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IMF Executive Board Concludes 2013 Article IV Consultation with Cambodia

On January 27, 2014, the Executive Board of the International Monetary Fund (IMF) concluded
the 2013 Article IV consultation' with Cambodia, and considered and endorsed the staff

appraisal without a meeting.’

Economic activity remained strong in 2013 driven by robust exports, with garment exports
helped by preferential access to European Union, and tourism with more diversified destinations.
Real estate and construction also expanded rapidly supported by fast credit growth. Foreign
direct investment (FDI) remained strong partly driven by factories relocating from China and
Vietnam. Nonetheless, staff estimates real GDP growth to remain at 7 percent in 2013 due to the
sluggish global economic recovery, the recent floods, and the slowdown in economic activity

during the election period.

Private sector credit has been growing by about 30 percent (year-on-year) on average in the last

three years driven mainly by ample liquidity, including bank funding from abroad, and

! 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.

? Article IV consultations are concluded without a Board meeting when the following conditions apply: (i) there are
no acute or significant risks, or general policy issues requiring Board discussion; (ii) policies or circumstances are
unlikely to have significant regional or global impact; (iii) in the event a parallel program review is being completed
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it is also being completed on a lapse-of-time basis; and (iv) the use of Fund resources is not under discussion or

anticipated.



heightened competition in the banking system. In the process, the loan-to-deposit (LTD) ratio
trended upwards to over 100 percent and credit-to-GDP ratio nearly doubled to 40 percent
diverging from past trends of sustainable financial deepening. The National Bank of Cambodia
raised the reserve requirements on foreign currency deposits in September 2012 by Y2 percentage
points (ppt) to 12% percent, but bank funding from abroad is not subject to any prudential limits.
Notwithstanding the rapid credit growth, inflationary pressures eased due to moderating
commodity prices. As a result headline inflation is estimated to average around 3 percent in 2013

once the impact of the recent floods on food prices subsides.

The current account deficit including official transfers is expected to stay flat at around

82 percent of GDP in 2013 owing to strong but moderating imports, and remain fully financed
by FDI and official loans. The deficit is projected to decline to 5%z percent of GDP over the
medium term with improved competitiveness and diversification of exports, and lower imports
after the completion of large power projects. Gross official reserves stood at US$3.6 billion in
November, about 3% months of prospective imports, and this reserve coverage appears to be
adequate considering the long-term nature of Cambodia’s external debt, although the high degree
of dollarization would suggest that a higher level of reserves may be warranted. Consistent with
this stable external position, the real effective exchange rate has remained stable since the 2008

global financial crisis.

Fiscal consolidation remained broadly on track. Buoyant domestic demand and revenue
collection efforts improved revenue performance, while domestically-funded spending has been
in line with the budget. As a result, the fiscal deficit, excluding grants, is expected to narrow
further by about ¥z ppt of GDP in 2013, leaving the stock of government deposits, the only fiscal
buffers, at around 4% percent of GDP.

Executive Board Assessment

In concluding the 2013 Article IV consultation with Cambodia, Executive Directors endorsed

staff’s appraisal, as follows:



Economic activity remains strong driven by robust exports, tourism, and construction despite
recent floods and some slowdown during the election. Growth is projected to pick up to

774 percent in 2014 and reach 7% percent over the medium term along with global recovery,
improvements in infrastructure, competitiveness, and investment climate. Inflation is expected to
remain low in 2013-14 due to stable food and fuel prices. The external position is stable
notwithstanding a declining reserve coverage of foreign currency deposits, and the real effective

exchange rate appears to be in line with fundamentals,

The U.S. tapering and slow European growth could expose Cambodia’s favorable outlook to
downside risks. On the domestic side, rapid credit growth and emerging risks in a fast changing
financial landscape could undermine financial stability; extreme weather conditions could affect
agriculture and growth, and labor market instability could disrupt garment production and
exports. Should these downside risks materialize, low fiscal buffers would require any additional

expenditure to be allocated to high-impact development spending,

The progress made by the authorities in implementing past Article IV recommendations is
welcome. They have improved revenue collection, formulated a revenue mobilization strategy
(RMS), and strengthened public financial management (PFM), including improving the
monitoring of contingent liabilities. They have also introduced negotiable certificates of deposit
(NCDs) to help develop the interbank market, improved financial supervisory capacity, and
established an initial memorandum of understanding (MoU) to establish a financial crisis
management framework. Continuous progress in many of these areas remains necessary and is

reflected in the priorities of this Article IV consultation.

The strong fiscal performance has continued, driven by substantial improvement in revenue
collection and prudent spending. Fiscal consolidation should continue to rebuild government
deposits—the only fiscal buffers—in view of the expected decline in grants, to maintain long-
term fiscal and debt sustainability, including by making the planned wage increases in 2014 a
part of a broader civil service reform. Successful implementation of RMS strategy and careful
management of contingent liabilities are needed to rebuild and safeguard the fiscal space.
Continuing with PFM reforms remains important to improve fiscal accountability and

transparency.



