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EXECUTIVE SUMMARY

Cambodia is facing near-term macroeconomic shocks
that unmask deeper structural vulnerabilities. A
combination of higher fuel prices, falling remittances
Jfollowing the return of nearly one million migrant
workers, and weak domestic credit—stifled by a
construction downturn and a lack of bankable
projects—is constraining growt/o to a projected 3.9
percent in 2026, eroding real incomes, and threatening
to push over one million people into poverty. Resilient
foreign  direct investment inflows and adequate
international reserves provide near-term  buffers,
though they cannot substitute for reforms required
to unlock long-term growth potential. Adding to this
urgency, Cambodia’s working-age population share
is projected to peak around 2043, leaving barely 17
years to convert its remaining demographic dividend
into higher productivity and better jobs. The policy
challenge is therefore twofold: cushion vulnerable
households and  preserve macro-financial stability
now, while accelerating the human-capital, care-
economy, trade, and labor-mobility reforms needed to
secure Cambodia’s path to bigh-income status before
its demographic window closes. Part 2 of this report—
“Forever Young? Cambodia’s Demographic Transition
and the Road to Vision 2050"—lays out the policy
options for Cambodia to turn its youth premium into
lasting prosperity.

Cambodia is facing a macroeconomic stress
test in which resilience anchors remain intact,
but domestic demand is weakening amid
simultaneous pressure from rising fuel prices,
declining remittances, and constrained credit.
Higher energy, food, fertilizer, and logistics costs
are eroding household purchasing power and firm
margins, while the return of nearly one million migrant
workers from Thailand in mid-2025 has sharply
reduced remittance income; annualized remittances
fell to just 3.6 percent of GDP in 2025, from the 6
percent average recorded between 2019 and 2024.
The shock is regressive: simulations indicate that a
60 percent fuel price increase could lower household
consumption by about 8 percent on average, raise
the poverty rate by 6.2 percentage points, and push
some 1.1 million people into poverty, with about
80 percent of welfare losses transmitted indirectly
through higher prices of goods and services.

Private consumption is weakening under the
combined weight of high inflation, shrinking
remittances, and tightening credit. Headline
inflation rose to 5.6 percent year-on-year in March
2026 and 5.8 percent in April, led by food and
transport, after gasoline prices increased 45 percent
and diesel over 70 percent in March—the largest
single-month change since 2008. While energy prices
eased slightly by late May, they remained 36 percent
and 35 percent above pre-conflict levels for diesel and
gasoline, respectively—a threshold likely to persist as
the Middle Eastconflict continues. Compounding this
squeeze on purchasing power, quarterly remittance
inflows fell sharply from a historical average of 1.3-
1.7 percent of GDP to 0.5 percent by the fourth
quarter of 2025. Meanwhile, credit conditions have
tightened de facto despite an accommodative policy
stance. By February 2026, domestic credit and broad
money (M2) growth had eased to 5.6 percent and 9.8
percent year-on-year (y/y), respectively—reflecting
slowing deposit accumulation, subdued demand,
and the limits of monetary transmission in a highly
dollarized economy.

The labor market has absorbed many returnees,
but the quality and sustainability of those jobs
will determine whether this shock becomes a
demographic opportunity or a source of lasting
vulnerability. In 2025, the economy added roughly
800,000 jobs—including 401,000 in the formal
sector—while proactive reintegration efforts, such
as competency-based assessments and direct factory
referrals, helped place approximately 620,000
returnees in employment. Nevertheless, about
230,000 returnees remain unemployed. A significant
structural mismatch persists between the returnee
profiles—typically older, male, and rural—and labor
demand, which remains concentrated in younger,
female-intensive manufacturing near Phnom Penh.
Addressing this gap will require coordinated skills
recognition, targeted training, and short-term
employment programs, particularly in high-poverty
and returnee-concentrated areas.

Foreign direct investment (FDI) remains
Cambodia’s main resilience anchor, but the
widening gap with domestic firms reveals
a structural competitiveness problem. FDI
reached US$5.1 billion (10.1 percent of GDP) in
2025, a 15 percent y/y increase, rotating beyond
garment manufacturing into travel goods, footwear,
electronics, appliances, vehicle tires, and renewable
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energy. Domestic investment remains sluggish,
however, reflecting high logistics and energy costs,
limited scale, weak supplier linkages, and a business
environment that still disadvantages domestic firms
relative to imports and larger foreign investors. The
current shocks have widened this dual-economy gap,
not created it.

Cambodia’s external sector is resilient in goods
exports, yet it faces vulnerabilities from subdued
tourism, rising import costs, and persistent
market concentration. Goods exports excluding
gold grew 17.7 percent y/y in the first quarter of
2026; however, the contribution of garments, travel
goods, and footwear (GTF) has slowed, reflecting
the unwinding of earlier frontloading. Market
concentration remains high, with the United States
absorbing over 40 percent of total exports. On the
services side, Angkor revenue declined 30 percent
y/y in the first quarter, while import growth reached
23.3 percent, driven by higher fuel costs and stronger
demand for intermediate inputs. Consequently, the
current account deficit is projected to widen to 5.2
percent of GDP in 2026, though it remains fully
financed by robust FDI inflows.

Macroeconomic buffers provide room to
respond. Gross international reserves stood at
US$29 billion by February 2026 (about eight months
of imports) standing ready to cushion terms-of-trade
shocks and pressures on the exchange rate, and 2025
closed with the first post-pandemic fiscal surplus of
0.6 percent of GDP partly helping to restore fiscal
buffers. Public debt remains manageable at around
26 percent of GDP, but fiscal space is not unlimited:
it would need to be preserved for targeted household
support, productive jobs, and human-capital
investment rather than open-ended price subsidies.
Non-performing loans rose to 8.9 percent in 2025
amid property-sector stress, underscoring the need
for transparent recognition of loan stress, time-bound
supervisory follow-up, and faster distressed-asset

resolution, along with vigilance and preparedness.

Growth is projected to slow to 3.9 percent
in 2026, before recovering as FDI-led
manufacturing capacity comes onstream. Under
the baseline, growth rises to 4.9 percent in 2027 and
5.1 percent in 2028, with inflation averaging 3.1
percent in 2026 before easing, the current account
deficit narrowing gradually, and the fiscal deficit
remaining contained (Table ES1). The baseline

Cambodia Economic Update June 2026

assumes energy price pressures stabilizing, tourism
gradually recovering, the remittance shock easing as
returnees are absorbed, and recent FDI commitments
translating into productive manufacturing capacity.

The downside risks to the baseline are
substantial, underscoring the need for proactive
policy to prevent temporary shocks from
inflicting lasting scarring on jobs, confidence,
and productivity. Externally, a prolonged Middle
East conflict could sustain elevated energy prices,
exacerbating food and logistics costs, while global
trade-policy uncertainty—particularly the impending
July expiration of the 10 percent U.S. tarift rate—
could weigh heavily on export demand. Domestically,
renewed border tensions could disrupt trade flows
and investor sentiment, while the ongoing real-estate
downturn could continue to test financial sector asset
quality.

Macro outlook

(percent of GDP unless otherwise indicated)

Projections Llirtigs fhon
J December 2025
2026 2027 2028 2026 2027
Realgrowth o5 .o 51 04 .02
(percent)
CPI (period
average, 3.1 2.7 2.5 0.1 -0.4
percent)
Current 52 50 47 15 14
accounts
Overall fiscal -, = ;5 5 13 0.3
deficit
Public debt 26.1 26.2 25.9 -0.7 -0.8

Sonrce: Cambodian authorities and World Bank staff estimates and
projection.

A targeted, temporary, jobs-focused response
that preserves fiscal discipline would allow
Cambodia to protect households and jobs now
without compromising the public investments
needed for long-term growth. The immediate
priority is to shield vulnerable households, sustain
domestic demand, keep productive firms operating,
and prevent financial stress from amplifying the
downturn while preserving fiscal space for education,
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health, skills, and adaptive social protection before
Cambodia’s demographic window closes. The
government has already moved on several fronts,
including a temporary electricity tariff freezes, duty
reductions, livelihood grants under the National
Social Assistance Fund, and proactive reintegration
support for returned migrants. Building on this
platform, the next phase can sharpen targeting

and prioritize high-leverage actions: implementing
targeted cash transfers rather than broad subsidies,
launching labor-intensive  public  works in
underserved areas, providing urgent agricultural
input support, maintaining supervisory vigilance in
the financial sector, and pursuing low-cost reforms
to reduce logistics and business costs (see table ES.2
for more details).

Priority policy options

Rationale

Options for the next 6-9 months

Options for the next 9-15
months

Targeted social ~ Fuel and remittance Targeted, time-bound cash transfers Expand the Family Package to
protection and  shocks are eroding through IDPoor and returnee channels  near-poor and at-risk households
jobs purchasing power; a (benchmark: about US$45/household  with shock-responsive triggers;
60 percent fuel price for 3—6 months, an estimated US$30 scale graduation-based livelihood
increase could push million/month—compared with about  support; use TVET vouchers,
about 1.1 million US$50 million/month for broad fuel-  stipends, and micro-credentials to
people into poverty, tax relief). reconnect returnees and informal
while many returnees ) ) ) workers to better jobs.
remain in informal or  Fast-track labor-intensive public
vulnerable work. works in underserved provinces and
high-poverty communes: rural roads,
irrigation, community facilities,
secondary-school construction.
Fiscal Cambodia retains Refrain from further fuel-tax cutsand ~ Anchor the response with
discipline, buffers, but open-ended announce explicit sunset clauses for revenue reforms, including VAT
energy shock subsidies would erode  existing reductions; closely monitor the modernization, rationalization of
management,  the fiscal space needed  implicit fiscal cost of keeping electricity  tax expenditures and investment

and revenue for human capital,

retail tariff freezes; and deploy low-

incentives, excise reforms

resilience productivity, and cost energy demand-management (particularly health taxes), and the
resilience against future measures (such as work-from-home implementation of the personal
shocks. guidance, staggered hours, conservation income tax framework.
campaigns) should pressures intensify
and conditions warrant.
Agriculture, Farmers face a narrow  Implement an urgent fertilizer Enhance agricultural productivity
food security, =~ May—June planting plan: coordinate with importers and lower farm-to-market costs
and rural window; diesel, and distributors, fast-track customs through rural road maintenance,
incomes fertilizer, and pesticide  and licensing for fertilizers and soil small irrigation works, affordable
costs threaten yields, conditioners, issue extension advisories  seasonal finance, solar-powered
rural incomes, and food  on efficient application and blended/ irrigation, and support for higher-
security. bio-fertilizer use, and publish weekly value crop upgrading.
provincial price data to deter hoarding
and price speculation.
Financial Credit and property- Maintain supervisory vigilance; require ~ Ensure the AMI framework
stability and sector stress could banks with high NPLs to implement supports genuine resolution and
access to amplify the downturn if credible, time-bound NPL reduction price discovery; improve insolvency
finance confidence weakens or  and capital-restoration plans; enforce and collateral enforcement;

viable firms lose access
to working capital.

adequate provisioning while facilitating
orderly restructuring, recoveries, and
write-offs where appropriate; and ensure
recapitalization remains shareholder-led
to avoid fiscal bailouts.

complete the financial safety net—
including bank resolution, deposit
protection—once macroeconomic
conditions stabilize; expand
CGCC/SME Bank risk-sharing
facilities, linking them explicitly to
job retention and creation.
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Rationale

Priority

Options for the next 6-9 months

Options for the next 9-15
months

Structural The same shocks Accelerate zero- or low-cost reforms: Launch supplier linkages between
competitiveness that weaken the near- integrated inspections, customs anchor FDI firms and Cambodian
and term outlook also digitization, Cambodia National SME:s; fast-track rooftop solar for
demographic reveal the reforms Single Window rollout, elimination priority users under Sub-decree
transition needed to convert of informal fees, exporter complaint No. 52; prioritize investments in
Cambodia’s remaining  mechanisms, streamlined business education quality, TVET, care-
demographic dividend ~ permits, and rapid investor aftercare. economy formalization, alongside
into productivity-led structured migration pathways,
growth. and trade diversification to prepare
for LDC graduation in 2029.
Cambodia’s immediate macroeconomic and to 5.7 workers per elderly person. Closing human-

demographic challenges are connected: the
returnee shock, the need for better jobs, and the
pressure on household incomes all point to the
same policy imperative—raising productivity
before the demographic window closes.
Cambodia’s working-age population share is projected
to peak around 2043; by 2050, the labor force could
be about 3.7 million workers larger than in 2024, but
the old-age support ratio is projected to fall from 10.4

Cambodia Economic Update June 2026

capital gaps could raise future earnings potential by an
estimated 68 percent, while formal childcare, eldercare
training, structured migration, and trade diversification
can turn Cambodia’s relative youth into a regional
economic advantage. By pairing immediate, prudent
macroeconomic management with strategic, long-
term investments in its people and productive capacity,
Cambodia can navigate the current headwinds and
seize its demographic dividend.
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I. RECENT ECONOMIC
DEVELOPMENTS

Geopolitical Shocks and Domestic
Demand Pressures

Cambodia’s high external dependence has served
as a direct transmission channel, converting
the recent Middle East oil price spike into an
immediate domestic-demand contraction. This
vulnerability is occurring against a backdrop of
weakening global economic momentum, which
had shown signs of consolidation in early 2026
before being interrupted in March by escalating
geopolitical tensions.! The resulting surge in energy
prices, heightened commodity market volatility, and
disruptions to key maritime shipping routes have
introduced significant downside risks for energy-
importing economies across East Asia and the
Pacific.?

Figure 1. Conflict in the Middle East and its
impacts on the economy

Real economy channel

A severe oil price shock is transmitting through
Cambodia’s economy via two distinct but
reinforcing pathways/channels (figure 1). In
the real economy, surging energy and logistical costs
suppress overall growth, compress profit margins, and
severely diminish trade competitiveness. As a result,
structurally vulnerable sectors face acute pressure,
with agricultural production expenses soaring and
rising airfares curtailing international tourism. Via
the price channel, these heightened operational costs
trigger a broad-based acceleration in inflation. The
heavy weight of food in houschold expenditures
means that price shocks severely erode purchasing
power for the poor and vulnerable, jeopardizing
recent progress in poverty alleviation.

1 Global Monthly 2026.
2 World Bank 2026a.
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Private Consumptz'on Under Pressure

Private  consumption—the backbone of
Cambodia’s economy at over half of GDP—is
softening under the weight of a severe “triple
challenge.” Household purchasing power is being
simultaneously eroded by elevated price levels, a
contraction in remittance inflows, and tightening
domestic credit conditions, creating a pronounced
drag on domestic demand and curtailing real growth

(figure 2, panel A).

The first challenge is an inflationary oil price
shock that has severely eroded real household
incomes. Triggered by the Middle East conflict,
this shock abruptly ended a period of fuel price
stability that had held since 2023. In March 2026,
gasoline and diesel prices surged by 45 percent and
over 70 percent, respectively, relative to pre-conflict
levels—the sharpest single-month increase since
2008 (figure 2, panel B). While gasoline and diesel
prices moderated to 35 percent and 36 percent,
respectively, above pre-conflict benchmarks by late
May, the domestic pass-through was exceptionally
fast. Despite global crude prices easing by late April,
domestic retail prices remained stubbornly high,
reflecting limited reserves to buffer the shock. This
rapid pass-through drove headline inflation to 5.6
percent in March and further to 5.8 percent y/y
in April 2026 (figure 2, panel C). Driven by the
food and transport subindexes, these inflationary
pressures disproportionately threaten to slow
poverty reduction, given the high share of food in
vulnerable households’ consumption baskets. Box 1
provides a detailed analysis of this fuel price shock
on household welfare.

The second challenge comes from a severe
remittance shock. Following border tensions in
July 2025, the abrupt repatriation of nearly 1 million
migrant workers from Thailand led to a plunge in
remittance inflows. Quarterly inflows collapsed
from a historical average of 1.3-1.7 percent of GDP
to just 0.5 percent by the fourth quarter of 2025.
Consequently, annualized remittances fell to 3.6
percent of GDP in 2025, a sharp decline from the
6 percent average recorded between 2019 and 2024
(figure 2, panel D). With the active migrant workforce
plunging by 70 percent by year-end (figure 2, panel E),
this sudden contraction has severed a critical financial
lifeline, eliminating cross-border migration as a viable
income-smoothing strategy for the poor.

3 NBC 2026a.



Box 1. Who bears the burden? Fuel price shocks and household welfare'

Conflict escalation in the Middle East since early March 2026 triggered a sharp spike in global oil prices, with retail
prices of gasoline and diesel in Cambodia rising by 43 percent and 70 percent, respectively, in less than two weeks (March
7-17,2026). With diesel accounting for approximately 69 percent of Cambodia’s combined gasoline and diesel imports, the
weighted average price increase stands at 62 percent.

On average, Cambodian households allocate about 4 percent of their budget to fuel — gasoline, kerosene, and diesel —
consistently across all consumption deciles (figure B.1.1).

Welfare Impact: Under a 60 percent increase scenario, household consumption would decline by 8.0 percent, with the
burden falling disproportionately on the poor. The poorest decile experienced a consumption loss of 8.2 percent, exceeding
the 6.7 percent recorded for the richest decile (figure B.1.2a). This impact is largely driven by indirect effects — transmitted
through higher prices of goods and services — which account for approximately 80 percent of the total welfare loss. Under
a 10 percent increase scenario, household consumption would fall by 1.6 percent. A similar distributional pattern was
observed, with the poorest decile experiencing a consumption loss of 1.7 percent, compared with 1.4 percent for the richest

decile (figure B.1.2b).

Figure B.1.1. Fuel as a share of
household consumption

Figure B.1.2a. Welfare loss (% of
consumption) from a 60% fuel price
increase

Figure B.1.2b. Welfare loss (% of
consumption) from a 10% fuel price
increase
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Source: World Bank staff calculation using
Cambodia Socio-Economic Survey (CSES) 2023.

Sonrce: World Bank staff calculations using CSES 2023.
Note: Simulation used OECD Input-Output table (2020), and did not take behavioral change into
account.

Poverty Impact: A 60 percent fuel price increase is projected to raise the poverty rate by 6.2 percentage points (figure B.1.3a),
pushing approximately 1.1 million people into poverty (figure B.1.3b) — a significant setback for poverty reduction efforts.

Farmer Vulnerability: Energy and agrochemical costs, estimated at 43 percent of total crop production expenses (figure
B.1.4), allow for only narrow profit margins for farmers. Consequently, a 30 to 40 percent spike in global oil prices could
double diesel costs and trigger a 40 percent surge in crop production costs, threatening farm employment, exports, and
food security. The sector’s structural weaknesses further limit its capacity to absorb such shocks: despite employing 3
million people—one-third of the national workforce—agriculture generates only one-sixth of GDP. This low productivity,
combined with a 62.3 percent output concentration and depressed prices for rice, allows for minimal residual buffers, leaving

rural livelihoods highly vulnerable.

Figure B.1.3a. Poverty impact: Change
in poverty rate

Figure B.1.3b. Poverty impact: Change
in number of poor people

Figure B.1.4. Cost burden on farmers
(% of crop production costs)
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! This box was prepared by Kimsun Tong.

Cambodia Economic Update June 2026



https://login.microsoftonline.com/31a2fec0-266b-4c67-b56e-2796d8f59c36/oauth2/authorize?client%5Fid=00000003%2D0000%2D0ff1%2Dce00%2D000000000000&response%5Fmode=form%5Fpost&ear%5Fjwe%5Fcrypto=eyJhbGciOiJFQ0RILUVTIiwiZW5jIjoiQTI1NkdDTSIsImFwdiI6IkFBQUFDVVZoY2tOc2FXVnVkR2dBQUFCRlEwc3pNQUFBQVBERnZYbjlBcFFFalJmZzM3cjR3c0ZTWlhFa2E3TGs0TWtRdS9CalJHVFQydUhUSG5LbTBDYlgrWGU3bUg3bHdtZ1VRQ1EzbVBBUGtOZ09HMk1GNUR5bVRpbWZEZm9XSk9KR29FWW41RXdjYUNoVVhxckNXOFNhd1Y5aHhEbE8zQUFBQUJpR0lyN3g4WjU1eEk5NytqcXozYmpyeVZKYkdraXlJaXc9In0%3D&ear%5Fjwk=eyJhbGciOiJFQ0RILUVTIiwiY3J2IjoiUC0zODQiLCJ4IjoiQUFBQU1QREZ2WG45QXBRRWpSZmczN3I0d3NGU1pYRWthN0xrNE1rUXUvQmpSR1RUMnVIVEhuS20wQ2JYK1hlN21IN2x3Zz09IiwieSI6IkFBQUFNR2dVUUNRM21QQVBrTmdPRzJNRjVEeW1UaW1mRGZvV0pPSkdvRVluNUV3Y2FDaFVYcXJDVzhTYXdWOWh4RGxPM0E9PSIsImt0eSI6IkVDIn0%3D&spa%5Fclient%5Fid=08e18876%2D6177%2D487e%2Db8b5%2Dcf950c1e598c&client%5Finfo=1&response%5Ftype=code%20id%5Ftoken%20spa%5Frt&resource=00000003%2D0000%2D0ff1%2Dce00%2D000000000000&scope=openid&nonce=DFB862421D8C625E66B1342E613F2542F0E4FD8AF12C5101%2D059A0ECCBFC2323757656C186C840AD68491FBCD024BD4FD3CF372F3A8E48C96&redirect%5Furi=https%3A%2F%2Fworldbankgroup%2Dmy%2Esharepoint%2Ecom%2F%5Fforms%2Fdefault%2Easpx&state=&claims=%7B%22id%5Ftoken%22%3A%7B%22xms%5Fcc%22%3A%7B%22values%22%3A%5B%22CP1%22%5D%7D%7D%7D&wsucxt=1&cobrandid=11bd8083%2D87e0%2D41b5%2Dbb78%2D0bc43c8a8e8a&client%2Drequest%2Did=ea9b1aa2%2De096%2Dd000%2D6a3d%2Db57406454031

Finally, the third challenge comes from sluggish
domestic credit flows, which continue to drag
on aggregate demand. Although credit provision
partially rebounded in 2025, it remained at just 8
percent of GDP, well below pre-pandemic norms.
This sluggishness reflects the legacy of a severe 77
percent contraction from its 2021 peak of 26 percent
of GDP (figure 2, panel F)—a level widely considered
unsustainable over the longer term. Despite adequate
liquidity within the financial system, this sustained
weakness underscores ongoing constraints on
intermediation. The downturn in overall credit flows is
primarily driven by a scarcity of bankable projects and
a sharp contraction in lending to the construction and
real estate sectors. Given that these sectors historically
contributed roughly one-third to total credit growth,
their ongoing correction has disproportionately
curtailed financing for the broader real economy.

The labor market has absorbed many returnees,
but the quality and sustainability of those jobs
will determine whether this shock becomes a
demographic opportunity. While the sudden
influx of returning migrant workers from Thailand
theoretically presents a demographic opportunity
by expanding the domestic working-age population,
this labor supply shock risks cementing into a
lasting vulnerability if left unmanaged. Without
sufficient domestic job creation and targeted skills
reintegration, the economy will struggle to absorb
these workers, risking a surge in informal, low-
productivity underemployment. Furthermore, the
persistent loss of cross-border remittance income
threatens to compound rural poverty and elevate
houschold indebtedness, transforming a potential
demographic dividend into a structural economic
strain. Despite severe economic pressures, the labor
market demonstrated strong absorptive capacity in
2025. Aided by proactive government reintegration
measures’, the economy added an estimated
800,000 jobs, split roughly evenly between formal
and informal sectors. This expansion successfully
employed nearly two-thirds of the 956,000 returning
migrant workers, with their placements mirroring
this equal distribution.

The creation of roughly 401,000 formal sector
jobs is corroborated by data from qualified

4  MLVT 2026.
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investment projects (QIPs) (figure 2, panel G).
This growth was anchored by a strong rebound in
formal garment employment, which added 210,000
jobs concentrated within the core industrial hubs of
Phnom Penh, Kandal, and Svay Rieng. Non-garment
formal employment expanded at a comparable pace,
adding 191,000jobsacross diversifying industries such
as travel goods, footwear, vehicle tires, and electrical
appliances. This emerging segment demonstrated
a slightly more diverse geographic footprint; while
Phnom Penh accounted for one-third of the increase,
significant industrial spillovers benefited provinces
such as Kompong Speu, Kandal, Sihanoukville, and
Siem Reap—a broader regional distribution than
that seen in the garment sector.

Reflecting these structural trends, employment
generated through QIPs accelerated markedly,
reaching 388,032 jobs in 2025 (figure 2, panel
H). Although these investments are increasingly
skill-intensive, they continue to yield substantial
opportunities for unskilled labor. This dual dynamic
played a critical role in absorbing the influx of
returning migrant workers, establishing QIPs as a
primary engine for formal, inclusive employment
growth. (Recent labor market developments are
discussed in detail in box 2).

The informal sector—which accounts for an
estimated 80 percent of total employment and
40 percent of GDP—absorbed the remaining
400,000 jobs, including one-third of the returned
migrant workers. This reliance on informal
employment raises significant concerns, as these jobs
are predominantly temporary and highly precarious.
Earnings remain critically low, with 41 percent of
workers making US$30 or less per month and another
44 percent averaging up to US$250. Together, these
figures starkly reflect the acute economic vulnerability
and pervasive low productivity characterizing these
livelihoods.® For a broader, long-term perspective on
these labor dynamics, see the Special Focus in this
Update: “Forever Young? Cambodia’s Demographic
Transition and the Road to Vision 2050.”

While foreign direct investment (FDI) remains
Cambodia’s main anchor of resilience, the
widening gap with domestic firms indicates a

5 See the Special Focus section, “Insights into the Informal Economy,”
in the December 2025 Cambodia Economic Update.



Figure 2. Domestic demand

Oil price shocks transmit to Cambodia’s economy through two main channels — the real economy channel and
the price channel — each operating through distinct but mutually reinforcing mechanisms. On the real economy
side, rising o1l prices, declining remittances from returned migrants, and slowing credit growth are converging to

suppress domestic demand and weigh on real growth.

A. Real growth hit by oil price shocks
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Recent labor market developments

Cambodia’s labor market demonstrated robust job creation in 2025, adding approximately 800,000 jobs,
split nearly equally between the formal and informal economies. In the formal sector, net job creation reached
401,000 (table B.2.1), largely driven by the garment industry. This subsector added 210,000 jobs (52 percent of the
formal total) following 1,831 net factory openings, with workers receiving at least the statutory minimum wage plus
benefit of US$250 per month. The remaining 400,000 jobs were absorbed by the informal sector, which accounts
for an estimated 80 percent of total employment and 40 percent of GDP.* Labor conditions in the informal economy
remain highly precarious, with 41 percent making US$30 or less a month and another 44 percent earning an average
of US$250 per worker—a stark reflection of the pervasive low productivity and acute economic vulnerability
characterizing this workforce.

At the sectoral level, industry dominates the formal employment landscape, providing 1.5 million jobs
across 7,565 factories — of which 1.1 million jobs are in GTF alone. Services contributed 649,000 jobs across
38,698 establishments, while agriculture and agro-processing remained marginal at 58,000 jobs and 386 enterprises.
Combined, the three sectors account for 2.2 million jobs — estimated at 20 percent of total employment — across
approximately 46,600 enterprises nationwide. The geographic distribution of job growth reveals a pattern of
increasing concentration. Overall formal employment expanded by 22.1 percent in 2025, but this aggregate masks
significant provincial variation. Phnom Penh alone contributed 10.7 percentage points to national growth, with
Kompong Speu (4.9 ppts) and Takeo (2.2 ppts) as secondary hubs. Most notably, other provinces collectively
contributed only 1.7 percentage points while recording a 36.3 percent decline in garment employment — suggesting
that manufacturing activity is consolidating in a small number of high-growth corridors at the expense of smaller
locations. This structural concentration signals widening regional economic disparities. Sustaining employment
gains will require diversifying growth across sectors and spreading it more evenly across provinces—an imperative
made acutely urgent in 2025 as the domestic labor market faced an unprecedented supply shock from abroad.

Cambodia’s overseas migrant workforce contracted sharply by 70 percent, falling to just 434,000
by December 2025 (table B.2.2). This collapse was precipitated by border tensions with Thailand in mid-
2025, driving a sudden influx of nearly a million returnees and placing severe strain on domestic labor markets.
Despite this pressure, state-led reintegration efforts have gained significant traction. Authorities rapidly
deployed a comprehensive border response starting in June 2025, streamlining documentation and providing
emergency food, transit registration, and family communication assistance. To facilitate labor market re-entry, the
government instituted competency-based assessments to formalize overseas skills and provided direct referrals to
factories and Technical and Vocational Education and Training (TVET) institutions, supported by a dedicated
job-matching hotline (1297). These proactive measures yielded notable results: of the 973,000 total returnees
in 2025—98.5 percent from Thailand and 43.3 percent female—official data indicate that 620,000 successfully
secured employment. This labor absorption was split evenly, with 310,000 returnees entering the formal sector
and an equal number absorbed by the informal economy.

Formal sector jobs Status of migrant workers

2025 vs 2024 ('000) 2024 Returned Remained Change

change in 2025  abroad (%)
2023 2024 2025 +/- % Thailand 1,303.1  957.9 3452 -73.5%
Total L LG 22l BUL 2L o/w female 5266 416.6 1100 -79.1%
Agriculture 36 38 58 20 519 South Korea 52.9 8.3 446 -157%
Industry 1189 1262 1511 249 197 Ml 220 0.0 219 -02%
GTF 886 924 1134 210 227 jann 278 62 216 22.3%
o/w female 674 691 823 131 19.0 RoW 0.6 03 02  -58.0%
Services 490 516 649 133 25.7 Total 1,406 973 434 -69.2%
Source: Cambodian authorities. o/w female 572 420, 150 -73.7%

Note: GTF = garments, travel goods, and footwear.
* December 2025 Cambodia Economic Update: Insights into the
Informal Economy.

Source: Cambodian authorities.

Note: ROW = rest of the world (Hong Kong SAR and Saudi Arabia).
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severe dual-economy structural competitiveness
challenge. The highly productive, export-oriented
FDI sector operates largely in isolation from the
domestic economy, relying on imported inputs—
while local firms remain trapped in low-value-added
activities, hindered by high logistics costs, limited
technological adoption, and constrained access to
finance.

FDI reached US$5.1 billion (10.1 percent
of GDP) in 2025, a 15 percent y/y increase
(figure 3, panel A). This reflects a long-term
structural realignment away from the pre-pandemic
model dominated by construction, real estate, and
accommodation (CRA). By 2025, manufacturing
FDI had reached approximately US$3.8 billion—
more than six times its 2019 level—while CRA
inflows receded to US$0.4 billion. Critically, this
expansion is broadening beyond GTF into higher-
value-added sectors, including renewable energy—
notably solar—industrial cement, and consumer
goods such as electronics, appliances, and vehicle
tires. As the next section examines, this dynamic,
foreign-financed manufacturing base increasingly
anchors Cambodia’s goods exports.

In contrast, domestic investment has slowed to
just one-third of total QIP approvals by 2025,
reflecting an increasingly entrenched dual
economy (figure 3, panel B). Thisslowdown exposes
underlying economic fragilities and weighs heavily on
informal sector employment, where labor protections
are weakest. Local firms struggle to compete with
imports, constrained by elevated borrowing rates in
a highly dollarized economy, limited scale, and severe
logistics bottlenecks. Highlighting these hurdles, the
2024 Logistics Performance Index (LPI) shows that
Cambodia continues to trail Viet Nam in key metrics,
such as port turnaround times (figure 3, panel C).°
Consequently, domestic enterprises remain locked
out of global value chains, resulting in exceedingly
weak supplier linkages with anchor FDI firms. As
Cambodia seeks to mitigate recent economic shocks,
diversify its export base, and maximize the benefits of
its newly established Free Trade Agreements, regional
peers offer valuable lessons in navigating structural
Neighboring Vietnam provides a
particularly relevantbenchmark. Over the past decade,
Vietnam has successfully upgraded its position in
global value chains—shifting from low-skill garments
to electronics and complex manufacturing—Ilargely

transitions.

6 Logistics Performance Indicators (2.0), the World Bank.

by addressing critical bottlenecks in its business
environmentand institutional framework. Examining
Vietnam’s recent structural reform trajectory (box 3)
illustrates the comprehensive policy effort required
to attract high-quality FDI and sustain export-led
growth. For Cambodia, this underscores the urgent
need to focus on deepening institutional reforms,
streamlining business regulations, and enhancing
regulatory predictability to foster a more competitive
investment climate.

Despite robust merchandise exports, Cambodia’s
external stability remains susceptible to terms-
of-trade volatility, a sluggish tourism recovery,
and structural concentrations in trade products,
markets, and import sources. This vulnerability
was unmasked in the first quarter of 2026, when
moderating service receipts and an expanding import
bill offset gains in goods trade, ultimately widening
the current account deficit. Service exports slowed
significantly, highlighted by a 30 percent y/y plunge
in first-quarter revenue from the Angkor temple
complex, a key sector proxy (figure 3, panel D).
Driven by rising airfares, regional travel disruptions,
and continued border tensions, this contraction
suggests a full recovery to pre-pandemic levels remains
elusive. To arrest this trend and stimulate inbound
travel, authorities have launched a four-month pilot,
14-day visa free entry scheme for Chinese tourists,
Cambodia’s second-largest source market, running
through mid-October 2026.”

Concurrently, an expanding import bill
pressured the external balance. Fabric imports
(accounting for 20 percent of the total) grew by 5.0
percent y/y, reflecting stable sourcing for the garment
sector. In contrast, fuel imports (12 percent of the
total) rose by 14.0 percent y/y, exposing the economy
to terms-of-trade shocks from rising energy prices.
Meanwhile, imports of construction equipment,
electronic components, and parts (20 percent of the
total) surged 46.4 percent y/y, driven by robust FDI-
financed investment in non-garment manufacturing
for export markets.

In contrast, goods exports (excluding gold)
remained robust, growing 17.7 percent y/y in
the first quarter of 2026 (figure 3, panel E).

7 Visa fees are US$30 and US$35 for types T and E, respectively. See

visa fee for visa exemption.
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Figure 3. Investment and external accounts

Total investment surged on robust FDI, masking weak domestic capital formation. Externally, resilient

goods exports were offset by softer service exports and surging goods imports, which were fueled by demand for

manufacturing inputs. Although this dynamic widened the current account deficit, the gap remains fully financed
by strong FDI inflows.
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Recent institutional and structural reforms undertaken by Viet Nam'

Viet Nam is at a critical inflection point. Having transformed from a low-income agrarian economy into a lower-
middle-income country, sustaining this trajectory toward high-income status by 2045 is increasingly challenging.
Growth remains factor-driven, structural transformation is incomplete, and the population is aging — requiring a
pivot toward productivity and innovation. Rising protectionism and an underdeveloped financial system further
underscore the urgency of reform.

Since late 2024, Viet Nam has embarked on its largest administrative overhaul since D6i Méi, complemented by
fiscal and structural measures to strengthen the public sector, spur private investment, and deepen capital markets
(table B.3.1). The 14th Party Congress (January 2026) set an ambitious 2026-2030 agenda—targeting at least 10
percent annual GDP growth and per capita income of approximately US$8,500 by 2030, underpinned by around
US$320 billion in infrastructure investment and a shift toward productivity-driven, green, and digital growth.
Delivering this will require disciplined sequencing, strong implementation, and resilience to shocks.

Institutional and structural reforms in Viet Nam

Selected key actions since 2024 Expected impacts

Administrative Reforms

Ministerial consolidation: from 18 to 14 ministries, reducing overlap and
fragmentation.

Provincial consolidation: from 63 to 34 provinces through mergers.
District level eliminated: functions transferred to provincial and commune levels.
Commune consolidation: from over 10,000 to approximately 3,300 communes.

Media consolidation: approximately 45 party bodies and 180 media outlets disbanded.

Faster decision-making,
streamlined policy coordination,
clearer accountability,

and significantly lower
administrative costs

Tax Policy and Administration Reforms

PIT: Revise brackets and thresholds; exempt high-tech and R&D workers; incentivize
startups and green activities.

CIT: Expand to foreign e-commerce; refocus incentives on high-tech and green growth.
Risk-based audits and tighten penalties for non-compliance
Digitalization: strict e-invoicing and increase oversight of e-commerce

Taxpayer services: more service-oriented system

Broaden the revenue base by
reorienting tax policy toward
innovation and the low-carbon
transition, and strengthening
oversight of e-commerce and
transfer pricing.

Infrastructure Public Investment

Public finance laws: Amend key fiscal laws to accelerate investment and improve
resource mobilization.

Infrastructure: Strengthen appraisal, monitoring, and Environmental and Social
Impact Assessment for priority projects.

Accelerate public investment
disbursement, improve

spending efficiency

Capital Market

Foreign investor access: Allow non-prefunding trades, simplify account access, enable
trading through global brokerages, and abolish foreign ownership caps.

Market transparency: Improve information disclosure.
Market infrastructure: Establish a central counterparty clearing (CCP) system.

Pension fund reform: Reduce minimum investment requirements in government
bonds for voluntary pension funds.

Greater transparency and
stronger governance are
expected to attract foreign
capital, support FTSE Russell
and MSCI upgrades, and
channel long-term savings into
productive investment.

Private Sector Development

Regulatory reform: Remove 38 conditional business lines; allow pre-registration
enterprise setup by foreign investors; expand project transfer rules; and extend
durations for high-tech zones and digital technology parks.

Rehabilitation and bankruptcy reforms: Shift toward business rescue and restructuring,

with early intervention, a two-tier framework, simplified procedures for small firms, and
state support including tax relief, credit, and land-related measures.

Lower regulatory burdens aim
to ease market entry, while

a modernized insolvency
framework is expected to
strengthen credit markets and
improve capital allocation.

? This box was prepared by Thu-Ha Thi Nguyen.
Note: CIT = corporate income tax; FTSE Russell = Financial Times Stock Exchange Russell; MSCI = Morgan Stanley Capital International; PIT
= personal income tax; R&D = research and development.
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However, the contribution from the traditional
GTF mainstay has slowed considerably, driving
just 4.0 ppts of this expansion—a sharp drop from
9.3 ppts a year earlier. This moderation reflects a
normalization following the mid-2025 frontloading
of shipments ahead of the 19 percent reciprocal
tariff period introduced in August 2025.* While
the February 2026 U.S. Supreme Court ruling
replaced the previous tariff with a lower universal 10
percent surcharge, the broad application of this new
policy levels the tariff landscape among competing
exporters.” Against this backdrop, Cambodia’s
export profile remains structurally vulnerable,
characterized by an enduring dependence on these
traditional goods and an increasing reliance on the
U.S. market (figure 3, panel F).

Furthermore, this robust trade activity is
increasingly constrained by soaring logistics
costs. According to the April 2026 DHL update,*
the recent freight surge stems from the Middle East
conflict and sustained global demand, exacerbated
by a severe supply-demand imbalance. With freight
volumes rising 35 percent y/y—while fleet expansion
is sluggish at 3 percent—well below the 6 percent
historical average—upward pressure on rates has
intensified. As a result, domestic operators note that
40-foot container rates to Europe have more than
doubled to nearly US$5,000, compounded by delays
of 7 to 14 days due to rerouting around Africa.

Driven by these combined pressures, the current
account deficit expanded further in early 2026.
Import growth—reaching 23.3 percent in the first
quarter of 2026—significantly outpaced export
performance, building upon structural pressures
from 2025, when the current account swung from a
0.5 percent surplus in 2024 to a 3.6 percent deficit.
With the widening trade gap compounded by
moderating tourism receipts and a sharp contraction
in remittance inflows (figure 3, panel H), the overall
external position faces sustained headwinds. Despite
these headwinds, the widening current account deficit
remains adequately financed. Strong capital inflows,
driven by the acceleration in manufacturing FDI, have
more than covered the shortfall. Consequently, gross
international reserves climbed to US$29 billion by
February 2026, providing a robust bufter equivalent
to eight months of prospective imports.

8  Agreement between the United States of America and the Kingdom
of Cambodia on reciprocal trade dated October 26, 2025.

9 Schedule 2, Schedule of the United States.
10 April 2026 Ocean Freight Market Update, DHL.
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On the monetary front, financial conditions
effectively tightened in early 2026, despite a
nominally accommodative policy stance and
the high liquidity and robust capital buffers
recorded last year. While the central bank has
maintained the reserve requirement ratio at 7 percent
to support systemic liquidity, intermediation remains
constrained by tighter liquidity and weak credit
demand—driven by property-sector stress and a
scarcity of bankable projects. This effective tightening
is clearly evidenced by early-2026 monetary
aggregates: broad money (M2) growth decelerated
sharply to 9.8 percent y/y in February 2026 (figure
4, panel A)."" This deceleration, reflecting softening
foreign-currency deposit accumulation, underscores
the transmission limits of monetary policy in a highly
dollarized economy.

Concurrently, domestic credit expansion
decelerated sharply to just 5.3 percent in 2025
(figure 4, panel B), despite subdued lending rates
(figure 4, panel C). The unresponsiveness of credit
to accommodative borrowing costs underscores
a pronounced contraction in loan demand—
particularly within the struggling real estate and
construction sectors—compounded by heightened
risk aversion among banks facing a lack of viable
investment opportunities. To revive intermediation,
alternative engines like non-garment manufacturing
must be cultivated to absorb credit for domestic
investment. However, their insufficient scale to
offset the real estate correction delays this transition,
entrenching sluggish credit flows.

Importantly, the financial system faces these
early-2026 headwinds despite entering the year
with robust defenses. At the close of 2025, capital
adequacy ratios for DTIs (21.9 percent) and non-
DTIs (31.4 percent) remained well above the 15
percent regulatory floor, while DTT liquidity stood
at a strong 177.3 percent, significantly exceeding
the 100 percent requirement.'” Nevertheless, the
protracted property downturn warrants continued
vigilance as it weighs on asset quality, pushing the
NPL ratio to 8.9 percentin 2025 (up from 7.4 percent
in 2024)." This upward trajectory is expected to
persist following the expiration of the National
Bank of Cambodia’s main forbearance measure in

11 NBC 2026b.
12 NBC 2026c.
13 NBC 2026d.
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https://www.whitehouse.gov/briefings-statements/2025/10/agreement-between-the-united-states-of-america-and-the-kingdom-of-cambodia-on-reciprocal-trade/
https://www.whitehouse.gov/briefings-statements/2025/10/agreement-between-the-united-states-of-america-and-the-kingdom-of-cambodia-on-reciprocal-trade/
https://www.whitehouse.gov/wp-content/uploads/2025/10/Annex-1.pdf
https://www.dhl.com/kh-en/home/global-forwarding/latest-news-and-webinars/ocean-freight-market-update.html#dl-experiencefragment-7ed2f5a403
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Figure 4. Monetary aggregates and fiscal accounts

Despite an accommodative monetary policy, M2 and domestic credit growth both slowed significantly in early
2026—reflecting the ongoing property-market correction—even as interest rates remained subdued. On the fiscal
side, robust international trade boosted customs revenue which, combined with expenditure constraints, resulted in

a post-pandemic fiscal surplus in 2025.
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December 2025. While this stress has contributed
to recent market exits and consolidations,!*
authorities are managing risks proactively. To
safeguard systemic resilience, the central bank has
advanced key contingency measures, including
updating the Emergency Liquidity Assistance

14 Recent market exits and closures, including Prince Bank, Panda
Bank, Huione Pay, and H-Pay. See NBC's announcements dated
January 5 and 24, 2026; and Morinsakak MKA's statement dated
January 22, 2026.

(ELA) framework® and licensing of private asset
management companies. Looking ahead, expected
rate hikes driven by rising inflation will likely
tighten conditions further, reinforcing the need for
these prudent safeguards.

15 See the National Bank of Cambodia’s Prakas No. B37.026.204
Prokor, dated 20 March 2026.
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Driven by deliberate expenditure restraint and a
robust rebound in trade-related tax collections—
particularly VAT and excises on imports,
bolstered by improved administration—the
government recorded its first post-pandemic
fiscal surplus in 2025, estimated at 0.6 percent
of GDP (figure 4, panel D). While this momentum
of domestic revenue mobilization continued into
early 2026 (figure 4, panel E), the overall projected
2026 deficit reflects a deliberate shift from gradual
consolidation to a neutral fiscal stance, rather than a
major expansion. With subsequent deficit increases
expected to remain marginal, the recently rebuilt
fiscal buffers are finite and must be carefully managed.
Consequently,  accommodating  recommended
policy options—such as targeted social safety nets
for vulnerable households and critical investments
in education and health—will require strict
prioritization within this neutral fiscal envelope.

By year-end 2025, Cambodia’s public debt
remained manageable at 25.4 percent of GDP,'
with the country maintaining a low risk of debt
distress.”” Recent trends reveal a notable decline in
both new loan commitments and disbursements
between 2024 and 2025, reflecting a more conservative
approach to external borrowing. Specifically,
new loan signings fell from US$ 1.78 billion in
2024 to US$ 1.23 billion in 2025—a 31 percent
contraction driven by reduced commitments from
major development partners. Concurrently, total
disbursements declined by 33 percent, from US$ 1.54
billion to US$ 1.04 billion. This downward trend in
both commitments and disbursements underscores
heightened fiscal prudence, aimed at preserving long-
term debt sustainability while managing existing debt
obligations. (figure 4, panel F).

The macroeconomic vulnerabilities outlined in
Part 1 are further compounded by profound
structural shifts in the labor market, most
notably the recent migration shock. As domestic
economic activity decelerates, limited labor absorption
capacity leaves returning migrant workers vulnerable,
placing immense pressure on household resilience.
However, these immediate disruptions intersect

16 Cambodia Public Debt Statistical Bulletin Vol 29. See https://mef.
gov.kh/documents-category/publication/public-debt-bulletin/

17 IMF 2025. See https://www.imf.org/-/media/files/publications/
cr/2025/english/1khmea2025002-source-pdf. pdf’
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with a much larger structural transformation. Rising
domestic care burdens risk depressing female labor
force participation exactly as the country’s age profile
begins to shift. Part 2 of this Update—Forever Young?
Cambodia’s Demographic Transition and the Road
to Vision 2050—explores this critical nexus. It details
how strategic investments in the care economy and
human capital are essential not only to absorb current
labor shocks, but to successfully navigate the unfolding
demographic transition and secure Cambodia’s long-
term inclusive growth trajectory.

II. OUTLOOK, RISKS, AND
POLICY OPTIONS

Growth is projected to slow to 3.9 percent
in 2026, before recovering as FDI-led
manufacturing capacity comes onstream. Under
the baseline, growth rises to 4.9 percent in 2027 and
5.1 percent in 2028, with inflation averaging 3.1
percent in 2026 before easing, the current account
deficit narrowing gradually, and the fiscal deficit
remaining contained (Table ES1). The baseline
assumes that energy price pressures do not intensify
further, that tourism recovers gradually, that the
negative impacts of remittance losses ease as returnees
are absorbed, and that recent FDI commitments
translate into productive manufacturing capacity.

The downside risks are substantial, but the
policy message is not just crisis management:
Cambodia can prevent a temporary shock
from becoming a persistent headwind for jobs,
confidence, and productivity. A prolonged
Middle East conflict could keep oil prices elevated
and further raise food, transport, and logistics
costs; renewed border tensions could disrupt
trade and investor sentiment; global trade-policy
uncertainty—with the current 10 percent U.S.
tariff rate due to expire in July—could weigh on
export demand; and the real-estate downturn could
continue to test asset quality.

A targeted, temporary, jobs-focused response that
preserves fiscal discipline would allow Cambodia
to protect households and jobs now without
compromising the public investments needed
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Cambodia: Selected macroeconomic indicators, 2021-28

2021 2022 2023 2024 2025¢ 2026p 2027p 2028p
National Accounts and Prices
GDP per capita (USD, nominal) 2,166.7 2,298.2 2,429.0 2,629.1 2,874.6 3,036.9 3,233.4 3,438.1
GDP at constant market prices (% 3.1 5.1 5.0 6.0 5.3 3.9 4.9 5.1
change)
Agriculture 1.5 0.6 1.6 1.0 1.2 1.5 1.6 1.6
Industry 8.4 8.2 7.6 9.5 9.1 6.9 6.1 7.6
Services -1.8 3.6 3.4 4.0 3.2 0.1 4.6 2.9
Consumer Price Index (year-average) 2.8 5.5 2.1 0.8 2.5 3.1 2.7 2.5
General Government (% of GDP)
Revenue and grants 16.2 17.2 16.5 15.8 16.6 15.9 15.3 14.7
Tax Revenues 12.3 13.8 12.7 12.1 12.2 11.7 11.3 10.9
Taxes on Goods and Services 6.9 7.7 6.6 6.6 7.2 6.9 6.7 6.4
Direct Taxes 3.9 4.5 4.6 4.0 3.8 3.7 3.6 35
Taxes on International Trade 1.4 1.6 1.5 1.5 1.2 1.1 1.0 1.0
Grants 1.1 0.5 0.9 0.7 0.1 0.1 0.1 0.1
Expenditure and net lending 21.3 20.4 20.4 19.2 16.0 17.2 17.1 17.2
Overall balance (excluding grants) -6.3 -3.8 -4.7 -4.1 0.4 -1.5 -1.9 -2.6
Overall balance (including grants) 5.1 -3.2 -3.9 -3.4 0.6 -1.3 -1.8 2.5
Foreign financing 3.1 3.9 4.0 33 3.4 2.7 2.1 2.0
Net domestic financing (from current 2.8 0.2 0.8 1.1 -3.3 -0.8 0.1 0.9
savings)
Amortization -0.8 -0.9 -1.0 -0.9 -0.8 -0.6 -0.5 -0.4
Money and Credit
Broad money (% change) 15.3 16.4 8.2 17.5 12.9 10.1 12.0 13.3
Credit to the private sector (% change) 23.2 18.9 4.1 4.3 6.5 5.0 6.0 6.9
External Sector (US$m unless otherwise indicated)
Exports (goods and services) 18,566 24,495 31,223 36,675 41,590 45,083 49,073 53,580
Imports (goods and services) 29,489 40,467 35,065 38,020 44,728 48,688 52,756 57,289
Foreign Direct Investment, net 3,391 3,425 3,639 4,223 4,999 5,379 5,621 5,860
inflows
Gross official reserves 17,675 17,764.8 19,895.6 22,523.0 27,546.8 30,541.4 32,685.5 34,258.2
(months of imports) 7.0 7.3 7.0 7.0 8.0 7.5 7.0 7.0
Current account (percent of GDP) -29.1 -18.8 1.5 0.6 -3.6 -5.2 -5.0 -4.7
Exchange rate (riel per US$ average) 4,100.0 4,150.0 4,110.7  4,072.4 4,013.4 4,000.0 4,010.1 4,010.1
Total public debt (% of GDP) 25.6 24.9 26.6 26.0 25.4 26.1 26.2 25.9
Memorandum items:
Nominal GDP, USD million 36,779 39,532 42,323 46,374 51,305 54,819 59,010 63,421

Source: Cambodian authorities and World Bank staff estimates and projection.
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for long-term growth. The priority is to protect
vulnerable households, sustain domestic demand,
prevent financial stress from amplifying the downturn,
and keep productive firms operating—while preserving
fiscal space for education, health, skills, and adaptive
social protection before Cambodia’s demographic
window closes. The government has already moved
on several fronts, including the temporary electricity
tariff freezes, duty reductions, livelihood grants under
the National Social Assistance Fund, and proactive

Table 2. Detailed policy options

reintegration support for returned migrants. Building
on this platform, the next phase can sharpen targeting
and prioritize a small number of high-leverage actions:
implementing targeted cash transfers rather than broad
subsidies, launching labor-intensive public works
in underserved areas, providing urgent agricultural
input support, maintaining supervisory vigilance in
the financial sector, and pursuing low-cost reforms
to reduce logistics and business costs. See table 2 for
detailed policy options.

Priority

Rationale

Options for the next 6-9 months

Options for the next 9-15
months

Targeted social Fuel and

Targeted, time-bound cash transfers

Expand the Family Package to

protection remittance shocks through IDPoor and returnee channels near-poor and at-risk households
and jobs are eroding (benchmark: about US$45/household with shock-responsive triggers;
purchasing power;  for 3-6 months, an estimated US$30 scale graduation-based livelihood
a 60 percent fuel million/month—compared with about support; use TVET vouchers,
price increase US$50 million/month for broad fuel-tax  stipends, and micro-credentials to
could push about relief). reconnect returnees and informal
1.1 million people ) workers to better jobs.
into poverty, while Activate On-Demand IDPoor to enroll
many returnees newly affected households.
remain in informal Fast-track labor-intensive public
or vulnerable work. works in underserved provinces and
high-poverty communes: rural roads,
irrigation, community facilities,
secondary-school construction.
Fiscal Cambodia retains Refrain from further fuel-tax cuts and Anchor the response with
discipline, buffers, but open- announce explicit sunset clauses for revenue reforms, including VAT
energy shock  ended subsidies existing reductions; closely monitor the modernization, rationalization of
management,  would erode the implicit fiscal cost of keeping electricity tax expenditures and investment

and revenue

fiscal space needed

retail tariff freezes; and deploy low-

incentives, excise reforms

resilience for human capital,  cost energy demand-management (particularly health taxes), and the
productivity, and measures (such as work-from-home implementation of the personal
resilience against guidance, staggered hours, conservation ~ income tax framework; and
future shocks. campaigns) should pressures intensify continue to ring-fence essential
and conditions warrant. health and education budgets from
fiscal cuts.
Agriculture, Farmers face a Implement an urgent fertilizer Enhance agricultural productivity
food security, narrow May-June  plan: coordinate with importers and lower farm-to-market costs
and rural planting window; and distributors, fast-track customs through rural road maintenance,
incomes diesel, fertilizer, and licensing for fertilizers and soil small irrigation works, affordable

and pesticide costs
threaten yields,
rural incomes, and
food security.

conditioners, issue extension advisories
on efficient application and blended/
bio-fertilizer use, and publish weekly
provincial price data to deter hoarding
and price speculation.

seasonal finance, solar-powered
irrigation, and support for higher-
value crop upgrading.

Cambodia Economic Update June 2026
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Priority

Rationale

Options for the next 6-9 months

Options for the next 9-15
months

Financial Credit and Maintain supervisory vigilance; require Ensure the AMI framework
stability and ~ property-sector banks with high NPLs to implement supports genuine resolution and
access to stress could amplify  credible, time-bound NPL reduction price discovery; improve insolvency
finance the downturn if and capital-restoration plans; enforce and collateral enforcement;
confidence weakens  adequate provisioning while facilitating ~ complete the financial safety net—
or viable firms lose  orderly restructuring, recoveries, including bank resolution, deposit
access to working and write-offs where appropriate; protection—once macroeconomic
capital. and ensure; recapitalization remains conditions stabilize; expand
shareholder-led to avoid fiscal CGCC/SME Bank risk-sharing
bailouts; maintain the exchange rate facilities, linking them explicitly to
anchor to contain inflation; and align job retention and creation.
monetary and fiscal policy to preserve
macroeconomic stability.
Structural The same shocks Accelerate zero- or low-cost reforms: Launch supplier linkages between
competi- that weaken integrated inspections, customs anchor FDI firms and Cambodian
tiveness and the near-term digitization, Cambodia National Single SMEs; establish SME clusters
demographic  outlook also Window rollout, elimination of informal  linking them with special economic
transition reveal the reforms fees, exporter complaint mechanisms, zones; fast-track rooftop solar for

needed to convert
Cambodia’s
remaining
demographic
dividend into
productivity-led
growth.

streamlined business permits, and rapid
investor aftercare; and lower non-tariff
barriers by issuing clear guidance on
using preferential tariffs under existing
free trade agreements to promote
diversification.

priority users under Sub-decree
No. 52; prioritize investments in
education quality, TVET, care-
economy formalization, alongside
structured migration pathways, and
trade diversification to prepare for
LDC graduation in 2029
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CAMBODIA'S DEMOGRAPHIC
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I. INTRODUCTION

Cambodia’s demographic window is still open,
but it is closing fast. The working-age population
share is projected to peak around 2043, which leaves
the country roughly two decades to turn its relative
youth into lasting prosperity. After years of growth
averaging over 7 percent annually, Cambodia has
set its sights on reaching high-income status by
2050. That means lifting gross national income per
capita above US$14,000, up from roughly US$2,400
today, a sixfold increase. The target is demanding but
not out of reach. What makes it harder is that the
engines of the past two decades, labor reallocation
out of agriculture and capital accumulation, were
already losing momentum before COVID-19, with
structural transformation stalling since the mid-
2010s and productivity growth slowing.

The answer to where new growth can come from
may still lie in the age-structure of Cambodia’s
young and expanding workforce. Four decades
of falling fertility and mortality have steadily raised
the share of the population in prime working years,
and at a median age of around 27 in 2025, Cambodia
remains young with its working-age share still rising.
That youth has been an asset, supplying the labor that
moved workers out of low-productivity agriculture
into garments, construction, and services. But the
reallocation dividend is running out of steam. Shifting
from a growth model that relies on labor reallocation
to one that drives labor productivity is not just an
economic imperative, it is the central challenge of
Cambodia’s current demographic moment.

This is where the window matters, and why it is
as much about policy as it is about demography.
Cambodia must use the years it has left to raise
productivity, deepen human capital, and build the
systems an aging society will need. This is not only
a social agenda. This special focus of the Cambodia
Economic Update emphasizes that it is the country’s
growth strategy for Vision 2050: better education and
health, higher-quality jobs, formal care services, and
the regional labor and trade links that turn relative
youth into economic advantage. The sections that
follow traces the arc of Cambodia’s demographic
transition, ask where promising sources of growth
lie, and whether the policy environment is ready to
support them.

II. CAMBODIA’S PLACE
IN THE DEMOGRAPHIC
TRANSITION

Cambodia’s population in numbers,
2024-2050

Cambodia’s population in 2024 stood at 17.6 million,
of whom 5.3 million (30 percent) were children aged
zero—14, 11.3 million (64 percent) were of working
age (15-64), and just 1.1 million (6 percent) were
elderly (65 and over). With a labor force participation
rate of around 80 percent of the working-age and
older population, Cambodia’s active labor force is
approximately 9.9 million, supporting roughly 10
working-age adults for every elderly person—one of
the more favorable support ratios in the region and a
genuine asset for growth.

By 2050, the picture shifts considerably. Total
population is projected to reach 21.9 million, but
the composition will have changed materially: the
working-age population grows to 14.4 million (66
percent of the total), the elderly population more
than doubles to 2.5 million (12 percent), and the child
population edges down slightly to 5.0 million (23
percent). At current participation rates, the labor force
would expand to around 13.6 million, an addition
of roughly 3.7 million workers relative to 2024,
representing a significant productive opportunity. But
the old-age support ratio will have fallen from 10.4 to
5.7 workers per elderly person, less than balf the current
level, sharply increasing the fiscal and informal care
burdens borne by each working-age adult.

Source: United Nations, World Population Prospects 2024; https://
population.un.org/wpp/.

The demographic transition process explains
the window Cambodia now occupies, but the
dividend it offers is not automatic. As countries
move through the demographic transition, death rates
fall first, following advances in health and medicine,
while birth rates stay high for a time because fertility
behavior adjusts more slowly.”” The temporary gap
between the two produces a large working-age cohort
relative to dependents, and it is this gap that opens
a window for accelerated growth. Figure S.1. (Panel
A) shows that Cambodia’s standing in 2024 places it
clearly in the later part of that arc, with a total fertility

19 Bloom and Williamson 1998
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Figure S.1. While Cambodia lags its peers in the demographic transition process, the gap is closing,

and closing quickly

Panel A: Total Fertility Rate vs. Life Expectancy (2024) | Cambodia and Peers
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Source: World Development Indicators.
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Panel C: Change in TFR (births per woman), 2000—2024
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Note: Structural peers: Bangladesh, the Philippines, Viet Nam, Guatemala, Nicaragua, Thailand. UMIC peers: the Philippines, Viet Nam, Jordan, El
Salvador, Guatemala, Georgia, Paraguay. HIC peers: Malaysia, Costa Rica, Bulgaria, Chile, Romania, Poland, Hungary. Peer values are unweighted group

averages.

rate (TFR) of 2.58 and life expectancy of 69.3 years:
past the high-mortality, high-fertility conditions
of earlier stages, but not yet at the sub-replacement
fertility and longer lives seen across its high-income
and most of its upper-middle-income comparators.
But the window is only an opportunity, not a
guarantee. Every country that has passed through
the transition has experienced the same gap; not
every country has turned it into sustained growth.
The difference rests on two conditions that have to
hold at once: a workforce healthy enough to work
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productively, educated enough to adapt to changing
skill demands, and equipped with the capabilities to
drive growth; and an economy that generates the right
kinds of opportunities, with firms that can grow,
innovate, and create jobs that reward higher skills.
Absent either, a swelling working-age population
adds workers without producing equivalent increases
in output.

Although Cambodia still lags its peers in the
demographic transition, it has narrowed the
gap considerably over the past two decades.
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Cambodia’s lower life expectancy and higher fertility
relative to its structural, UMIC, and HIC peers are
in large part a direct result of historical atrocities that
led to relatively later onset of fertility transition, lower
female educational attainment and unequal access to
services between rural and urban areas.?*?! However,
between 2000 and 2024, Cambodia gained 11.3 years
of life expectancy, nearly double the improvement
among structural peers (+6.1 years) and more than
twice the gains of UMIC and HIC peers (figure S.1,
panel B), while its TFR fell by 1.25 births per woman,
a decline that also outpaces all three groups (figure
S.1, panel C).** Together these trends point to an
accelerated transition, and that pace carries a policy
implication: Cambodia’s demographic window is
not static. It is opening quickly, and it will close on a
similarly compressed timeline.

Looking ahead, as Cambodia’s demographic
window peaks, the pressure on the workers rises
sharply. Figure S.2, panel A shows that Cambodia’s
working-age population share will peak around
2043 at 66.9 percent before declining—a window
that, as figureS.2, panel C illustrates, will open
and close at a substantially lower income level than
it did for today’s high-income economies, which
peaked decades earlier and at far higher levels of
development. Figure S.2, panel B reveals the parallel
pressure on the elderly support ratio: Cambodia
currently has around 10 workers for every elderly
person, a ratio that will fall to 5.7 by 2050 and 3.7 by
2075—a decline of close to 80 percent from its 2000
level of 19.4. Cambodia is quickly converging toward
the HIC peer ratios, which today average fewer than
2.4 workers per elderly person. Figure S.2, panel A

20 Karamba et al. 2022.

21 Cambodia’s demographic baseline was shaped by the legacy of
the Khmer Rouge period (1975-1979), during which excess
mortality, population displacement, and the collapse of the health
infrastructure are estimated to have reduced life expectancy to among
the lowest ever recorded globally. The subsequent reconstruction
of demographic conditions from this severely depressed baseline
partly accounts for Cambodia’s relatively late entry into the fertility
transition compared to regional peers (Heuveline 1998).

22 Although Cambodia’s TFR has steadily declined, the Adolescent
Fertility Rate (births per 1,000 women aged 15-19) has plateaued at
around 47, with around 9 to 12 percent of teen girls having begun
childbearing. Delay of the age of first birth affects readiness of the
youth workforce to capitalize on a dividend and countries that have
managed to harness the demographic dividend usually have seen
significant lowering of adolescent fertility rates. See: https://data.
worldbank.org/indicator/SP.ADO.TFRT ?locations=KH

also presents a striking symmetry in this trajectory:
the children who account for today’s relatively large
zero—14 share are the same cohort who will need to
support a much larger elderly population by 2060,
making investments in their human capital today
critical for both sustaining growth and for enabling
household and formal pension systems to bear that
future burden. Unlike HIC peer economies, which
built their support systems over generations of
sustained growth, Cambodia will face this pressure
within the lifetimes of workers who are already in the
labor force today, highlighting the window to invest
in productivity, skills, and social protection is now.

The deeper risk is that Cambodia is on course to
grow old before it grows rich. Figure S.2, panel
C shows that the countries that have already passed
their working-age population peak—Germany in
1987, the United States in 2008, Australia in 2009—
did so at GDP per capita levels that were multiples
of Cambodia’s current income, giving them the
fiscal resources and institutional capacity to absorb
the demographic transition. Cambodia, projected
to peak in 2043, is expected to reach that inflection
point at a GDP per capita ratio of roughly 13
percent of the U.S. level and lower than Viet Nam,
China, Thailand, Indonesia, and other comparators
in the region. Even the optimistic 7 percent annual
growth scenario pushes Cambodia’s income at
peak only modestly higher, underscoring that the
gap is structural, not simply a function of growth
rates. The central policy challenge therefore is that
Cambodia must build the human capital, labor
market institutions, and fiscal buffers to sustain
an aging society at an income level much below its
peers, and the clock is already running out.

III. THE CURRENT STATE
OF THE DEMOGRAPHIC
DIVIDEND

Cambodia captured a meaningful demographic
dividend in the early phases of its transition,
but the returns have recently diminished. Figure
S.3 shows that between 2000 and 2005, growth in
per capita value added was 7.4 percent annually,
with the rising share of working-age population
(WAP) contributing 1.54 percentage points—a
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Figure S.2. Cambodia faces a narrow remaining demographic dividend window—and risks arriving
at its peak working-age population share with less income than regional and high-income peers
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Figure S.3. Cambodia was able to take advantage of a favorable demographic transition since 2000,
but that course seems to be running out in recent years

Decomposition of Annual Growth of per capita Value Added
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Source: World Bank. Jobs Structure Tool. https://datatopics.worldbank.org/jobsdiagnostics/jobs-tools.html

Note: The tool decomposes per capita output growth into four components—contributions of productivity growth, employment growth, labor force
growth, and change in working-age population—using the Shapley decomposition method.

substantial contribution to growth. Productivity
growth was also strong at 6.96 percentage points,
suggesting that the expanding labor force was being
absorbed into increasingly productive activities, most
notably garment manufacturing and construction.
Through 2005-2012, this momentum largely held
and per capita growth moderated only slightly to 5.2
percent, and the WAP share contribution remained
positive at 0.83 percentage points, while productivity
continued to carry the bulk of growth at 5.45
percentage points. The picture changed markedly
from 2012 onward. By 2012-2021, the WAP share
contribution had collapsed to just 0.09 percentage
points while productivity growth roughly halved to
2.69 percentage points, bringing overall per capita
growth down to 4.15 percent. The projections for
2021-2025 are even more troubling, with the WAP
share contribution turning slightly negative, signaling
that Cambodia benefited from its demographic
transition during 2000 to 2012, but has not yet
built the productivity foundations needed to sustain
growth as those demographic advantages fade.

The deceleration in productivity growth
coincides with the shortfallin Cambodia’shuman
capital performance. Figure S.4, panel A shows
data from the recently released Human Capital Index
Plus (HCI+) scores and places Cambodia at 139—

well below its structural peers (180), UMIC peers
(179), and HIC peers (20). Figure S.4, panel B reveals
where that deficit is concentrated: Cambodia’s health
component (41) is broadly comparable to structural
and UMIC peers. The gap is driven overwhelmingly
by the education component, where Cambodia scores
just 70 against 98 to 130 for all three peer groups,
a shortfall that reflects low secondary completion
rates, weak foundational learning outcomes, and
limited tertiary The employment
component (28) also trails all comparators, pointing
to the shortfall in participation rates for youth and
job quality for adults.23 Table S.1 summarizes the
strengths and weaknesses of Cambodia’s human
capital outcomes in detail across the three pillars.

enrollment.

Taken together, the HCI+ data suggest that
Cambodia’s labor force is entering its peak
dividend window with significantly less human
capital than peer economies, implying that even
if Cambodia successfully mobilizes its working-
age cohort, the productivity returns per worker
will be constrained unless the human capital

23 Among the four indicators that are used to calculate the score in the
Employment pillar in HCI+, Cambodia scores poorly in youth share
at work (%), where Cambodia scores 28 against the regional average
of ~58, and adults in wage employment (%) where Cambodia scored
45 against the regional average of ~65.
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Figure S.4. Cambodia’s human capital deficit threatens its ability to convert the remaining dividend
window into sustained productivity growth
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Table S.1. Strengths and weaknesses in Cambodia’s performance across human capital pillars

Strengths

Panel B: HCI+ Components

HIC peers 45 130 45

UMIC peers g9 929 38

Structural peers 81 98 1

I

Cambodia S| 70 28

0 S0 100 150 200

BHCI+ Health Component  WHCI+ Education Component

mHCI+ Employment Component

Weaknesses

Health Remarkable gains in basic survival indicators: A rapidly worsening noncommunicable disease
since 2000, infant mortality dropped from burden—now accounting for 64 percent of all
90 to under 20 per 1,000 births, childhood deaths—already exceeds many lower middle-income
stunting more than halved from S0 percent peer averages across all age groups. High out-of-
to 22 percent, and life expectancy rose from pocket health spending persists, only 20% of women
under 60 to over 70 years. Health HCI+ d 30—49 have been screened for cervical cancer
scores are broadly comparable to structural 8¢ . . ’
pests, and over half of adults with raised blood pressure are

not on medication.?

Education Primary completion has risen from 72 percent  Quality lags far behind access, dropout rates are high
to 82 percent since 2014, upper secondary and progression to secondary school is particularly
enrollment has doubled to 44 percent, and low among the poor and in rural areas, and only
early childhood access is expanding. Recent 25 percent complete upper secondary compared
data show some improvement in early-grade to approximately 75 percent in high-income peers.
reading and mathematics proficiency. Technical and Vocational Education and Training

(TVET) enrollment remains negligible.

Employment  Labor force participation stands at 80 percent, Employment quantity masks a severe quality deficit:

among the highest in the world, with an
unemployment rate of just 0.2 percent.
Female labor force participation at 74 percent
outperforms most regional peers.

89 percent of the workforce is informal, 56 percent
are self-employed, and high-skilled occupations
account for only 8 percent of jobs compared to 32
percent in high-income peers. Opportunities for on-
the-job reskilling and upskilling are limited for most
of the existing workforce.

Sources: World Bank “Country Growth and Jobs Report” (forthcoming) for Education and Employment pillars. a. Ministry of Health 2025.

gap is closed urgently. Cambodia has roughly two
decades in which the demographic structure is still
favorable, but those are precisely the years in which
education and workforce investments must pay off
if productivity-led growth is to replace the fading
demographic dividend.
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Closing the Human Capital Gap

Closing Cambodia’s human capital gap with
regional peers could increase the future
earnings of Cambodian workers by 68 percent.
Simulations from the latest HCI+ scores show that
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if Cambodia were to bring key indicators—schooling
years, learning quality, tertiary completion, and job
quality—to levels already achieved by regional peers,
its HCI+ score would rise from 139 to 207, increasing
the future earnings of Cambodian workers by 68
percent. To put that in context, a 68 percent increase
in the future earnings potential of the labor force
that will carry Cambodia through its peak dividend
years would revitalize the growth trajectory from one
driven by labor quantity, which demographics will
increasingly constrain, to one driven by labor quality,

which policy can still shape.

The areas outlined in this section deliberately
focus on the supply side of Cambodia’s labor
market—the capabilities that workers need to
thrive. But a demographic dividend is only realized
when capable workers meet productive opportunities,
and Cambodia faces significant demand-side
constraints that are equally consequential. A more
capable workforce will only translate into higher
incomes if firms have the incentives and capacity to
demand and reward those skills, and if the broader
economy generates the productive opportunities to
absorb them. Without this, supply-side investments
risk building capabilities that are either underutilized
or exported entirely. Addressing this challenge
requires competition reform, amore enabling business
environment, lower logistics and energy costs, and a
more strategic approach to attracting investment in
higher-complexity sectors. This is the central focus of
Cambodia’s forthcoming Country Growth and Jobs
Report, which examines in depth what it will take to
break the low-skill, low-investment equilibrium and
put the economy on a path to generating the better
jobs that Vision 2050 will require.

IV. NEW LEVERS FOR
JOBS AND GROWTH

TO HARNESS THE
REMAINING DIVIDEND

Cambodia needs new engines of jobs and growth
to make the most of the remaining dividend
window. Addressing the twin constraints of lagging
human capital outcomes and a growth model whose
traditional engines of labor reallocation and capital
accumulation are losing steam requires not just doing
more of what has worked before but opening new
pathways. This section identifies two such pathways
that are underexploited, time-sensitive, and mutually
reinforcing. The first is the care ecomomy: the

formalization and professionalization of childcare
and eldercare services, which simultaneously creates
decent jobs for today’s workforce, unlocks female
labor productivity, and builds the human capital
of tomorrow’s workforce. The second is deeper
regional integration of both goods and people:
upgrading Cambodia’s labor mobility from an
informal, low-skill outflow into structured, high-
return migration pathways, and diversifying trade
toward growing regional markets. Neither is a
substitute for human capital investments and firm
upgrading. Both, however, can accelerate the returns
to those investments and are most powerful if pursued
now, while Cambodia’s demographic window is
still open. This section presents stylized facts and
opportunities in the two aforementioned areas, with
Section V presenting concrete policy actions to realize
those opportunities.

Demographic shifts are already reshaping care
needs in Cambodia. Figure S.5 draws on the Care
Simulation Model (CareSim), a demography-based
tool developed by the World Bank’s East Asia and
Pacificteamtoestimatehow theregion’sdemographic
transitions alter the balance between care needs and
the availability of family caregivers.”* Rather than
forecasting outcomes, the model uses country- and
cohort-specific demographic indicators, including
fertility, life expectancy, and the timing of marriage
and childbearing, to map when people move into and
out of caregiving roles and to identify the share of
households that cannot draw on family-based care.
Panel A illustrates how caregiving responsibilities
accumulate over a typical life cycle, from caring for
children to the “sandwiched” years of overlapping
child and elder care and, later, eldercare itself, while
panel B shows the share of Cambodian households
without intergenerational support rising through
2050 as urbanization and rising formal employment
shrink the pool of family carers. Because most care
in Cambodia is still provided informally within the
household, this growing gap represents an emerging
market for paid services: applying recommended
caregiver-to-recipient ratios against current care-
sector employment, CareSim estimates a potential
market of roughly 380,000 childcare and 150,000
eldercare jobs by 2030 (panel C). These figures

should be read as illustrative estimates of potential

24 The CareSim methodology is documented in Esham, Halim,
and Mattoo (forthcoming); the underlying simulation is Esham,
Halim, and Mattoo (2026), Care Simulation Model (Version 15),
unpublished, World Bank, Washington, DC.
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Figure S.5. Illustration of care throughout life cycle, estimated share of households without
intergenerational support, and estimates for potential job creation in childcare and eldercare in

Cambodia by 2030
Panel A: Illustration of Care throughout life-cycle
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Source: Care Simulation Model (CareSim) based on Esham, Halim, and Mattoo (forthcoming).

Note: Panel A is a visual representation of a life-cycle care profile based on the Care Simulation Model. Panels B and C use country- and cohort-specific
demographic indicators—such as age at first birth, age at first marriage, total fertility rate, life expectancy, and healthy life expectancy—to map transitions
into and out of caregiving roles across cohorts and accounts for intergenerational family support, including the effects of urbanization and formal
employment on the availability of secondary family caregivers. By applying recommended caregiver-to-recipient ratios and accounting for current care
sector employment, CareSim translates unmet care needs into estimates of potential job creation in both childcare and eldercare.

market size under the model’s assumptions, not as
projections of jobs that will materialize; they rest in
particular on holding formal employment rates at
their 2024 levels and on demographic inputs that,
for Cambodia, are unusually sensitive to historical
shocks.” Even read conservatively, they point to care
as a sector where demographic change is likely to
generate substantial demand for skilled workers over
the coming decade.

25 Cambodia's demographic indicators are affected by the legacy of the
Khmer Rouge period (1975-1979), which produced sharp cohort
distortions visible in the country's population structure from the
2010s onward and makes its eldercare trajectory in particular more
volatile than the regional pattern. The estimates use the model's
baseline scenario; sensitivity tests applying a 5 and 10 percent
increase in formal employment rates produce only modest changes),
supporting the constant-employment baseline.
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Childcare and Eldercare

Within this context, accessible and affordable
childcare is a high return investment that
Cambodia can make to improve women’s
job quality, help women stay employed, and
strengthen the human capital base that the
demographic dividend requires. Cambodia has
one of the highest female labor force participation
rates in the region, at 74 percent. Yet, when it
comes to quality of employment, women perform
approximately 90 percent of unpaid domestic and
care work—one of the highest rates in Southeast
Asia—and are disproportionately concentrated in
informal employment.*® In addition, only around 3.2

26 World Bank 2024.
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Aging is already arriving in Cambodia’s rural and high outmigration communities

Share of population above 50 in Cambodia, 2014—2023
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Source: Author’s calculations using 2014 and 2023 CSESs.

percent of children under the age of three use formal
childcare services, leaving the vast majority of families
reliant on informal care arrangements. Many women
express that they would seek employment, or better
employment, if reliable, affordable childcare were
available, yet formal care for children under three
remains low.?”

A review of 22 causal studies in low- and middle-
income countries on childcare and maternal
labor market outcomes finds that while female
labor force participation may already be high
in poorer economies due to the compatibility
of informal work with simultaneous childcare,
the real gains from childcare provision come
through shifts in the type of work women do:
from subsistence agriculture or petty trade,
into formal employment with better wages,
hours, and protections such as paternal leave.
This is precisely the transition that Cambodia
needs.”® A 2026 cost-benefit analysis of childcare
investments by the World Bank, to estimate the
costs and socioeconomic returns of supporting
government and private sector implementation of the
newly issued Childcare Sub-Decree No. 254 on the
Management of Childcare Centers, complemented
by national labor law, to strengthen operational
clarity and effectiveness, finds that benefit-cost ratios
can range from 3.3 to 10.0 depending on the model
and financing structure, with the strongest benefits

27 World Bank 2024.
28 Halim et al. 2021.
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arising from sustained maternal employment and
improved child development outcomes.””*

While Cambodia’s demographic transition
is still underway, aging is already arriving
in Cambodia’s rural and high outmigration
communities, creating a limited window to
build elderly care services. High outmigration
communities are predominantly rural—provinces
such as Prey Veng, Takeo, Svay Rieng, and Kandal—
and it is these communities that are aging fastest, as
working-age adults leave and the elderly remain.*!
Figure S.6 uses age-profile data from the 2014 and
2023 Cambodia Socio-Economic Surveys and finds
that areas with high outmigration already show
a pronounced bulge of those above age 65 that
gives a preview of Cambodia’s national trajectory
as internal and international migration increases
the concentration of elderly in these communities.
According to Cambodia’s National Institute of

29 World Bank 2026a.

30 In December 2025, Cambodia’s Royal Government issued Sub-
Decree 254 on the Management of Nurseries, creating a regulatory
framework for childcare facilities serving children from birth to
under six years of age. The Sub-Decree aims to support children’s
holistic development, strengthen human capital, and ease the
burden on parents so they can remain economically active. It covers
three types of nurseries—community, enterprise, and private—all
operating within Cambodia. Community and private nurseries are
overseen by the Ministry of Education, Youth and Sports, while
enterprise nurseries fall under the Ministry of Labour and Vocational
Training.

31 Data on net migration rate per district 1997-2008 (https://data.
opendevelopmentcambodia.net/en/dataset/net-migration-rate-in-
cambodia-by-district-2008).
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Statistics, 23 percent of Cambodians will be 60 or
older by 2050, up from around 9 percent today.**
Building a formal elder care sector now, with
training standards and sustainable financing, would
generate decent domestic service jobs in the coming
years, particularly for women, while simultaneously
positioning Cambodia as a supplier of skilled care
workers to regional labor markets facing acute
shortages (see below). While the domestic market is
still developing, Cambodians trained for care work
can deploy their trades abroad and return home
as aging accelerates to bring skills, savings, and
institutional knowledge that Cambodia will begin to
need by 2040. The care economy is thus not simply
a welfare response to demographic aging but a labor
market development strategy with the window to
build and scale it limited to the next few years.

REGIONAL INTEGRATION:
PEOPLE AND GOODS

Cambodia’s demographic advantage is not only
a domestic asset but also a regional one. Figure
S.7, panel A shows that while Cambodia’s old-age
dependency ratio is expected to remain below 20
percent through 2050, meaning at least five working-
ageadults for every person aged 65 or older, the picture
across northern East Asia looks starkly different.
Thailand, China, Korea, Japan, and Singapore have
already crossed the 20 percent threshold, and all are
projected to exceed 50 percent by 2050. The scale of
the implied labor shortfall is that Korea, China, and
Thailand would each need to more than double their
working-age populations simply to hold dependency
ratios at today’s levels—an arithmetic impossibility
without either dramatic fertility reversals or
significant labor inflows from younger countries
in the region. This creates a structural demand for
Cambodian labor that extends well beyond national
borders. Estimates based on the CareSim model
described above suggests that closing care gaps in 22
EAP countries could create 20 million childcare and
28 million eldercare jobs by 2030, with countries
like Indonesia and the Philippines already developing
structured training pipelines to meet that demand.
Cambodia, whose own population will begin aging in

a couple of decades, has both the demographic profile

32 NIS 2025.
33  Esham, Halim, and Mattoo (forthcoming).
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and a limited window to compete for this market.
The question is whether it builds the institutional
foundations to do so before the opportunity is
claimed by others.

Yet Cambodia’s current migration model is
contrary to what that the opportunity demands.
Cambodian  emigrants  are
concentrated in Thailand, which alone accounts
for around 64 percent of all emigrants, dwarfing
every other corridor combined (figure S.7, panel
B). This exposes undiversified labor mobility and a
single bilateral dependency, and the 2025 returnee
crisis exposed the brittleness of this arrangement.
The ongoing conflict with Thailand led to
approximately 1 million Cambodian workers—
representing around 14 percent of the country’s
entire labor force—to abruptly return, delivering a
shock to household incomes and remittance flows.
The structural features of the Cambodia—Thailand
corridor compound the problem. Eighty-eight
percent of irregular migrants from Cambodia, the
Lao People’s Democratic Republic, and Myanmar,
and nearly a third of those on formal contracts from
these countries, entered Thailand through unofhcial
channels, incurring migration costs equivalent
to two months of earnings while remaining
confined to elementary occupations in low-skilled
manufacturing, construction, and agriculture,
often working below their own educational
qualifications,* highlighting that this corridor has
often functioned as a pressure valve for surplus
low-skilled rural labor rather than as a genuine
pathway to skills upgrading or upward mobility.
For Cambodia to capture the regional demographic
opportunity described above, it will need to rethink
the migration model along two dimensions: shifting
from informal flows toward structured pathways
built on competency-based certification aligned to
destination-country standards, language and pre-
departure training, and worker protections; and
shifting from a single corridor toward a diversified
set of destinations beyond Thailand, including
the aging economies whose care-worker shortages
Cambodia is well placed to help meet. This
diversification mirrors the agenda Cambodia faces
on trade (see below), where exports are similarly
concentrated in a few markets and products,
making a broader spread of destinations part of
the same structural shift. Underpinned by bilateral
agreements, mutual recognition of qualifications,

overwhelmingly

34 World Bank 2025b.
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Figure S.7. Aging in Cambodia compared to higher-income EAP countries (up to 2050) and

Cambodia’s current migrant destinations, 2020
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Source: UN Population Prospects (2024), Medium Variant Scenario.

and support for returnee reintegration, such a model
would turn migration from a low-skilled safety valve
into a durable channel for skills acquisition that pays

off both abroad and at home.

Diversifying Trade

Cambodia’s current trade patterns mirror its
migration partners, with high concentration in
a single destination and a single product. Figure
S.8, panel A shows that the United States absorbed
roughly 41 percent of Cambodia’s goods exports
in 2023, with the European Union absorbing a
turther 17 percent, meaning that over half of current
exports flow to two destinations. Similarly, figure
S.8, panel B shows the product-level concentration,
with garments, travel goods, and footwear (GTF)
accounting for 51 percent of Cambodia’s merchandise
exports in 2024, while electronics—often the usual
higher value-added path in exports that countries take
from garments—remains below 8 percent. Economic
complexity analysis shows that Cambodia’s transition
to higher-complexity industries such as electronicsand
automotive production is constrained by both know-
how accumulation gaps and competitiveness barriers,
including an uncertain regulatory environment,
high logistics and energy costs, and a skills shortage
in technical and managerial roles.*® Viet Nam’s

35 Wyett 2025.

Panel B: Cambodia emigration destination, 2020
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Source: World Bank Country Level Immigration and Emigration Rates
(2020), compiled as part of the World Development Report (2023).

trajectory, in contrast, offers a counterfactual, with
electronics crossing garments around 2014 (when
Viet Nam’s working-age population peaked), driven
by a targeted FDI strategy anchored in electronics
assembly that Cambodia has not yet been able to
replicate.

Regional demographic change presents
opportunities for Cambodia to diversify trade.
Recent studies document that South-South trade
volumes have grown faster than North-North or
North-South trade in the last decade, while the
share of services in global trade rose to 22 percent in
2022.% For Cambodia, an opportunity could be to
reorient export promotion toward the fast-growing
economies in East Asia, with new demand for goods
and services. Some of this is already happening, with
the share of goods exported to China and Association
of Southeast Asian Nations (ASEAN) countries
increasing in recent years. In addition, service exports
could also offer an underleveraged opportunity, with
Cambodia’s services-to-goods export ratio reaching
nearly 40 percent in 2019,% but falling well below 10
percent due to COVID rapidly after that and slowly
rebounding in recent years, primarily due to some
rebound in tourism. In addition to tourism, and as
aging populations in Japan, Korea, Thailand, and

36 Sivathas 2026.
37 World Development Indicators 2026.
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Figure S8. Similar to labor migration, Cambodia’s exports are largely concentrated in one destination
and one product (GTF) that could benefit from diversification

Panel A: Export partners as a share of total exports,
2000-2023
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Chinasshift toward healthcare, elder care, and financial
security, Cambodia, as a younger economy with a
growing labor force and Regional Comprehensive
Economic Partnership (RCEP) membership, is
structurally well-positioned to supply services and
labor-embedded goods at scale—but only if the
skills, regulatory infrastructure, and trade facilitation
environment are built to leverage these opportunities
before the demographic window closes.

V. POLICY IMPLICATIONS

Cambodia’s demographic reality presents both
an opportunity and a warning. At a median age
of roughly 27, Cambodia remains one of the younger
economies in the region, a stark contrast to the aging
societies of Japan, Korea, Thailand, and China. But
this youthfulness is not a permanent condition.
Cambodia’s working-age population share is
projected to peak around 2043, after which the
dependency ratio will begin to rise and the structural
tailwinds that demography provides to growth will
turn into headwinds. What makes this transition
particularly consequential is the income level at
which it is set to occur. When Cambodia’s regional
peers reached their demographic peaks, they did so as
established middle- or even high-income economies.
Cambodia, by contrast, is on course to reach its peak
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with a GDP per capita at only around 13 percent
of the U.S. level and below the income levels of
Viet Nam, China, Thailand, and Indonesia at their
respective peaks. This is the essence of the “growing
old before growing rich” risk.

The good news is that Cambodia still has
a window of roughly 15 to 20 years to act,
and this aligns with the ambition of, and the
pathway to, Vision 2050. The choices made within
this investment cycle will largely determine whether
Cambodia arrives at its demographic peak having
built the foundations for sustained, productivity-
led growth, or whether it enters an aging society
having left its human capital and economic potential
underutilized. This section maps out what those
choices look like in practice in terms of policy ideas.
Some of the policy levers discussed, such as improving
education quality, strengthening health outcomes,
and upgrading skills are already part of Cambodia’s
development conversation, even if implementation
haslagged. But the section also draws attention to areas
that have received comparatively less policy focus yet
offer considerable untapped potential. These include
formalizing the care economy as both a domestic
labor market opportunity and a gateway to organized
regional labor mobility, and strategically reorienting
Cambodia’s trade and migration links toward the
aging, high-demand economies of the region. With
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the right regional lens, Cambodia’s demographic
position—still young while its neighbors are rapidly
aging—is not just a challenge to manage but an
advantage to exploit.

The policy implications of Cambodia’s
demographic trajectory can be organized around
two complementary imperatives. The first is to
maximize the returns from the workforce Cambodia
already has and is still building, by investing in
the quality of its human capital, expanding access
to opportunity, and protecting the health of a
working-age population that will not remain young
forever. These are best understood as productivity
investments: the returns to better foundational
learning, a healthier labor force, and stronger lifecycle
protection accrue directly to Cambodia’s growth

potential as the demographic window narrows. The
second imperative is to look outward, recognizing
that Cambodia’s relative youth is not only a domestic
asset but a regional one. As neighboring economies
age rapidly and face acute shortages of working-age
labor and care capacity, Cambodia is positioned to
become a strategic partner in meeting those needs
while building the skills and trade linkages that will
serve its own long-run development. The policy ideas
below are organized around these two pillars in table
S.2, which also identifies the responsible institution
and mechanism for each measure. The first pillar
reprioritizes and deepens reforms already on
Cambodia’s agenda, while the second develops newer
areas that have so far received limited policy attention
but carry significant untapped potential.

Policy ideas for Cambodia’s demographic trajectory, by pillar and responsible institution

Policy Idea

Measures

Lead institution / mechanism

Pillar 1: Investing in People to Maximize Returns from Cambodia’s Demographic Dividend (foundational

reforms)

Raise productive social
investments

(i) Significantly increase the share of public
expenditure devoted to education, health, and
social protection, bringing it closer to regional
peers and commensurate with Cambodia’s
human capital ambitions.

Ministry of Economy and Finance
(national budget process; medium-term
expenditure framework)

Improve quality and
access to education,
skills, and workforce

(i) Adopt structured pedagogy and teaching-
at-the-right-level approaches to improve
foundational learning outcomes at the primary

(i) Ministry of Education, Youth and
Sport.

(ii) Ministry of Education, Youth and

development and secondary level. Sport and Ministry of Labour and
(ii) Expand TVET, tertiary education, and on-  Vocational Training (TVET system),
the-job reskilling and upskilling by addressing with private training providers.
cost barriers, improving curriculum relevance,
and expanding demand-driven training.
Prevent (i) Implement fiscal and regulatory measures, (i) Ministry of Economy and Finance
noncommunicable including tobacco taxation, sugar-sweetened (excise and fiscal measures) and Ministry
diseases beverage levies, and mandatory salt reduction of Health (regulatory standards).
target?, to address the risling burfien of (ii) Ministry of Health (primary health
behavioral noncommunicable disease (NCD) care system).
risk factors.
(ii) Scale up NCD screening and treatment at
the primary health care level using performance-
based financing.
Build lifecycle social (i) Improve social assistance adequacy and National Social Protection Council

protection systems

coverage and progressively expand social
insurance to build social protection systems
that can absorb the future pressures of aging.

(coordination and policy), with the
Ministry of Social Affairs, Veterans and
Youth Rehabilitation (social assistance)
and the National Social Security Fund
(social insurance)

29
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Policy Idea

Measures

Lead institution / mechanism

Pillar 2: Turning Demographic Asymmetry into Economic Opportunity (new-opportunity reforms)

Formalize childcare

(i) Enforce and expand labor law and childcare
sub-decree provisions on employer-supported
childcare.

(ii) Establish and invest in childcare supply and
invest in the care workforce in rural areas.

(i) Ministry of Labour and Vocational
Training (labor law enforcement) and
Ministry of Education, Youth and Sport
(nursery regulation under Sub-Decree
254).

(ii) Ministry of Education, Youth and
Sport and Ministry of Women’s Affairs,
with subnational administrations.

Build a care pipeline for
domestic and regional
markets

(i) Embed care sector training, including
childcare and eldercare, as a dedicated track
within the TVET system, with certification
standards aligned to regional market
requirements.

(ii) Pursue Global Skill Partnership agreements
with aging economies (Japan, Korea, Thailand)
to cofinance care worker training in Cambodia
in exchange for structured labor mobility

pathways.

(i) Ministry of Labour and Vocational
Training (TVET system), with
accredited private providers.

(ii) Ministry of Labour and Vocational
Training and Ministry of Foreign
Affairs and International Cooperation
(bilateral labor agreements), with
destination—country counterparts.

Diversify and reorient
trade

(i) Leverage Cambodia’s trade agreements more
strategically, accelerating RCEP implementation
and pursuing new agreements ahead of least

Ministry of Commerce
(trade negotiation and RCEP
implementation)

developed country graduation in 2029.

Realizing the gains of Cambodia’s demographic
window will require a significant shift in how
public resources are allocated. Cambodia currently
spends 2.2 percent of GDP on education, 2 percent
on health, and just 1.1 percent on social protection,
leaving it well below not only high-income peers
but also its structural peers across all three categories
(figure S.9). The contrast is particularly striking given
that Cambodia leads the same peer groups in capital
expenditure, at 5.1 percent of GDP. This spending mix
reflects a growth model that has prioritized physical
infrastructure over human capital. The window to
invest in the people who will drive growth over the next
two decades is not open indefinitely as the working-
age population share begins to plateau and the fiscal
pressures from an aging population will mount.
Closing even part of the gap with structural peers in
education, health, and social protection spending,
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which would require adding roughly 2 to 3 percentage
points of GDP to the social budget, is a prerequisite
for translating Cambodia’s remaining demographic
dividend into durable productivity growth.

Improving education quality in Cambodia
requires a focused package of reforms to ensure
all students master core competencies. In early
grades, particularly in rural and low-performing
schools, the priority should be structured pedagogy:
sequenced lesson plans, grade-appropriate student
materials in the Khmer language, and ongoing
teacher coaching, paired with remedial tutoring for
the bottom half of learners through frequent small-
group or one-on-one sessions during school hours.
At the secondary level, teaching-at-the-right-level
approaches should be deployed for students lagging
in foundational literacy, mathematics, and science,
aligning instruction with students’ actual learning
levels through targeted small-group support. Across
both levels, interventions should prioritize protecting
instructional time by reducing teacher absenteeism
and school closures, particularly in disadvantaged

schools. These approaches are already being piloted
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Level of spending in Cambodia compared to peers, by type (% of GDP)

Education
UNESCO, circa 2023

Capital expenditure
IMF, circa 2025

Cambodia 5.1% + HIC 4.2% -
peers®
Structural UMIC
peers! 9% Q peers’ 3:5%
HIC S al
peers’ 43% — tru;tetel;s‘ 2.9%
UMIC )
peers? 4.0% Cambodia 2.2% +—

Health Social protection
ILO, circa 2024 ILO, circa 2024
HIC
HIC 11.9%
peers® 7% 7 peers’ ’
Asia & tge 8.0% -
Pacific
UMIC2 3.7%
peers
e UMIC 6.6%
| peers
Structe:.:;1 2.5% 9
p Structura} 2.6%
peers
Cambodia 2.0% Cambodia I 1.1% —1

Sources: IMF WEO (April 2025), Article IV and World Bank estimations for capital expenditure; UNESCO Institute for Statistics (n.d.) for education
expenditure; and International Labour Office (2024) for social protection and health expenditure.

Note: 1. Structural peers: Bangladesh, Guatemala, Myanmar, Nicaragua, the Philippines, Thailand, and Viet Nam. 2. UMIC peers: El Salvador, Georgia,
Guatemala, Jordan, Paraguay, the Philippines, and Viet Nam. 3. HIC peers: Bulgaria, Chile, Costa Rica, Hungary, Malaysia, Poland, and Romania.

in the government’s own reform agenda, making
the near-term priority one of scale and consistent
implementation.

While foundational reforms are essential,
utilizing the remaining demographic dividend
window also requires investing in skills
and capabilities through TVET, tertiary
education, and structured on-the-job upskilling
and reskilling, being cognizant of gender
considerations. Higher education enrollment
remains concentrated among urban and higher-
income houscholds.”® Raising participation toward
UMIC and HIC benchmarks will require needs-
based financial aid; targeted scholarships, particularly
in STEM and priority sectors; and expanded
institutional access beyond major urban centers.
Strengthening pathways from upper secondary and
TVET into tertiary education can also reduce barriers
for first-generation and rural students. Cambodia’s
postsecondary system also remains insufficiently
anchored in employer demand. Operationalizing
Sector Skills Councils, expanding work-based and
dual-track programs, and embedding outcome-
based funding tied to verified placement and wage
gains can strengthen alignment between training and
labor market needs. Addressing instructor capacity,
where many TVET trainers have limited industry
experience, through certified industry attachments
and promotion reforms will be equally important.

38 Bhattaetal 2024

Finally, turning workforce upskilling into a national
growth engine requires institutionalizing employer-
led training, scaling outcome-based financing, and
building credible lifelong learning pathways. Finally,
it would be important to embed measures to close
gender gaps in skills attainment, since occupational
sex segregation channels women into informal,
low-paid work; without deliberate action, the shift
toward higher-skill manufacturing risks widening
this gap and leaving Cambodia’s stock of female labor
underutilized in precisely the sectors expected to drive
tuture productivity.

Cambodia must urgently activate the fiscal and
regulatory levers of its National Multi-Sectoral
Action Plan for NCD Prevention and Control
(NMAP 2018-2027) to curtail the accelerating
risks of NCDs. NCDs now account for 64 percent
of all deaths in Cambodia and impose an economic
cost estimated at US$1.5 billion annually, equivalent
to 6.6 percent of GDP, as of 2018.* Against this
backdrop, Cambodia’s National Multi-Sectoral
Action Plan for NCD Prevention and Control
(NMAP 2018-2027) provides policy architecture,
including commitments on tobacco taxation,
dietary regulation, and multisectoral coordination,
but implementation has so far lagged intent. The
immediate priority is to activate the fiscal and
regulatory levers the NMAP envisages: accelerating
the tobacco tax roadmap toward the internationally

39 Ministry of Health 2025.
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recommended threshold of 75 percent of the retail
price, restructuring an excise levy on sugar—sweetened
beverages targeted explicitly at youth consumption,
and shifting the salt reduction strategy from voluntary
guidance to mandatory sodium targets and labeling
requirements for processed foods. These measures are
World Health Organization-designated “best buys”
and recommended interventions in NCD prevention,
with robust global evidence of effectiveness and,
in Cambodia’s case, an existing national plan that
provides the legal and institutional basis to act.

Besides regulatory measures, Cambodia must
scale up NCD screening and treatment at the
primary health care level and address high
adolescent fertility rates, particularly in rural
areas and among low-education groups. The 2023
STEPwise Approach to Surveillance (STEPS) Survey
reveals that more than half of adults with raised blood
pressure are not currently on medication, only one in
five women aged 30-49 have ever been screened for
cervical cancer, and prevalence of raised blood glucose
reaches 20 percent among those aged 60-69—a
cohort that will swell considerably as Cambodia ages.
The Health Equity and Quality Improvement Project
Phase 2 (H-EQIP II) provides a working platform for
delivering these services through primary health care
facilities, but the rapid review of the project’s NCD
subcomponent identifies several bottlenecks. First,
chronic drug shortages must be tackled by expanding
revolving drug funds and strengthening facility-level
forecasting capacity. Second, the Service Delivery
Grant mechanism should be revised to shift its
focus from counting new cases to managing the full
population of adults at risk, with simplified criteria
and reduced penalties that currently demotivate
frontline staff. Third, one-off training of health
workers must give way to sustained on-the-job
coaching and peer learning across facilities. Taken
together, these reforms would allow Cambodia to
use the demographic window, while the working-age
population is still large and relatively healthy, to build
the primary care infrastructure that will be essential
as the population ages and NCD prevalence rises.
Alongside reducing the NCD burden, it is important
to prioritize enabling women to achieve their desired
fertility by making sexual and reproductive health
services geographically and financially accessible, and
expanding youth-friendly services.

Building lifecycle social protection systems
will allow Cambodia to better prepare for
demographic headwinds after 2043. Cambodia
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has made notable strides in expanding and
institutionalizing social protection. However, the
social protection systems will need to evolve to
address evolving context. The post-COVID-19
momentum in expanding Cambodia’s social
protection, including consolidating programs under
the umbrella of Family Package, has been impressive.
Cambodia has recently launched the National Social
Protection Policy Framework 2024-2035, setting a
life-cycle approach to expand and strengthen social
protection nationwide.*” To ensure full and timely
operationalization in the short to medium term, it will
be important to develop a clear, sustainable financing
plan aligned with program expansion, adequacy goals,
and systems investment. In addition, maintaining it
will require periodic assessments of benefit adequacy
(relative to needs and inflation) and of targeting
performance to ensure benefits reach the poorest
children and protect their human capital through
future shocks. Similarly, on social insurance, the
National Social Security Fund currently covers formal
sector workers, but the large majority of Cambodia’s
labor force—who work in agriculture, the informal
economy, and self-employment—remains entirely
outside contributory systems. Expanding National
Social Security Fund coverage progressively, including
through adapted contribution structures for informal
and self-employed workers, and strengthening the
link between contributions and retirement benefits,
would begin to build the funded pension base
that Cambodia will need before the working-age
population share begins to contract after 2043.

Building on the regulatory foundation laid
by Sub-Decree 254, Cambodia must move to
active enforcement and expansion of employer-
supported childcare. The regulatory architecture
is now in place: Sub-Decree 254 formally categorizes
enterprise nurseries alongside community and private
models, creating a clearer ecosystem for compliance
and oversight. However, implementation remains the
central challenge, with 72 percent of assessed factories
currently noncompliant with existing requirements.*
The immediate priorities are strengthening factory-

40 RGC 2024.
41 World Bank 2024.

32



33

level inspections with clear standards and graduated
penalties for non-compliance; building employers’
capability to conduct needs assessments of their
workforce’s care requirements, since needs vary and
no single model fits all; providing operational guidance
and incentives for establishing on-site or cluster-based
centers; and piloting flexible operating-hour models in
garment manufacturing zones where the concentration
of female workers is highest. For firms, childcare is
not only a compliance obligation but a productivity
investment:  employer-supported  care  reduces
absenteeism and turnover and improves retention
of experienced female workers.*” Expanding access
to early childhood education is an equally important
complement, and while Cambodia has made recent
advances, with a net Early Childhood Education (ECE)
enrollment rate of 72 percent, it still lags regional peers,
and wide disparities by wealth quintile and province
remain and must close if the returns from Cambodia’s
demographic window are to be fully realized, given the
importance of ECE experience in supporting school
readiness and providing foundational skills.**

Expansion of community-based childcare and
investment in the care workforce are necessary
complements of the employer-supported model
as the next frontier of Cambodia’s care agenda.
The gap in use of any kind of formal childcare is
starkest outside urban centers, where private market
supply is absent and the state has yet to fill the void.
Community-based childcare centers (CBCCs) are
best suited to this context. When long-run benefits
are included, such as sustained increases in mothers’
earnings, and improvements in children’s cognitive
development and future productivity, the social
benefit-cost ratio for these models rises to between
3.2 and 4.5, with returns climbing further when
centers are well-utilized and quality is maintained.*
The path to making CBCCs financially viable also
lies in cofinancing arrangements—that is, structured
partnerships between the government, local employers,
nongovernmental organizations, and community
groups that share both capital and operational costs
while maintaining accountability for quality. The
World Bank-supported pilot in Kampong Speu and
Kampong Cham, which established 13 community
centers serving children of garment workers under
age three through a factory-parent cofinancing
model, can offer a replicable blueprint. Investment

42 Halim etal 2021.
43 World Bank “Country Growth and Jobs Report,” forthcoming.
44 World Bank 2026a.

should be planned around where female labor-market
participation and outmigration are highest, including
industrial zones, urban peripheries, and high-female-
employment rural communes, while piloting and
evaluating financing and operating models to build a
menu of options adaptable to local context. Similarly,
eldercare investment can begin in high-migration
provinces such as Battambang, Banteay Meanchey,
Siem Reap, and Tbong Khmum, where women left
behind bear the full burden of caring for elderly parents;
targeted support there can unlock female labor supply
precisely where migration pressures are strongest.

Cambodia should establish a dedicated and
certified care sector track within the TVET
system, with standards explicitly aligned to the
requirements of the domestic private sector and
regional labor markets. The demand signal from
the region is unambiguous: Japan, Korea, and several
other EAP economies are aging rapidly, face acute
shortages of care workers, and have established or are
expanding structured pathways for recruiting trained
caregivers from Southeast Asia. Cambodia is currently
a marginal player in this market compared to Viet
Nam and the Philippines, not because the demand
is absent, but because the supply-side infrastructure
is not yet in place. The private sector has begun
to fill the gap independently. However, without
public investment in a structured TVET pathway,
Cambodia will continue to export informally
trained caregivers rather than building a nationally
recognized, regionally competitive care workforce.
The TVET system should develop competency-based
care training modules certified against international
standards, including, for example, those of Japan’s
Technical Intern Training Program and Specified
Skilled Worker visa, delivered through both public
TVET institutions and accredited private providers,
with an explicit dual-purpose design that serves the
growing domestic care market while simultaneously
preparing workers for regional mobility. Care
provision also offers a pathway to formalize women-
led enterprises, moving care jobs from informal to
formal status, and creates space for private capital to
complement public provision - through regulated
private centers and voucher-supported access where
an enabling environment and adequate supply exist.
The care-sector TVET track therefore should also
develop childcare workforce skills alongside eldercare,
since a trained childcare workforce underpins
both service quality and the implementation of
Cambodia’s childcare policy framework, not only
regional eldercare mobility
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Building on the TVET care track, Global Skill
Partnerships (GSPs) with aging destination
economies offers a promising mechanism to
cofinance training systems while simultaneously
opening structured, rights-protected pathways
for Cambodian care workers to access regional
employment. The GSP model is suitable as it
addresses the market failure in which origin countries
underinvest in skills training because the gains from
migration are captured privately, by combining
upfront cofinancing from destination countries
with bilateral agreements that guarantee migration
opportunities in return.* This dual-purpose design
is the model’s most important feature: the same
facilities, instructors, and certification standards that
prepare workers for a Japanese nursing home also
raise the quality of eldercare and childcare available
within Cambodia, producing domestic returns that
persist long after any individual cohort of workers has
migrated. Bilateral labor agreements, which evidence
shows can sustain migration flows for decades
after signing, provide the regulatory mechanism
that protects workers from exploitation and give
employers in destination countries the reliability
they need to justify cofinancing commitments.
Cambodia has already taken early steps through
existing memorandum of understanding-based
migration arrangements with Korea,* which pave the
way to deepen these into GSP structures, with care
sectors as the entry point and the TVET system as
the institutional base. These pathways should embed
safety and labor-protection measures, pre-departure
orientation, reintegration support for returning care
workers, and support for the children of migrant
workers.

Moving from migration to trade, Cambodia
must accelerate RCEP implementation, deepen
existing ASEAN commitments, and pursue
new agreements before least developed country
graduation stops the unilateral tariff preferences

45 Acostaetal. 2025.
46 National Radio of Kampuchea (RNK) 2026
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that currently underpin roughly one-third of its
exports. Cambodia currently sends only 27 percent
of its exports to its preferential trade agreement
partners, a striking underutilization of negotiated
access that reflects a business environment still poorly
equipped to meet rules-of-origin requirements and
navigate non-tariff measures. Cambodia’s trade
agreements are also shallower than those of peer
economies, covering an average of 18 policy areas
against 23 for high-income country peers, limiting
their effectiveness in attracting the higher-quality
investment that diversification requires.” Facing least
developed country graduation in 2029, Cambodia
must continue to reorient export relationships toward
the aging, high-income economies of East Asia, where
demand for the goods and services, especially in
health products and care services, is set to grow for
the foreseeable future.

To diversify its export base, Cambodia should
also confront structural inefficiencies that
make it one of the most expensive places in the
region to trade. The forthcoming World Bank
“Country Growth and Jobs Report” estimates that
streamlining non-tariff measures alone could raise
aggregate exports by around 5 percent. Beyond
reducing frictions, Cambodia faces an equally
important structural gap in services: services
value-added accounts for only 19 percent of total
exports, 17 percentage points below the high-
income peer average, and services represent just 3
percent of manufacturing exports and 4 percent of
agricultural exports, compared to 15 to 20 percent
in aspirational peers. Closing this gap requires
enabling paperless trade by legally recognizing
electronic  transferable records, adopting a
comprehensive data protection framework, and
actively embedding services into Cambodia’s
existing production base through logistics,
information and communications technology, and
professional services deregulation.

47  World Bank “Country Growth and Jobs Report,” forthcoming.
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ANNEX A. AN ANALYSIS OF OIL PRICE SHOCKS

Cambodia’s heavy reliance on imported
petroleum leaves it acutely exposed to global oil
price spikes, with energy costs embedded across
transport and logistics and cascading through
key sectors such as garments, construction,
and agriculture. The current episode is framed by
supply risks linked to the Middle East conflict and
potential disruptions in critical shipping routes like
the Strait of Hormuz, which have contributed to a
rapid escalation in global crude prices. The March-
April 2026 shock was exceptional in both speed and
scale. Pass-through coefficients well above unity point
to a swift and substantial transmission to retail prices,
weighing heavily on household consumption. A
roughly 24 percent rise in crude oil prices translated
into retail price peaks of approximately 44 percent for
gasoline and over 214 percent for diesel by April 7,
2026, relative to pre-shock levels.

International benchmarks suggest that sustained
oil price increases materially weigh on activity in
oil-importing economies. A commonly used upper-
bound rule of thumb (IMF, 2026)* suggests that
a sustained 10 percent rise in oil prices is associated
with a roughly 0.2 percent reduction in global GDP
(table A.1). Complementing this, a panel study
by Gamtessa and Guliani (2024)* finds that a one
percentage point increase in oil price growth can lower
long-run economic growth by about 0.2 percentage
points, highlighting the potential for durable scarring
effects if price pressures persist. A simulation-based
study illustrates the potential magnitude of large and
sustained oil price shocks. Sdnchez (2011)*, using a
computable general equilibrium (CGE) model for
six oil-importing developing countries (Bangladesh,
El Salvador, Kenya, Nicaragua, Tanzania, and
Thailand), finds that the sharp increase in oil prices
during the 2002-2008 period could reduce real GDP
by approximately 2-3%. Historical simulations
for oil-importing developing countries show that
sharp and sustained oil price increases—such as

48 IMF. (2026). Coping and thriving in a fluid world.

49 Gamtessa, S. F., & Guliani, H. (2024). Oil price and long-run
economic growth in oil-importing developing countries. Research in
Economics, 78, 101009.

50 Sinchez, M. V. (2011). Welfare effects of rising oil prices in oil-
importing developing countries. The Developing Economies, 49(3),
321-346.

those seen during 2002-08—can depress real GDP
by approximately 2-3 percent. Given Cambodia’s
structural vulnerabilities — heavy reliance on
imported energy and inputs, an energy-intensive
production and logistics base, and thin margins in
sectors such as agriculture and garments— the drag
on growth is likely to exceed the global average.

Transmission to the real economy operates
through several mutually reinforcing channels.
Higher fuel prices raise transport and input costs
economy-wide, squeezing margins for firms and
farmers, undermining competitiveness in export-
oriented sectors, and eroding household real
disposable income. Investment is also at risk as
businesses reassess capital expenditure plans amid
higher input costs and demand uncertainty. These
pressures are amplified in Cambodia by the centrality
of energy in agriculture, road transport, and logistics,
and by limited short-term substitution possibilities.

Applying the benchmark elasticities to
Cambodia’s current context suggests non-trivial
growth implications under sustained price
pressures. If global oil prices remain 30-40 percent
higher for most of the year, Cambodia’s GDP growth
could be reduced by approximately 0.6-0.8 percentage
points under the upper-bound scenario. This estimate
should be viewed as indicative rather than definitive;
the realized impact will depend on the duration of
the shock, the degree of domestic pass-through, the
responsiveness of demand and investment to higher
costs, and the policy response. Nevertheless, the recent
episode—marked by an approximately 24 percent
rise in crude and pronounced retail fuel price peaks
by early April 2026—illustrates how quickly external
shocks can translate into higher domestic costs and
weaker growth momentum. The overarching risk is
that prolonged high oil prices, coupled with elevated
uncertainty, could delay investment and productivity
upgrades, compounding the near-term drag and
raising medium-term vulnerability.
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https://worldbankgroup-my.sharepoint.com/personal/sly_worldbank_org/Documents/Documents/Economy/Cambodia Economic Update/20. Cambodia Economic Update for June 2026/CEU/. https:/www.imf.org/en/news/articles/2026/03/09/sp030926-coping-and-thriving-in-a-fluid-world

Table A.1. Summary findings

Key estimates
[Ciuckans Oil price Reduction in Remarks
increases GDP
. . . Multi-year Over study 2% to 3% of Large shock
Sanchez(2011)  CGEsimulation 5> 7 0y period GDP (level) impact
Gamtessa & Panel IV (65 S-vear averaces 1 ppt increase in 0.2 vpts erowth Long-run
Guliani (2024) countries) Y & oil prices PP g structural effect
. o . §
IMF (2026) Rule of thumb Persistent annual IFM) increase in 0.1% to 0.2% Short run
shock oil prices scenario

Rising global oil prices triggered by the Middle
East conflict pose a significant downside risk
to Cambodia’s economic growth. Given the
country’s heavy reliance on imported fuel and the
strong pass-through to domestic prices, sustained
increases in oil prices are likely to dampen economic
activity through higher production costs, reduced
household purchasing power, and weaker investment.
While the above growth effect is scenario-based, it
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highlights the need for policy responses to enhance
the country’s resilience to such shocks. These may
include strengthening fiscal buffers, improving
energy efficiency, promoting diversification toward
alternative energy sources, and providing targeted
support to vulnerable households and energy-
intensive sectors. Such measures would help mitigate
the short-term impact of external shocks while
supporting longer-term economic stability.
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