of 6.2 percent. However, a confluence of shocks—trade disruptions, border tensions, and
anemic credit growth—exposed the economy’s vulnerabilities, and signs of economic slowdown are
emerging in the second half of 2025.

Economic growth is projected to decelerate to 4.8 percent in 2025 and further to around 4.0 percent
in 2026. The downward revision from the 2024 Article 1V staff report reflects remittance losses and a
tourism slowdown, which are expected to weigh on domestic demand. Tariff effects will lower export
earnings as manufacturers face margin pressures.

Risks are tilted to the downside, driven by financial sector vulnerabilities associated with the array of
shocks. Trade policy uncertainty could further disrupt export growth. Renewed border tensions could
undermine confidence, amplifying adverse effects on domestic demand, tourism, and financial sector
stability. Elevated private debt, rising NPLs, and governance vulnerabilities could further amplify risks
to financial stability. On the upside, deeper regional trade and investment integration could promote

" Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every year. A
staff team visits the country, collects economic and financial information, and discusses with officials the country's economic
developments and policies. On return to headquarters, the staff prepares a report, which forms the basis for discussion by the
Executive Board.

2 Under the IMF's Articles of Agreement, publication of documents that pertain to member countries is voluntary and requires
the member consent. The staff report will be shortly published on the Cambodia and the IMF page.
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export growth. Successful reintegration of returned workers into the domestic labor market could
support a stronger recovery in domestic demand.

Executive Board Assessment?

Executive Directors agreed with the thrust of the staff appraisal. While Cambodia’s economy grew
strongly in 2024, the recovery remains uneven and is decelerating, impacted by subdued domestic
demand, border tensions, trade disruptions, and a real estate correction. Directors also cautioned
that risks are tilted to the downside and that Cambodia’s growth model remains vulnerable due to
reliance on a narrow export base. They urged the authorities to safeguard macroeconomic stability
and enhance resilience through a comprehensive and well-coordinated implementation of fiscal,
monetary and structural policies.

Directors agreed that fiscal policy should cushion the impact of current shocks while preserving fiscal
prudence. They highlighted the importance of temporary and targeted support for vulnerable
households and displaced workers, alongside active labor market policies. Over the medium term,
gradual, growth-friendly consolidation is needed to rebuild buffers and maintain fiscal sustainability.
Directors also underscored the critical role of revenue mobilization and welcomed efforts to improve
expenditure efficiency and infrastructure governance.

Directors emphasized that monetary policy should remain agile and responsive to evolving
conditions. They encouraged the authorities to gradually proceed with normalization, including
restoring reserve requirements to pre-pandemic levels, while continuing efforts to strengthen
monetary transmission in Khmer Riel and improve liquidity management. Directors welcomed
ongoing modernization of the policy framework and underscored the importance of transparent
communication to enhance policy credibility.

Directors agreed that financial sector policies should focus on managing rising risks and reinforcing
oversight. They supported the phase-out of forbearance by end-2025 to enable timely recognition of
distressed assets and recapitalization. Directors stressed the need to enhance supervisory capacity,
including asset quality reporting, stress testing, and early intervention. They encouraged reforms to
insolvency and crisis management frameworks, the establishment of a deposit insurance scheme,
and called for further efforts to address AML/CFT vulnerabilities.

Directors underscored the urgency of accelerating structural reforms to diversify exports, enhance
productivity and competitiveness, and improve trade facilitation. They stressed that governance
reforms are essential to enhance business environment, bolster investor confidence, and ensure
sustainable and inclusive development, and encouraged continued efforts to address data limitations.

3 At the conclusion of the discussion, the Managing Director, as Chair of the Board, summarizes the views of Executive
Directors, and this summary is transmitted to the country's authorities. An explanation of any qualifiers used in summings up
can be found here: http://www.IMF.org/external/np/sec/misc/qualifiers.htm.
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Cambodia: Selected Economic Indicators, 2022 — 26 1/

Per capita GDP (2023, US$): 2,477 Life expectancy (2022, years): 70.0
Population (2023, million): 17.1 Literacy rate (2022, percent): 83.8
2022 2023 2024 2025 2026
Est. Proj.
Output and prices (annual percent change)

GDP in constant prices 5.1 5.0 6.0 4.8 4.0

Inflation (end-year) 29 2.7 3.0 1.0 2.2
(Annual average) 5.3 21 0.9 2.5 23

Saving and investment balance (in percent of GDP)

Gross national saving 15.9 34.6 32.7 30.5 28.0
Government saving 3.7 1.8 23 0.7 0.5
Private saving 12.2 32.8 30.3 29.8 27.5

Gross fixed investment 353 33.3 322 33.5 32.6
Government investment 5.7 5.9 5.3 5.1 5.0
Private investment 29.6 274 26.9 28.4 27.6

Money and credit (annual percent change, unless otherwise indicated)

Broad money 8.2 12.5 17.5 8.7 5.1

Private sector credit 18.5 3.5 3.1 3.2 3.5

Velocity of money 2/ 0.9 0.9 0.8 0.9 0.9

Public finance (in percent of GDP)

Revenue 18.4 16.2 15.2 14.6 14.4

Domestic revenue 16.7 15.0 14.3 13.9 13.7
Of which: Tax revenue 15.0 13.3 12.5 12.2 11.9
Grants 1.7 1.3 0.9 0.7 0.7

Expenditure 18.7 19.1 17.3 18.3 18.2
Expense 13.0 13.2 11.9 13.2 13.2
Net acquisition of nonfinancial assets 5.7 5.9 5.3 5.1 5.0

Net lending (+)/borrowing(-) -0.3 -2.8 -2.1 -3.7 -3.8

Net lending (+)/borrowing(-) excluding grants -2.0 -4.1 -3.0 -4.4 -4.5
Net acquisition of financial assets 1.5 -0.3 24 -1.8 -1.9
Net incurrence of liabilities 3/ 1.8 2.5 4.4 1.8 1.9

Total public debt (In percent of GDP) 25.5 26.3 26.1 26.5 27.2

Balance of payments (in millions of dollars, unless otherwise indicated)

Exports, f.0.b. 23,175 23,569 26,752 30,297 31,571
(Annual percent change) 18.7 1.7 13.5 13.3 4.2

Imports, f.0.b. -31,995 -26,553 -31,247 -35,556 -37,092
(Annual percent change) 4.1 -17.0 17.7 13.8 4.3

Current account (including official transfers) -7,572 554 229 -1,474 -2,372
(In percent of GDP) -19.4 1.3 0.5 -3.0 -4.5

Gross official reserves 4/ 17,805 19,998 22,511 23,511 26,059
(In months of prospective imports) 7.3 7.0 6.8 6.9 71

Total public debt (in millions of dollars) 9,971 11,188 12,028 13,042 14,192

(In percent of GDP) 255 26.3 26.1 26.5 27.2

External debt (in millions of dollars, unless otherwise indicated)

Public external debt 9,971 11,188 11,915 12,884 13,911
(In percent of GDP) 25.5 26.3 25.9 26.2 26.7

Public debt service 420 442 449 637 735
(In percent of exports of goods and services) 1.6 1.6 14 1.8 2.0

Nominal effective exchange rate (index, trade partners by CPI) 122.4 123.3 125.8
Real effective exchange rate (index, based on CPI) 134.0 132.4 1325
Memorandum items:

Nominal GDP (in billions of Riels) 160,972 174,027 188,766 201,830 213,914

(In millions of U.S. dollars) 39,089 42,404 46,098 49,200 52,146

Sources: Cambodian authorities; and IMF staff estimates and projections.

1/ Based on the rebased GDP.

2/ Ratio of nominal GDP to the average stock of broad money.

3/ Includes statistical discrepancy.

4/ Includes unrestricted foreign currency deposits held at the National Bank of Cambodia.
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STAFF REPORT FOR THE 2025 ARTICLE IV CONSULTATION

KEY ISSUES

Context: Cambodia’s economy is at a pivotal moment, confronted by a confluence of
shocks. Trade disruptions and border tensions, coupled with a correction in real estate,
expose the economy’s vulnerabilities as growth has heavily relied on a narrow export base,
tourism earnings, and investment in real estate. For a stronger and more resilient economy
in the medium-term, key priorities include accelerating structural reforms to diversify
growth drivers and taking decisive actions to preserve macro-financial stability.

Outlook and Risks: Growth is projected to decelerate to 4.8 percent in 2025 and 4.0
percent in 2026, reflecting export volatility, declining remittances, a slowdown in tourism,
and weak domestic demand. Heightened global trade uncertainty will likely weigh on
investment and external demand over the medium term. Inflation is projected to rise
modestly in 2025 before easing in 2026. Risks are tilted to the downside, driven by
financial sector vulnerabilities associated with the array of shocks.

Policy Recommendations:

¢ Fiscal policy: Fiscal policy needs to balance temporary and targeted support to
vulnerable households with fiscal prudence. Growth-friendly consolidation, guided by
the fiscal rule, is essential to rebuild buffers and safeguard debt sustainability. Revenue
mobilization and expenditure efficiency are key to supporting the economy’s structural
transformation for inclusive and sustainable growth.

* Monetary and financial sector policies: Monetary policy should remain agile and
gradually normalize, including by restoring reserve requirements to pre-pandemic
levels. Efforts to improve monetary transmission should continue. Financial sector
policies require timely recognition of distressed assets, adequate provisioning, and
recapitalization where needed. Strengthening supervisory capacity, underpinned by
banking sector reforms, is essential to safeguard financial stability.

e Structural policies: Accelerating structural reforms remains essential to upgrade
Cambodia’s growth model and enhance resilience to shocks. Key priorities include
diversifying the export base and improving human capital and business environment
with governance reforms, which help attract FDI and enhance competitiveness. Closing
data gaps is also critical to strengthen policy design and surveillance.
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CAMBODIA

I CONTEXT

1. Cambodia’s economy faces heightened challenges, and taking decisive actions are
needed to steer the economy for a stronger future. The economy is navigating a complex and
shifting landscape. While growth rebounded to 6 percent in 2024, the recovery has been uneven,
held back by subdued domestic demand, a correction in the real estate market, and rising financial
vulnerabilities. External pressures—including U.S. tariffs, geopolitical fragmentation, and the border
conflict with Thailand—despite the July ceasefire—continue to weigh on the outlook, compounded
by declining aid flows and limited policy buffers. Navigating these challenges will require decisive
policy actions to safeguard macro-financial stability and lay the foundation for more inclusive and
resilient growth. These efforts, coupled with technical assistance (TA) by development partners, will
be critical as Cambodia prepares for graduation from Least Developed Country status by end-2029.

Cambodia’s Economy Is at a Crossroads, with Uneven Recovery
Credit-to-GDP and Credit Growth

(Percent, year-on-year)

Garment Exports and Imports
(Percent, year-on-year growth, 3-month-moving-average)
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o o oo g
A. Recovery Gaps and Rising Vulnerabilities
2. Signs of economic slowdown are emerging. Economic growth accelerated 6.0 percent in

2024, up from 5.0 percent in 2023, supported by a strong rebound in garment and agricultural
exports and a modest recovery in tourism, which remains below pre-pandemic levels. Frontloading
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of export orders sustained momentum in the first half of 2025, with export growth accelerating to 20
percent (y/y) in June supported by garments and agricultural products to ASEAN and U.S. markets.
Nowcasting estimates (Selected Issues) suggest growth of 6.2 percent (y/y) in 2025H1 driven by
external demand. However, domestic demand remained weak, weighed down by ongoing
corrections in construction and real estate. The border conflict with Thailand, which erupted at end-
May, has exposed social and economic vulnerabilities, further weighing on the recovery. The large-
scale return of Cambodian migrant workers from Thailand—estimated at nearly 1 million individuals
by end August—has disrupted tourism and remittance inflows and strained the domestic labor
market. In the second half of 2025, signs of deceleration became more pronounced, with exports
growth moderating to 7.0 percent (y/y) in September, declines in imports of raw and intermediate
materials, weakening tourism activity, and persistently sluggish credit growth in part driven by
global and regional factors (Selected Issues).

3. Inflation remained volatile after reaching a decade low in 2024 but has eased most
recently. Headline inflation averaged 0.9 percent in 2024, before peaking at 6 percent (y/y) in
January 2025 due to food price volatility (45 percent of the CPI basket) and base effects. By August,
inflation eased to 1.8 percent as fuel prices declined, and food-price increases moderated. Core
inflation remained subdued at 1.0 percent in 2024, partly reflecting downward pressure on import
prices from disinflation in China (Box 1), and softened further to 0.7 percent in August. The Khmer
Riel (KHR) has experienced appreciation pressure against the U.S. dollar (USD) but remained
relatively stable, while the National Bank of Cambodia (NBC) purchased USD to provide KHR
liquidity for functioning of the FX market at the heels of strong growth in exports and FDI inflows.

Inflation Peaked in Early 2025 while Riel Has Appreciated Against U.S. Dollar

Contribution to Inflation Foreign Exchange Market: Volatility and Seasonality
(Percent, year-on-year) (Khmer riel per U.S. dollar)
4,300 - -
mFood 2 Change in KHR/USD (Jan-Sep 2025, year-on-year, right scale)

. . — —Historical 2011-2024)
Qil-related items istorical average (: )

B Historical average +/- 2 percent )
= Core items 4,200 —2025
—Headline Inflation 2009 7
4

4100 - mme—eeal
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o ""lmkh}}%éfr'['efi'('kﬁlk)’f' 00
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4 3,800 -3.0

2019 2020 2021 2022 2023 2024 2025 Q)L;gs Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Sources: Cambodian authorities; and IMF staff calculations. Sources: Haver Analytics; and IMF staff calculations.

4. Revenue deteriorated markedly in 2024, and the government constrained spending to
contain the deficit and ensure debt sustainability. The overall fiscal deficit reached 2.1 percent of
GDP, down from 2.8 percent in 2023. However, tax revenue collection was weighed down by
exemptions’ and a sluggish recovery in non-tradable sectors, and grants declined substantially,

T Cambodia's tax capacity is estimated at 21 percent of GDP, according to the Fund's technical assistance (TA),
against the estimated tax revenue of 12.5 percent of GDP in 2024.

INTERNATIONAL MONETARY FUND 5
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though the estimate is subject to future revisions by the authorities. Spending was contained
through a rollback of social assistance to pre-pandemic levels, tighter discretionary outlays, and
lower capital investment. Public debt stood at 26 percent of GDP at end-2024, of which external
debt accounts for nearly the entire share and is largely concessional.

5. The current account balance reached a small surplus in 2024. A continued recovery in
tourism earnings, along with lower payments abroad from income earned on equity contributed to
the 2024 surplus. While exports also rose 14 percent, led by a strong recovery in garment, imports
grew 18 percent, driven by intermediate goods and vehicles—partly reflecting foreign direct

investment (FDI) inflows into construction Trade Balance and Growth in Credit to Private Sector

implied by medium-term fundamentals and
desirable policies, due to anemic domestic o ooy
demand growth with particularly weak
pri\iate i(rR/eStmeI;]themand in no.n_t;adable ’ b Annual Gzr(()Jwth in Credif(io Private Sein *
sectors (Annex I). Reserves remaine
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historical average, the trade deficit was 0 Average growth in credit to
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. . 2 12020
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\

Sources: Cambodian authorities; and IMF staff calculations.
adequate, with around 7 months of

prospective import coverage.

Import Demand of Garment Materials Has Weakened, Signaling Declines in Exports

Contribution to Import Growth Contribution to Export Growth by Destination

(Percent, year-on-year, 3-month-moving-average) (Percent, year-on-year, 3-month-moving-average)
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Sources: Cambodian authorities; and IMF staff calculations. 2025 Sources: Cambodian authorities and staff calculations.
6. Broad money growth accelerated, supported by strong deposit inflows and robust

tradable sector performance. The NBC maintained reserve requirement ratios at historical lows
since end-2023, while robust export earnings and sustained FDI inflows boosted foreign currency
deposits. Broad money expanded 17.5 percent (y/y) in 2024, and this trend continued into 2025.
Excess KHR reserves have increased, and banks' USD claims on the NBC reached record levels.
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Despite lower policy rates?, credit growth remained subdued and showed further deceleration in
2025Q2 amid elevated credit risks, high lending rates, and ongoing corrections in the construction
and real-estate sectors (Figure 5).

Banks’ Excess Reserves in KHR and USD Claims at the NBC Continued to Increase

Commercial Banks: U.S. Dollar Claims At the NBC Commercial Banks: Account Balance At the NBC
(Khmer riel in trillion, monthly average) (Khmer riel in trillion, monthly average)
60 8 B Excess Reserve
-1 Negotiable Certificates of Deposit (NCDs) *# Current and Settlement Accounts (CA+SA): Precautionary 1/
50 M Current Account (CA) M Reserve Requirement (RR)
=4 Settlement Account (SA) 6
M Reserve Requirement (RR) I
N l ll! I'I AR,
f AR A
L
: il l||| ”I i W,
A S e
g J & s @
2022 2023 2024 2025 Jun 2022 2023 2024 2025 Jun
2025 Sources: Cambodian authorities; and IMF staff calculations. 2025

Sources: Cambodian authorities; and IMF staff calculations. 1/ The sum of CA and SA is 200 percent of reserve requirements.

7. Financial sector vulnerabilities intensified as depository financial institutions continue
to face deteriorating asset quality and declining profitability. Activities in tourism-related and
non-tradable sectors remained tepid, resulting in subdued credit growth at around 3 percent. The
nonperforming loan (NPL) ratio exceeded 8 percent at mid-2025, driven by lackluster activities in
hospitality sectors and market corrections in construction and real estate amid continued property-
price declines and a sizable supply overhang. Forbearance measures, set to expire by end-2025,
supported loan restructuring which increased sharply by mid-August 2025 and reached USD 4.4
billion (about 7.3 percent of total loans). Banks raised provisions partially in response to rising NPLs,
with continued efforts to deleverage, and bank profitability reached record lows. Capital adequacy
and liquidity buffers remained broadly adequate, while banks continue to hold substantial real
estate collateral even after foreclosures, with constraints in the court-led resolution framework.
Recent sanctions from U.S. and U.K. governments reportedly reflect AML concerns.® Relatedly,
temporary deposit outflows from Prince Bank, which is linked to a sanctioned conglomerate?,
highlight persistent macro-financial vulnerabilities.

2 In April 2025, the NBC lowered the marginal lending facility (MLF) by 50 basis points (bps) to 5 percent and 7-day
liquidity-providing collateralized operations (LPCO) by 50 bps to 3 percent, equivalent to the notional policy rate.

3 On September 8, 2025, the U.S. government announced sanctions against alleged scam centers operating in
Cambodia (link). On October 14, 2025, U.S. and U.K. authorities imposed sanctions in coordination on alleged
Cambodia-based cybercrime networks, including the Prince Group and Huione Group (link). Reportedly, the U.S.
government seized asset of the Prince Holding Group worth US$ 15 billion in cryptocurrency, and the UK.
government froze real-estate assets in London connected to the Prince Holding Group.

4 The situation stabilized after the NBC issued a public statement, reassuring the safety of retail deposits.

INTERNATIONAL MONETARY FUND 7
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Banks Face Deteriorating Asset Quality, and Profitability Has Declined

Non-performing Loans (NPLs) Banks' Return on Assets and Equity
(Ratio) (Ratio)
20 -4 70 35 - 16
Provisions to NPLs (right scale) ——Return on assets ==-Return on equity (right scale)
16 -=--NPLs to total gross loans 3
——NPLs net of provisions to capital 25 412
- 60 ’
12 >
4 8
8 1.5
- 50
! 14
4
0.5
0 40 0 0
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 Q2 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 Q2
2025
. . . 2025
Sources: Cambodian authorities; and IMF staff calculations. Sources: Cambodian authorities; and IMF staff calculations.

N OUTLOOK AND RISKS

A. Growth Outlook Has Weakened with Significant Increase in Uncertainty

8. The near-term outlook has weakened amid a confluence of shocks. Border tensions with
Thailand have disrupted trade, remittances, and tourism, with July tourist arrivals plunging and
export earnings expected to contract. The - -
repatriation of Cambodian workers has g,:':;:’tf’d'a's Export to the U.S. in 2025
affected remittance inflows, which have " Textile Electronics ® Agriculture ® Chemical ® Machinery

= Vehicles = Wood = Metal ® Minerals ~ ® Other
long supported household consumption
and debt servicing. Reportedly, many
returnees are struggling to access formal
employment—often constrained by age,
skills mismatches, and high job entry Gther 28.6%
costs—and have resorted to low-paying
jobs in the informal sector with little
income insecurity, constraining already
subdued domestic demand growth. On
trade, Cambodia’s tariff rate for exports to the United States (accounting for nearly 40 percent of
total in 2024) was revised from 49 percent to 19 percent between April and July, aligning with
regional peers and helping preserve relative competitiveness. However, the tariff is expected to
weigh on growth, profitability and investment in the tradable sector, compared to the pre-tariff
years. Combined with existing Most-Favored-Nation duties, effective border costs can reach 39
percent,® leaving Cambodia at a disadvantage relative to duty-free competitors. Import bans on fuel,

Textile, 55.2% Wood, 6.7%

Sources: Cambodian authorities; and IMF staff calculations.

> Border costs refer to the cumulative expenses incurred when goods cross international borders, including tariffs,
transport, insurance, and administrative fees. These costs reflect the combination of: (i) Most-Favored-Nation (MFN)
duties and revised U.S. tariffs applied to Cambodian exports; (ii) CIF/FOB margins—the difference between the Cost,
Insurance, and Freight (CIF) and Free-On-Board (FOB) valuations—as reported in the OECD's International Transport
and Insurance Costs of Merchandise Trade dataset; and (jii) other charges such as customs processing fees,

(continued)
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vegetables, and fruits from Thailand, albeit limited in share of total imports, could add to inflationary
pressures and weigh on economic activity.® These shocks are expected to strain the balance of
payments and amplify downside risks to growth.

* Real GDP growth is projected to decelerate to 4.8 percent in 2025 and further to around 4.0
percent in 2026. The downward revision from the 2024 Article IV staff report reflects remittance
losses that would dampen domestic demand growth, and a tourism slowdown stemming from
the border conflict with Thailand. The influx of repatriated workers is also expected to weigh on
domestic demand by widening labor

. Estimated Output Gap
market slack, as many remain (Percent of potential GDP)
underemployed or absorbed into low- 6
productivity informal jobs. Average 4
export growth in 2025 is expected to
remain strong, supported by front-

2

loaded shipments and robust garment 0 S~ —
orders, but moderate in 2026 as tariff 5 M

effects and weaker external demand

take hold. Exporters relying on U.S. 742018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
markets (e.g., garments and footwear) Sources: IMF staff calculations.

will continue to face margin pressures,

while agriculture and other non-garment exports are affected by trade disruptions with Thailand.
Policy uncertainty and a reconfiguration of global supply chains will likely delay investment
decisions, dampening the growth outlook. Growth is expected to gradually strengthen to 5.5
percent by 2030, primarily supported by improving export performance and steady labor market
absorption of repatriated workers, facilitating a recovery in household consumption.

» Inflation is projected to rise to around 2.5 percent on average in 2025, driven by base effects,
food price volatility, and modest supply-side pressures stemming from the border conflict. The
projection envisages higher food and transport costs due to disrupted cross-border flows.
Inflation is expected to moderate to 2.3 percent in 2026, amid increasing slack in the economy
and contained volatility in food and oil prices, before gradually rising to 3.0 percent by 2030 as
economic activity recovers with renormalization of supply conditions.

e The fiscal deficit is projected to widen to 3.7 percent of GDP in 2025 and 3.8 percent in 2026,
driven by reduced auditing, extensive tax exemptions’—many of which are likely to be extended
beyond 2025—and increased social assistance for households affected by the border conflict,®

compliance-related administrative costs, and logistical expenses including delays at ports and high inland transport
costs.

6 Exports to and imports from Thailand account for, respectively, 3 percent and 12 percent of total in 2024.

7 Including for transfer tax on certain real estate, pre-payment of income tax for the textile and garment industry, and
tax incentives for the agricultural sector.

8 Increases in social assistance for households affected by the border conflict have not been fully costed due to the
fluid situation.
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while infrastructure investment remains strong. Tax revenue as a share of GDP is expected to
improve modestly by 2030, resulting from the authorities’ efforts to improve tax compliance. The
authorities aim to further prioritize spending to minimize borrowing due to limited fiscal buffers,
but budget credibility remains weak. Public debt is projected to increase moderately from 26.8
percent of GDP in 2025 to 27.6 percent in 2030. The overall risk of debt distress remains low
(DSA).

* The current account deficit is projected to widen to 3.0 percent of GDP in 2025 and further to
4.5 percent in 2026, driven by declines in tourism earnings and remittance inflows. Over the
medium term, the deficit is expected to narrow with a tourism recovery supported by the new
Phnom Penh airport in Kandal Province accommodating new direct-flight routes.

Impacts of Export Frontloading and Intertemporal Substitution

Export Value Export Growth
(Log scale; value of exports in U.S. dollar) (Percent, year-on-year)
10.50 ---Previous baseline (2024 Article IV staff report) 16 r New baseline (2025 Article IV)
10.45 :'l;l:tv:all)asellne (2025 Article IV) "’[JS$ 35,000 ® Previous baseline (2024 Article IV staff report)
. -,
10.40 12
1035 /
1030 US$ 30,000 s ° ° o
10.25 7 y
10.20 / /
4 r

10.15 y
o o | / / / /
10.05 0 ! s # L

2023 2024 2025 2026 2027 2028 2023 2024 2025 2026 2027 2028

. L . Sources: Cambodian authorities; and IMF staff calculations.
Sources: Cambodian authorities; and IMF staff calculations.
. . . . . . . e
9. Risks to the outlook remain tilted to the downside, with financial sector vulnerabilities

at the center (Annex Il). Uncertainty surrounding transshipment-related tariffs—particularly rules of
origin and local content thresholds—could further disrupt export flows. Deepening geoeconomic
fragmentation and persistent protectionist policies could disrupt Cambodia’s position in regional
value chains. Although tensions at the Thai-Cambodian border have eased, the risk of renewed
escalation could undermine confidence, amplifying adverse effects on domestic demand, tourism,
and financial sector stability. Elevated private debt and rising NPLs could trigger corporate defaults
and job losses, particularly in export-oriented sectors. The sanctions on scam centers in Cambodia
are likely to raise AML/CFT compliance costs for banks conducting cross-border transactions.
Limited fiscal buffers strained by declining development aid and constrained market access reduce
the scope for countercyclical fiscal support. Climate change raises risks of floods and droughts,
threatening agriculture, infrastructure, and energy supply, and increasing fiscal pressures through
more frequent disaster response. On the upside, successful reintegration of returned workers into
the domestic labor market could support consumption; government efforts to expand direct flight
networks could boost tourism; and deeper regional trade and investment integration could promote
export growth.
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Authorities’ Views

10. The authorities broadly agreed with staff’s assessment of the outlook and risks, while
expressing greater optimism for the growth outlook. The authorities projected growth to
average 5.2 percent in 2025 and 5.0 percent in 2026. They expect strong export growth in 2025,
supported by early-year front-loading and a solid garment order pipeline, with trade momentum
continuing into 2026. This outlook reflects confidence that tariff outcomes will preserve
competitiveness relative to key peers. The garment sector's capacity to absorb returning workers
from Thailand is seen as mitigating labor shortages and supporting consumption. The authorities
also noted growing contributions from agriculture and light manufacturing to export diversification.
In services, they acknowledged subdued tourism in the near term but were optimistic about a
recovery in 2026, underpinned by improved infrastructure and expanded air connectivity. While
recognizing trade and border-related risks, they viewed recent U.S. tariffs as manageable, with final
rates aligned with regional comparators and unlikely to trigger major relocations. The authorities
agreed with staff's views on the inflation outlook.

W KEY POLICY ISSUES

A. Policy Coordination: Harnessing Available Policy Levers with Agility

11. In the near term, policies should aim to cushion the impact of trade and border-

related shocks and lay foundations for medium-term reforms to strengthen resilience. A slight
loosening of the fiscal stance in 2025, followed by a broadly neutral position in 2026, is appropriate,
with a focus on temporary and well-targeted

Cyclically Adjusted Fiscal Balance

assistance for vulnerable households, (Percent of GDP)
. . 6 = Change in cyclically adjusted expenditure
dISp|aced WorkerS, and Sma“ and med|um' = Change in cyclically adjusted revenue
. . = Cyclically adjusted fiscal balance
sized enterprises (SMEs). Emergency cash 3+ Change in cydlically adjusted fiscal bal
transfers can support food security, job
search, and access to shelter and income- 0 =

generating opportunities among conflict-

affected populations.® In order to support

structural transformation, active labor market

policies should be scaled up—including by 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
. I . . . Sources: Cambodian authorities; and IMF staff calculations.

promoting reskilling, job matching, vocational

training, and entrepreneurship support—to address geographic and skill mismatches, while helping

absorb the excess labor supply resulting from the influx of repatriated workers.'® The NBC should

9 Nearly one-third of migrant households are classified as poor—almost double the national average—and the
abrupt loss of income and remittances has sharply increased poverty risks. If unemployment among returnees
persists, poverty rates in affected households could rise to 50 percent, underscoring the urgency of targeted support
measures (Cambodia Development Resource Institute, 2025).

10 As of July 2025, over 137,000 individuals were enrolled in technical and vocational education and training
programs, with more than 25,000 reportedly employed following graduation, primarily in services, IT, construction,

(continued)
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continue to monitor financial sector developments closely, ensure adequate liquidity provision, and
be well prepared for adverse scenarios with a sound communication strategy, while advancing
efforts to strengthen monetary policy transmission.

12. In the event of a severe downside scenario, a bold and well-coordinated policy
response would be needed. If external demand falls further—for example due to tighter rules of
origin and local content thresholds—resulting in a sharper-than-projected slowdown in activity,
fiscal and monetary policies should turn more accommodative with temporary and well-targeted
support. It is important to implement an accelerated resolution of NPLs to restore credit
intermediation and prevent further deterioration in bank balance sheets. Expenditure prioritization,
particularly for productive infrastructure projects, should be paired with efforts to protect spending
on health, education, and social safety nets. Given limited fiscal buffers and nascent capital market
development, a contingency financing plan should be prepared in advance, including options for
external budget support to cushion downside risks to growth and safeguard financial stability. The
NBC should lower the key rates for marginal lending facility and the 7-day liquidity-provisioning
collateral operations, remain agile in adjusting reserve requirement ratios, if needed, to support
liquidity provision in USD, and operationalize the emergency liquidity assistance (ELA). Absent a
deposit insurance scheme and a strong crisis-resolution framework, the authorities should maintain
credibility through transparent communication and stand ready to implement their bank resolution
framework—including market-based recapitalization, mergers, and liquidation—to safeguard
financial stability. Greater exchange rate flexibility should be allowed to buffer external shocks and
preserve reserves, with the NBC prepared to intervene in the event of disorderly market conditions.

B. Fiscal Policy: Restoring Policy Space to Address Challenges Ahead

13. Fiscal policy should provide temporary and targeted support to vulnerable households

and displaced workers, but policy Strengthening the Fiscal Framework "/

space should be restored in the Type: Parameter: Purpose:
medium term. In the short term, Debt.anchor 40 percent of GDP Ensure debt sustainability under

. . . (medium term) adverse shocks.
this would entail an expansion of
the deficit to accommodate intai i i

. . Deficit ceiling 3.5 percent of GDP Maintain consistency with the debt
targeted assistance for conflict- anchor.
affected populations in lieu of 2-4 percent of the A o
building the Fiscal Reserve Fund Fiscal buffer rule orevious year's Contribute to the Financial Reserve
g . y Fund to build a fiscal buffer.

Over the medium term, fiscal revenue

dISC|pllne should be preserved 1/ The recommendations follow the IMF Fiscal Affairs Department technical
through a gradual, growth—friendly assistance mission in July 2024. The proposed new rules are more conservative
and easily measurable than the current ones.

consolidation that complies with
the 3.5 percent deficit ceiling, and maintains a low overall risk of debt distress for fiscal sustainability

and equipment-related sectors. In response to the return of Cambodian workers from Thailand, the Ministry of
Labour and Vocational Training launched job forums in all 25 provincial capitals. These efforts have facilitated
employment for over 220,000 returnees through September 10, 2025, though many continue to face barriers such as
age discrimination, skill mismatches, and high entry costs.
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under the new fiscal rule proposed by IMF TA (text Table 1). Given decreased access to
concessional financing and limited domestic financing sources, staff assumes fiscal deficits to be
financed by drawdowns in government deposits.

14. Revenue mobilization should remain a key policy priority and require a multi-pronged
approach. Achieving the authorities’ revenue target of 14 percent of GDP by 2028 will require:

e Fully implementing the Revenue Mobilization Strategy (RMS-III), which emphasizes tax
administration reforms with efforts to strengthen compliance through digitalization, alongside
planned excise reforms;

e Accelerating customs modernization by promoting the use of digital documents and signatures
to fully integrate procedures into the National Single Window System, and by further investing
in advanced technologies and artificial intelligence to speed up customs release times and
strengthen risk-based inspections and post-clearance audits—thereby enhancing compliance
and enforcement;

e Strengthening the asset declaration regime, adopting whistleblower protection laws, improving
internal audit and secure reporting mechanisms, and enhancing procurement transparency in all
government agencies to address governance vulnerabilities;

e Further promoting the use of the Non-tax Revenue Management Information System (NRMIS)
and E-Payment systems for non-tax revenue collection, while strengthening the monitoring of
royalty and lease collections;

e Implementing personal income taxation (PIT) reform, broadening the VAT base, and
transitioning from tax holidays to cost-based investment incentives; and

e Reducing tax expenditures based on careful analysis of foregone revenues against the stated
objectives of tax exemptions for economic benefits. Extensive tax incentives risk increasing tax
administration complexity and tax distortions, while potentially exacerbating governance
weaknesses and engendering tax disputes. In this context, staff welcomes the creation of a Tax
Expenditure Working Group to develop a monitoring framework. The authorities should
consider reporting tax expenditure statements that delineate the estimated value of benefits to
taxpayers.

15. Improving expenditure efficiency is essential to achieving inclusive and sustainable
growth objectives. Persistent gaps in social protection, education, health outcomes—particularly
between urban and rural areas—underscore the need for more effective public spending. Staff
welcomes the authorities’ efforts to introduce performance-informed budgeting—supported by
ongoing TA from the IMF Fiscal Affairs Department (FAD)—as a means to better align expenditures
with national development priorities. In this context, staff encourages operationalization of the
spending review framework developed with FAD. The ongoing public administration reforms led by
the Ministry of Civil Service could support efficiency gains, especially given the high share of the
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wage bill in the operational budget. Strengthening infrastructure governance, including through
regular monitoring of contingent liabilities from public-private partnerships (PPP), would help
maximize investment returns and minimize potential fiscal risks. The newly established digital
platform for monitoring PPP projects offers an opportunity to promote good governance and
enhance transparency. However, further measures, such as an annual cap on new contingent
liabilities and PPP contracts, should be considered. The authorities’ efforts to explicitly account for
maintenance costs in the budget are welcome as they help extend the lifespan of infrastructure
services and make public spending more conducive to growth.

16. Strengthening cash and debt management is a pressing priority. A Treasury Single
Account would improve fiscal oversight and cash management for budget financing. Significant
funds are subject to earmarking, though they are fungible. Consolidating accounts can enhance
budget execution by improving cash-management efficiency, reducing unnecessary borrowing, and
providing greater clarity on available resources. Moreover, developing a domestic government bond
market is increasingly important as concessional financing declines with the impending graduation
from Least Developed Country status by end-2029.

Authorities’ Views

17. The authorities underscored their commitment to fiscal discipline and flexibility in the
face of heightened external risks. Their fiscal strategy centers on strengthening tax administration,
digitalization, and reviewing tax expenditures, with the objective of raising tax revenue to 14 percent
of GDP by 2028; however, tax incentives for struggling sectors are likely to remain in place. The
authorities plan to scale up existing social assistance programs and provide support to those
affected by the border conflict, though the latter remains uncosted. They intend to accommodate
these priorities primarily through reallocation from non-priority spending, rather than increasing
debt or drawing on savings to finance current expenditures. Efforts to enhance budget credibility
and efficiency include advancing public administration reform, performance-informed budgeting,
and improved coordination across ministries. The authorities reaffirm their intention to maintain the
fiscal deficit within the new 3.5 percent ceiling, balancing short-term support for vulnerable groups
with medium-term sustainability and readiness to respond to future shocks, supported by ongoing
technical assistance.

C. Monetary Policy: Remaining Agile and Focused

18. Monetary policy should remain agile and resume normalization at a pace calibrated to
evolving economic conditions. In 2023Q4, the NBC lowered the USD reserve requirement rate
(RRR) on deposits and non-resident borrowing back to the pandemic-support level of 7 percent to
support credit activity. Given the highly dollarized economy and the elevated vulnerability of
inflation to external shocks (Box 1), policy normalization should proceed gradually through a return
of the USD reserve requirements to pre-pandemic levels, while keeping in mind of limited evidence
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of policy effectiveness’'. Additionally, over Reserve Requirement Ratio and Interest Rates
. . (Percent) ——RRR in USD
the medium term, the NBC should continue 20 - RRRin KHR
. . Imergst rate on term fjeposit in KHR
efforts to modernize the monetary policy y T panding Interest e It KHR o UsD

—Lending interest rate in USD

framework (e.g., reserve requirement — Federal funds effective rate
averaging, length of maintenance period,
liquidity forecasting) building on the past
IMF TA recommendations (Annex IlI).

2019 2020 2021 2022 2023 2024 2025 Jun
2025

Sources: Cambodian authorities; and IMF staff calculations.

Enhancing Money Market Operations in Khmer Riel (KHM)
© Interbank Market Operations in Khmer Riel (KHR)

Roles: @ Liquidity-Providing :
o Short-term liquidity support Collateralized Operations (LPCOs) 1/ Interest Rate Corridor (IRC)
o Interbank market development Example: Short-term rates (MLF, 7d LPCO, NCD) in KHR

e Monetary policy signaling and
transmlssmp . Commercial banks Ceiling: MLF rate: 6% 5.5%
o De-dollarization 5%

7-day LPCO rate: 3.75% 3.5%

? | 3%
LPCO 7-364 days Collateral Floor: 7-day NCD rate: 1%
Roles: (7. 91, 182, 364) (e.g., NCDs, USD cash, 0.5% Rosx
o Liquidity for financial stability T in current accounts Oct 2023 Jul 2024 Dec. Mar. 2025
o De-dollarization

@ Negotiable Certificates of Deposit (NCDs)

Overnight
liquidity in KHR Short-term debt
(Repurchase is possible)

Commercial banks __ Collateral ] .
(e.g., NCDs) National Bank of Commercial banks

Cambodia (NBC) -— Excess reserves ——

© Marginal Lending Facility (MLF)

NCDs are tradable, and tenors run from 7-364 days (i.e,
7,14, 28,91, 182, 364) in USD and KHR.
Commercial banks [l Reserves

(7 percent) Roles:
e Monetary policy transmission e Deposit facility at the NBC
9 Reserve Requirements (KHR, USD) ® De-dollarization ® Absorbing liquidity

1/ The 364-day-tenor LPCO was phased out in December 2024.

19. Strengthening monetary transmission in KHR and enhancing financial sector resilience
are integral to advancing the de-dollarization strategy. Further narrowing of the interest rate
corridor and the introduction of the overnight deposit facility at the NBC are needed to promote an
active KHR interbank market and improve the operational efficiency of monetary policy. Additional
improvements are required in the liquidity forecasting framework and to further strengthen market
determination of exchange rates.'? The de-dollarization strategy should also include a gradual
transition by firms to paying salaries in KHR and cautious expansion of KHR-denominated lending—
currently targeted at 10 percent to avoid currency mismatches on corporate balance sheets. These
efforts will complement growing usage of the Bakong payment system, offering low-cost, real-time

1 See Annex V Monetary Policy Transmission in Cambodia’s Banking Sector (2024 Article IV Staff Report).

12 Cambodia’s exchange system remains free of multiple currency practices and restrictions on current international
payments and transfers.
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settlement,’ with total payment value reaching 330 percent of GDP. Given the rapid growth in
digital payment adoption, the authorities must ensure robust cybersecurity and strengthen
regulatory and supervisory frameworks to address potential operational and systemic risks.

Authorities’ Views

20. The authorities concurred with staff on the need for monetary policy to remain agile
and responsive to evolving macroeconomic conditions. They emphasized the challenges posed
by Cambodia’s high degree of dollarization, particularly in balancing inflation risks from supply
disruptions with disinflationary pressures from weaker growth. The NBC would consider gradually
restoring reserve requirements to pre-pandemic levels, provided that monetary and economic
conditions allow it, and is advancing its de-dollarization strategy. Key initiatives include
strengthening monetary transmission in riel by further enhancing money market operations,
including through a narrower interest rate corridor and the effective use of policy rate in the future.
The authorities also highlighted efforts to expand regional payment connectivity, such as QR-based
systems and bilateral currency agreements, including the extension of the Bakong payment system
to support cross-border transactions with neighboring countries.

D. Financial Policies: Forging Resilience for Macro-Financial Stability

21. Financial policy should facilitate a

. . Capital Adequacy Indicators
smooth exit from forbearance while

(Percent)
24 20

strengthening supervisory capacity. Phasing NN

out blanket forbearance™ by end-2025 is
critical to enable timely recognition and
resolution of NPLs. The recent deterioration in
asset quality and successive economic shocks

20

-Nonper‘formlng loans net of pr0\/|5|ons to

___________

underscore the urgency of setting aside
provisions, recognize losses and, where
needed, market-based bank recapitalization—
while limiting dividend payouts—to safeguard
financial stability. Targeted recapitalization,
alongside a gradual buildup of the capital conservation buffer,' will help mitigate risks of credit
misallocation and prolonged debt overhang. The banking system’s strong capital and liquidity

capital (right scale) 12
---Regulatory capital to
risk-weighted assets

----- Regulatory capital minus net NPLs to 8
risk-weighted assets

LT 0

2019 2020 2021 2022 2023 2024
2025

Sources: IMF FSI database; and IMF staff calculations.

'3 Bakong is the National Bank of Cambodia’s blockchain-based payment system enabling real-time, low-cost retail
and cross-border transactions. It connects banks and payment providers, supports multi-currency settlement, and
uses the KHQR standard to facilitate merchant and cross-border QR payments. Operated as a tokenized deposit
system backed by commercial bank reserves, Bakong promotes regional integration, supports de-dollarization, and
offers cost-efficient payments attractive to micro and small enterprises.

4 The NBC allowed forbearance for Siem Reap’s tourism sector from September 2023 until end-2024. Since
September 2024, banks are allowed to restructure loans twice without any change in classification.

15> The authorities plan to revisit capital regulations moving from solvency to adequacy in line with Basel Ill, and
increasing in the capital conservation buffer from 1.25 percent to 2.5 percent by end-2025.
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positions at the aggregate level, together with temporary and targeted fiscal support to vulnerable
households and firms, should support the transition. Staff welcomes the authorities’ supervisory
plans to address rising NPLs. Clear and consistent communication will be essential to preserve public
confidence in the financial system and maintain macro-financial stability.

Early Supervisory Intervention
Early Warning Indicators

CET1 Tier 1 Total Possible actions include:
Category 1 Well-capitalized X211% X215% X 220% Not applicable
Category 2 Adequately 8%< X <11% 11%=< X <15% 15%= X <20% Increase reporting requirements, Recovery plan in writing, Stress test
capitalized on proposed recovery actions, interim reports on recovery actions,

restrict large exposure, increase provisions

Category 3 Undercapitalized  5%< X <8% 7%=<X<11% 10%=< X <15% Increase register capital, restrict the acceptance of deposits, restrict
offering higher than market rates on liabilities, prohibit dividend
payments, replace executives or board members, appoint a provisiona
administrator

Category 4 Critically X <5% X <7% X <10% Prohibit the selling of some asset, restructure including divesting

undercapitalized subsidiares and brances, downgrade the institution's license, revoke
license and liquidate institution

Sources: National Bank of Cambodia. Prakas B37.025.377

Notes: The categorization is according to the lowest category attributed to any of the three components. Furthermore, a lower category could be
assigned based on EWIs for liquidity and funding, operation and reputation, credit, profitability and governance. Listed actions are not exaustive of those
mentioned in the regulation.

22. Strengthening financial oversight and crisis preparedness remains a priority.
Supervisory efforts should focus on improving asset quality reporting, enhancing stress-testing
capabilities, and implementing early supervisory intervention, effective January 2026 (text Table 2),
with attention to capital adequacy in quantity and quality. These measures should be complemented
by implementation of emergency liquidity assistance (ELA) and reforms to foreclosure and
insolvency frameworks in the near term, as well as establishment of bank resolution framework and
a deposit insurance mechanism over the medium term. Given the heightened AML/CFT
vulnerabilities, the NBC should promote robust governance and risk management practices across
the banking sector. Supervisors should ensure that banks with elevated reputational and compliance
risks are subject to enhanced scrutiny, including requirements for strengthened internal controls.
Stronger supervision of banks and non-bank financial institutions with significant real estate
exposure, along with broader crisis management reforms, is also essential to safeguard financial
stability. Stronger coordination between the NBC's Financial Stability Committee and the National
Financial Stability Committee will be important to improve data collection, information sharing, and
timely risk assessments—particularly for large conglomerates in real estate and finance. The NBC
should identify vulnerabilities among banks exposed to highly leveraged corporates and take early
supervisory intervention in coordination. Borrower-based macroprudential tools should be
developed, consolidated supervision broadened, and regulations on large exposures and related-
party risks expanded to cover both loans and securities.®

23. Banking sector reforms should supersede the establishment of a state-sponsored asset
management company (AMC) which is often considered a last-resort tool in systemic crises.
While AMCs can help manage elevated NPLs, their effectiveness hinges on key preconditions:

'6 The law allows the NBC to broaden the definition of related parties beyond capital links.
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realistic valuation of NPLs and losses, operational capacity (Annex IV), strong governance (Annex
V), and a functioning legal regime. Risks include obscured losses, implicit bailouts that defer costs to
taxpayers, and moral hazard. Staff underscores that alternatives should be prioritized, notably
enhancing risk assessment, strengthening prudential oversight, and implementing reforms to
collateral enforcement, along with other mechanisms, such as debt resolution, crisis management,
liquidity support, and deposit insurance frameworks.

24. Continued AML/CFT efforts are warranted. The NBC and Cambodia Financial Intelligence
Unit (CAFIU) should continue coordinating effective AML/CFT supervision of banks and non-bank
financial institutions. Improving the regulatory frameworks for cryptocurrency and the digital
payment system is urgently needed to ensure that rapid market developments do not inadvertently
pose risks to financial integrity and financial stability. Efforts by all key stakeholders including the
NBC and CAFIU, coordinated via the National Coordination Committee, should intensify towards
establishing a solid AML/CFT legal and regulatory framework for crypto-assets to mitigate the risks
to financial integrity. The progress made on pursuing the proceeds of fraud should be sustained to
tackle scam centers.

Authorities’ Views

25. The authorities broadly agreed with staff on the need to strengthen financial sector
resilience and confirmed plans to end regulatory forbearance. The NBC acknowledged the
deterioration in asset quality and issued a regulation on early supervisory intervention, effective
January 2026. Forbearance on restructured loans will expire at end-2025, with the NBC noting that
despite temporarily easing borrower’s repayment burden, its continued use masked vulnerabilities in
the banking sector and may have limited the pace of credit normalization. However, the NBC has
been closely monitoring banks’ loan portfolio quality through both off-site surveillance and on-site
examinations. The NBC is revising their regulations on capitalization in line with Basel lll and plans to
set the capital conservation buffer at 2.5 percent by year-end. It also recognizes the importance of
reforming reserve requirements, related-party lending rules and establishing a deposit insurance
framework, and seeks technical assistance to strengthen the insolvency regime. The NBC does not
envisage a state-sponsored AMC but is preparing regulations allowing private AMCs to purchase
NPLs. It also stressed that it will not provide liquidity support through purchases of AMC-issued
bonds.

- STRUCTURAL REFORMS

A. Upgrading the Growth Model Through Accelerated Transformation

26. Building economic resilience will require shifting from reliance on a narrow export
base toward a more diversified and adaptable growth model underpinned by stronger
institutions. While rapid growth over the past two decades has lifted incomes and reduced poverty,
recent tariff measures and border-related trade disruptions have exposed vulnerabilities from heavy
dependence on apparel and footwear exports to a limited number of markets and constraints in
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business facilitation (e.g., licensing, customs clearance, facilitation fees). These shocks underscore
the urgency of reforms to broaden the production base, enhance the capacity to pivot toward new
products and destinations, and improve business facilitation. Key priorities include investing in
human capital to upgrade skills, improving access to finance for SMEs, reducing credit
concentration, modernizing trade policies to lower compliance risks, and strengthening governance
and institutional quality (128-29) to anchor sustainable and inclusive growth.

Needs for Strengthening Resilience and Promoting Sustainable and Inclusive Growth

Cambodia's Trading Partners Have Evolved Over Time Imports From China Have Increased Most in Cambodia
(Percent, share of exports and imports by country/region) (Imports from China in percent of total merchandize imports)
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Sources: Cambodian authorities; Haver Analytics; IMF staff calculations; OECD, DAC2A: Aid (ODA) disbursements to
countries and regions; and the World Bank.

1/ Based on the data from January to August, 2025.

2/ Includes total disbursements of official development assistance (ODA) to Cambodia, as reported by donors.

27. Effective implementation of national development strategies is critical to advance
structural transformation and diversify trade and FDI. Full execution of RMS-IIl for domestic
resource mobilization would help offset declining official development assistance (ODA)'” and
create fiscal space for realizing the Pentagonal Strategy and the Logistics and Transportation
Strategy (Box 2). Reform priorities include upgrading infrastructure, reducing electricity costs, and
streamlining licensing to raise productivity, complemented by improved trade facilitation and
deeper integration into regional and global value chains. The authorities need to ensure that

7 The cut by USAID amounts to around 0.3 percent of GDP.
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projects financed by FDI (and PPP) can further crowd in private investment and create employment
for Cambodians. Targeted climate adaptation measures—such as expanding irrigation networks,
improving flood and drought management systems, and strengthening rural infrastructure—would
bolster agricultural productivity and enhance resilience to extreme weather events. Progress on
digital infrastructure—through transparent issuance of 5G licenses and enhanced competition in
telecoms—would lower costs and boost competitiveness. Adoption of green technologies to reduce
carbon intensity would further strengthen productivity and investor appeal. Together, these reforms
would broaden the economic base, enable a shift toward higher value-added exports, and generate
new employment opportunities, supporting more inclusive and broad-based growth.

28. Governance, regulatory, and energy sector reforms will be essential to support
diversification and competitiveness. Strengthening legal transparency, curbing informal
payments, and improving transparency in tax administration would enhance the business
environment and support efforts to attract FDI for diversification. Modernizing trade policy—
through stricter enforcement of rules of origin, streamlined customs procedures, and transparent
accreditation of higher education institutions—would reinforce credibility with international
partners. While recent steps to strengthen rules of origin enforcement are welcome, their impact will
depend on effective implementation, backed by adequate resources and skilled personnel. Effective
implementation would be critical to consolidating trust with key trading partners and should lay the
groundwork for expanding market access to other strategic destinations. High electricity costs—
nearly double those in Vietham—remain a major constraint. Current electricity tariffs and charges on
self-generated solar power deter private investment in green energy and weaken Cambodia’s
attractiveness to global brands. Removing these barriers would lower costs without direct fiscal
expense, while signaling a strong commitment to sustainability and fair competition.

29. Strengthening governance and the rule of law remains critical for sustaining inclusive
growth and investor confidence. While anti-corruption institutions have accomplished positive
steps, enhanced efforts are needed to address significant corruption vulnerabilities (Annex V).
Timely enactment of key anticorruption legislation is needed, including on access to information and
protection of reporting persons (whistleblowers). The independence and capacity of the National
Audit Authority (NAA) to conduct risk-based audits should be reinforced. Digitizing the asset
declaration regime, with public access to declarations by high-risk officials, is essential to promote
accountability. Stronger inter-agency cooperation among NAA, Anti-Corruption Unit, and CAFIU will
help address elevated corruption risks in sectors such as land management, construction and
environmental permits, customs, and public procurement. Adopting laws on the organization of
commercial courts and related legal procedures would strengthen contract enforcement, property
rights, and the resolution of NPLs.

30. Addressing data limitations is critical to effective surveillance and risk assessment.
Persistent data gaps continue to hamper surveillance, and lags in the provision of detailed financial
sector data have increased. Staff recommends continued efforts to strengthen institutional capacity
to address data gaps. Enhancing data collection and quality (e.g., the external and financial sectors)
is needed to help make informed policy decisions. Improving the timeliness and frequency of

20 INTERNATIONAL MONETARY FUND



CAMBODIA

releasing key macroeconomic indicators, such as quarterly national accounts, will further support
this goal. In this context, staff welcomes the authorities' commitment and efforts to empower the
National Institute of Statistics (NIS), with the IMF TA support (Annex VI).

Authorities’ Views

31. The authorities broadly agreed with staff on the need to accelerate diversification,
strengthen competitiveness, and enhance institutional quality to build resilience. They noted
that recent U.S. tariffs, while challenging, have spurred reforms to expand export products and trade
partners, including efforts to deepen trade ties with the United States. Integration efforts with the
EU, China, and ASEAN are also progressing, supported by targeted sectoral strategies including the
Garment, Footwear and Travel Goods Development Strategy, SME promotion programs, and agro-
industrial park initiatives. The implementation of the Pentagonal Strategy and the Logistics and
Transportation Strategy is advancing through infrastructure upgrades, reductions in logistics and
energy costs, and expanded digital connectivity. The authorities also highlighted recent energy and
climate initiatives, including large-scale wind and solar projects, smart grid expansion, and
regulatory reforms to promote EVs and clean energy investment. Governance reforms are underway,
focusing on stricter enforcement of rules of origin, streamlined customs procedures, and improved
licensing aligned with international standards. Human capital development remains a priority, with
efforts centered on targeted upskilling and active labor market policies.

32. The authorities reaffirmed their commitment to strengthen the fight against
corruption and to enhance inter-agency coordination. They indicated that submission of the
Access to Information Law is expected in 2029, as priority is being given to other legislative
initiatives, including a Law on Fake News and a reform to the Press Law. They also expressed interest
in Fund technical assistance, particularly to bolster anti-money laundering efforts (with a focus on
risks from virtual assets) and to reinforce the asset declaration regime through risk-based audit
mechanisms. In addition, they noted that a law establishing the institutional architecture for
commercial courts will be enacted before year-end, to be followed by a law setting procedural
regulations for commercial disputes.

STAFF APPRAISAL

33. The near-term outlook has weakened amid a confluence of shocks. Cambodia’s
economy grew strongly in 2024, supported by a rebound in garment and agricultural exports and a
gradual recovery in tourism. However, the recovery remains uneven—domestic demand is subdued,
and financial pressures are elevated—and near-term growth is expected to decelerate. Trade
tensions and the border dispute with Thailand, despite the July ceasefire, are beginning to weigh on
tourism and remittance inflows. Inflation has picked up but remains contained. The fiscal deficit is
expected to increase, reflecting weak revenue performance and rising spending needs. The current
account deficit is projected to widen, driven by imports linked to FDI inflows, and weaker tourism
and remittance inflows. Financial sector vulnerabilities are deepening, with elevated nonperforming
loans (NPLs), low profitability, and high credit risks.
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34. Risks to the outlook are tilted to the downside. A sharper escalation in trade or re-
escalation of border tensions could further weaken exports, tourism, and growth. Domestically,
financial sector vulnerabilities are a key concern. High private sector debt and rising NPLs could
expose financial vulnerabilities among corporates and households, undermining the recovery. On
the upside, successful reintegration of returning workers into the labor market could support
consumption and help mitigate some of the adverse growth effects.

35. Fiscal policy should aim to cushion the impact of current shocks while preserving fiscal
prudence. Temporary and targeted support for vulnerable households and displaced workers,
alongside active labor market policies, will be essential to mitigate hardship and support demand.
Over the medium term, gradual, growth-friendly consolidation is needed to rebuild buffers to
ensure long-term fiscal sustainability. Strengthening revenue mobilization—through tax
administration reforms, digitalization, and reduced tax expenditures—is critical. Improving
expenditure efficiency and infrastructure governance will help align spending with development
priorities and support inclusive growth.

36. Monetary policy should remain agile and responsive to evolving conditions. While
dollarization continues to limit policy effectiveness, normalization should proceed gradually,
including restoring reserve requirements to pre-pandemic levels. Efforts to strengthen monetary
transmission in Khmer Riel and improve liquidity management are welcome. Continued
modernization of the policy framework, coupled with transparent communication, will be important
to enhance policy credibility and effectiveness.

37. Financial sector policies should focus on managing rising risks and reinforcing
oversight. The planned phase-out of forbearance by end-2025 is essential to enable timely
recognition of distressed assets for provisioning and recapitalization. Supervisory capacity should be
strengthened, including through enhanced asset quality reporting, stress testing, and early
intervention tools. Reforms to insolvency and crisis management frameworks and the establishment
of a deposit insurance scheme as well as continued AML/CFT efforts will help safeguard financial
stability.

38. Accelerating structural reforms is critical to unlock opportunities for upgrading the
growth model and strengthening economic resilience. Diversifying exports, deepening financial
markets, and improving institutional quality will be key to sustaining growth. Implementation of
national development strategies, exp