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Abstract  
 
The global financial and economic crisis is the latest in a series of external shocks to hit Cambodia in 
the space of about two decades, following on from the food crisis that struck in 2006 and the Asian 
financial crisis of 1997. Wrestling with the effects of these three crises has represented a major feat for 
Cambodia’s post-conflict economy. The global financial crisis hit Cambodia through its second-round 
effects on trade, private capital flows and, ultimately, the country’s growth sectors. Its overall impact 
has been all too clear. From being one of the fastest-growing economies in the world, Cambodia is now 
poised to suffer one of the steepest contractions in output in developing East Asia. In the decade 
before the crisis, the country experienced significant reductions in poverty, whereas the number of poor 
Cambodians is now expected to increase.  
 
There have been indications that the Cambodian economy has already bottomed out and is now on the 
rebound, but there are significant downside risks involved in this upturn. The fate of the garment 
sector, the economy’s sole major export driver, remains uncertain, having lost competitiveness in the 
global post-quota environment. The government has not had the fiscal capacity to deliver a bigger and 
sustained stimulus, and the effectiveness of some of its responses has been of concern. In the end, 
recovery will require not only a rosier external environment but also internal improvements. Cambodia 
will need to go beyond traditional dependencies, latch onto neglected aspects of competitiveness, 
decisively implement its governance reform agenda and deal effectively with the problems facing the 
economy and particularly the agriculture sector.  
 
 
 
 
 



 

 1 

1. Introduction 
 
The wheels have turned once again. Then not even a decade old, the post-conflict economy of 
Cambodia had to wrestle with the effects of the Asian financial crisis back in 1997-1998. After this, the 
country experienced the tentative beginnings of economic takeoff, eventually growing at a breathtaking 
annual pace of more than 9% on average, managing a partial shift towards more productive industrial 
and services sectors. The food crisis struck in 2006 and the global financial crisis hit the country by the 
middle of 2008. Without question, wrestling with the effects of three major external shocks in the 
space of two decades, following a period of destruction and isolation, has comprised a major feat for 
the Cambodian economy.  
 
The seismic shift in performance triggered by the global economic meltdown has been all too clear in 
Cambodia. Prior to the financial mayhem, Cambodia was among the 10 fastest-growing economies in 
the world and its poverty rate was decreasing at a modest rate. Now the country appears poised to 
suffer one of the steepest contractions in growth in developing East Asia, as well as an estimated 
absolute increase in the number of poor by 0.2 million, based on a poverty line of $1.25 a day (ADB, 
2009b; CDRI, 2009d; IMF, 2009f; 2009g; World Bank, 2009c; 2009d).  
 
As in other developing economies whose financial sectors may not be that globally integrated but 
whose real economies are, Cambodia has been hit more by the second round of the global shock. This 
recalls a vital lesson from the country’s experience during the Asian financial crisis: the first bout of an 
economic storm is never the last. Given its lack of exposure to toxic subprime products and its stronger 
defence against the contagion effects of externally driven crises, Cambodia, along with other East Asian 
countries, was initially considered capable of bypassing the storm. As matters worsened, however, the 
country eventually succumbed to the second-round impacts of the shock, transmitted through trade, 
capital flows and, ultimately, the country’s growth drivers. As activities in the real sector skidded to a 
standstill, the strain on the financial sector mounted. Most unfortunate of all, the poor have been put at 
even more risk.3

 
  

Signs of world recovery, albeit sluggish, have been detected. This report follows up on Cambodia’s shift 
in growth performance and the tough but necessary track towards economic resurgence.4

 

 In the end, 
the country’s sustainable recovery will rely as much, if not more, on internal improvements (pull 
factors) as on a rosier external environment (push factors). Cambodia must alter and progress beyond 
traditional dependencies, latch onto vital but neglected aspects of competitiveness and, as is 
underscored numerous times, implement its economic and governance reform agenda decisively.  

                                                           
3 See CDRI (2009a) and Jalilian et al. (2009) for similar assessments.  
4 The first Global Financial Crisis Discussion Paper on Cambodia was published in May 2009 (Jalilian et al., 2009). 
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