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FOREWORD BY THE GOVERNOR  

In 2014 the global economy still struggled to make real gains. The global growth was 

projected to expand by 3.3 percent in 2014, which was the same pace as last year. The 

lethargic pace of growth demonstrated that developed countries are still coping with the 

lingering effects of the global financial crisis, and emerging economies are less dynamic than 

expected. Yet, a familiar trend unfolded where developed countries, like the United States, 

became once again the leader of the global growth and contributing more to global economic 

output than developing countries. However, Cambodia was one of the few exceptions able to 

withstand a globally turbulent economic environment with steady and robust economic 

growth (at 7 percent), outpacing global and regional players.  

The healthy pace of the Cambodian economy can be attributed to the Royal 

Government of Cambodiaôs ability to maintain political stability, peace, safety, and macro-

economic stability. Under the leadership of Prime Minister, Samdech Akka Moha Sena Padei 

Techo Hun Sen, the government gained confidence from local and international investors 

looking for a stable and favorable business environment.  

The National Bank of Cambodia (NBC), the nationôs central bank, played a key role 

in creating an enabling environment that facilitated such strong economic growth. The NBC 

effectively maintained price stability and exchange rate stability through implementing highly 

prudent monetary policy. This was always conducted within the context of the nationôs 

economic development goals and the global economic environment.  

The stability of price and exchange rate has enabled Cambodia to maintain purchasing 

power of the Khmer riel. In 2014, circulation of the riel doubled compared to the previous 

year, reflecting a rise in demand of the national currency and the publicôs increased 

confidence of it. A rise in demand of riels in the market allowed the NBC to gradually collect 

foreign currency. Absorbing more foreign currency from the market, coupled with a balance 

of payment surplus enabled the government to finance over four months of imports of goods 

and services. Promoting increased use of the riel in the market is a key pillar of the NBCôs 

2015 strategy and with the NBCôs pragmatic management, Cambodia is headed in that 

direction.   

In 2014, the NBC also effectively executed the role as the supervisory authority and 

regulator of the countryôs banking system. Under the NBCôs supervision, the banking system 

has matured into a sound, stable, competitive, and highly integrated system in the region and 

in the global economy. The banking system continued to develop in scale, expanded in 

operational scope and offered new products and services to adapt with rapid developments in 

the economy.  

As the economy grows, financial inclusion becomes even more important. In 2014, 

banks and microfinance institutions continued to expand nation-wide to rural areas that were 

once without access to financial services. In fact, the number of people who had access to 

financial services doubled from 19 percent to 42 percent and assets of microfinance 

institutions grew by 60 percent.  
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As the banking system continued to expand, more banks and financial services fell 

under the umbrella of the NBC. To better manage and reduce risks, the NBC strengthened 

our supervision methods (at the micro and macro level) and regularly conducted on-site and 

off-site supervision. The result demonstrated that banks and financial institutions were sound; 

risks were well managed, and institutions appropriately followed promulgated law and 

regulations. The NBC will increasingly play a strategic role in fostering an enabling 

environment for financial inclusion and responsible lending by banks. It will also be 

instrumental in educating the population on financial literacy and financial capability. 

The NBC is also making great progress in establishing a national payment system. 

The goal is to setup a system that can adapt to the rapidly changing economic development of 

the nation and can better integrate Cambodia into the ASEAN financial sector. In this respect, 

the NBC established the Payment Systems Department to strengthen the method of payment 

systems in Cambodia and is further developing the electronic retail payment system. 

Additionally, in 2014 the NBC strengthened international cooperation by expanding 

regular bilateral and multilateral cooperation with other central banks, financial institutions, 

and international training institutions to exchange information and share experiences. Under 

this cooperation, the NBC obtained valuable technical assistance and training to build the 

capacity of NBC staff. 

The above are only highlights of the work the NBC has done this past year. Yet, it 

underscores the determination and commitment of NBC staff at all levels in contributing to 

the economic development of our nation. On April 17
th
 2015, Cambodia commemorated 40 

years that the Khmer Rouge burst into the capital waging war on a civilized society and 

modernization. Our country has come a long way since then, from the abolition of money 

during the regime, to paying civil servant salaries with rice and fish soon after, to building an 

increasingly well managed and sophisticated banking and financial sector from scratch, to 

now becoming one of the few success stories in todayôs global economy.  

Through the collective efforts of the NBC, the government, development partners, and 

other relevant institutions, Cambodia has reached a turning point. We, at the NBC, will 

continue our obligation to the country, to rebuild the economic fabric of our society, 

reestablish trust in the monetary system of our nation, and above all, become a formidable 

player in the global economic arena for many years to come.  

Overall, I would like to express my sincere thanks to the NBCôs board of directors, 

NBC staff, development partners and other relevant institutions who contributed their 

physical and mental strength and valuable time in helping to achieve all these important 

accomplishments. Together, we are working towards a more prosperous, inclusive, and 

equitable Cambodia.    

  Governor
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EXECUTIVE SUMMARY  

The global economy was projected to grow by 3.3 percent, the same as last year. 

Economic growth was uneven and sluggish due to a decline in global economic activities in 

the first semester, coupled with a rise in risks that affected growth prospects. In general, 

developed countries contributed more towards global economic growth than emerging and 

developing countries.  

Economic growth in advanced economies was primarily driven by the United States, 

which is rebounding from the financial crisis. Japan faced obstacles due to the hike in the 

consumption tax, whereas deflationary risks debilitated economic growth in the euro area. 

Yet, even with the U.S. as a driving force, two key factors hindered a better global recovery; 

Chinaôs economic growth plummeted to the lowest rate since 2011 due to transitional effects 

of economic infrastructure reform and the sharp decline in global oil prices. 

The boost in most developing countries was led by a rise in domestic demand and the 

moderate recovery of the global economy. In the regional context, ASEAN fared better than 

other economies, with growth falling slightly due to Thailand and Indonesiaôs economic 

stagnation. However, this marginal fall demonstrated the groupôs ability to manage regional 

and global risks and adapt to local and foreign investment needs. 

Economic growth in Cambodia remained vigorous compared to the modest growth in 

the global economy. In 2014, the economy grew a strong 7 percent, higher than the 

governmentôs own initial forecast due to a rise in demand in key sectors; construction (25.8 

percent), garment & footwear (8.8 percent), agriculture (3.9 percent), and tourism (3 percent). 

The forecast for 2015 remains optimistic with projections at 7 percent. 

The economy was able to grow at a healthy pace due to the Royal Government of 

Cambodiaôs continuous efforts in maintaining political stability, peace, safety, and 

macroeconomic stability. This boosted the confidence of local and international investors into 

the Cambodian economy. Similar to previous years, the National Bank of Cambodia (NBC) 

has been guided by the leadership of Samdech Akka Moha Sena Padei Techo Hun Sen, Prime 

Minister of the Kingdom of Cambodia.  

As Head of State, the Prime Minister has actively led in establishing and achieving 

targets in the macroeconomic policy framework and the implementation of duties according 

to the priority policies outlined by the Royal Government. Moreover, the government issued 

key policies such as the Growth Based Diversification Policy, and implemented consecutive 

reform programs to build a favorable investment climate through the promotion of Small and 

Medium Enterprises (SMEs) to achieve sustainable economic growth. 

Macroeconomic stability is crucial for Cambodia to maintain strong economic 

growth. As such, the NBC has effectively implemented flexible and highly prudent monetary 

policy, such as maintaining price stability and exchange rate stability. These key policies 

have enabled the NBC to keep in line with the countryôs economic development goals and 

adapt to constant changes in the global economic environment. Money supply has been at an 
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appropriate level in response to the needs of economic operations. In the meantime, 

Negotiable Certificate of Deposits (NCDs) has been developed to promote liquidity 

management, encourage interbank and money market development, and to improve the 

overall effectiveness of monetary policy, especially as Cambodia is a highly dollarized 

economy. 

As a result, the inflation rate in 2014 remained low at 1.1 percent, in line with the 

target set by the government (under 5 percent). Similarly, the exchange rate between the riel 

and the U.S. dollar remained stable, in a range of 4,000 riels per U.S. dollar. The stability of 

price and exchange rate has enabled Cambodia to maintain purchasing power and the 

increase of riels in the market demonstrated the publicôs increased confidence in the national 

currency.  

Demand for the riel doubled in 2014, compared to the previous year. This is quite 

noteworthy as confidence in the currency severely declined for over 30 years (1970s-1990s) 

due to the civil war, the Khmer Rouge regime, and the ensuing years of political instability. 

Relative political stability over the past 25 years has enabled the country to rebound 

economically and rebuild confidence in the riel. In addition, the rise of riel in circulation can 

also be attributed to the governmentôs policies to promote the use of riel in several national 

development strategies (Rectangular Strategy Phase III, National Strategic Development Plan 

2014-2018 and Financial Sector Development Strategy 2011-2020). 

A rise in demand of riels in the market has allowed the NBC to gradually collect 

foreign currency. Absorbing more foreign currency in the market, coupled with a balance of 

payment surplus and the effective management has continuously accumulated foreign 

reserves. This enabled the NBC to sufficiently finance imports of goods and services for four 

months. A high degree of international reserves is crucial in maintaining the publicôs 

confidence, in particular, international investors seeking economic and financial stability in 

Cambodia. The country is in a favorable position since foreign reserves are the national 

property, the capital to use in monetary policy, and the capital to prevent and resolve any 

crisis.  

As the supervisory authority and regulator on the banking system, the NBC has 

developed the banking system with soundness, clarity, stability, competitiveness and high 

integration in the region and the world with the Financial Sector Development Strategy 2011-

2020 as a guide. The banking system in Cambodia continued to develop the scale, operational 

scope and introduce new financial products and services. In 2014, the ratio of Broad Money 

(M2) over GDP kept rising to approximately 63 percent, banking assets grew at 28 percent, 

while deposits and credit went up by 31 percent. 

On the other hand, the microfinance sector (the most active sector in alleviating 

poverty), also significantly increased through a rise in total assets by 60 percent, equivalent to 

14 percent of banking assets. Loans outstanding in this sector increased by 50 percent and 

total deposits of the seven microfinance deposit taking institutions doubled, revealing that the 
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microfinance sector has become increasingly dependent on domestic resources to assure 

sustainability and business expansion. In addition, banks and microfinance institutions have 

expanded branches nationwide, particularly in the rural areas to facilitate access of financial 

services to more customers.  

Branches and offices of banks and financial institutions have more than doubled since 

2010. Payment methods, especially the electronic payment system continuously expanded 

according to customersô needs. Similarly, the number of people who have access to financial 

services grew from 19 percent to 42 percent.  

The rapid growth of the banking system made it imperative for the NBC to strengthen 

the supervisory ability, legal and regulatory framework, and banking infrastructure. 

Supervision was made regularly in the form of off-site and on-site supervision and at the 

micro and macro levels. Additionally, supervisory methods were developed under risk-based 

and future perspectives in order to manage and reduce risks in the banking system in a timely 

and efficient manner. The result of supervision showed that banks and financial institutions in 

Cambodia were sound, managed risks well, and adhered to the promulgated law and 

regulations. At the same time, legal and regulatory frameworks have been enhanced via 

checking and updating existing regulations. Moreover, new regulations are prepared with a 

view to improve the banking sectorôs operations, as well as follow good international 

standards and best practices. 

A national payment system, which is a core element of the financial sector 

infrastructure, has also been developed. The goal is to facilitate a wholesale and retail 

payment transaction system that can adapt according to the economic development of the 

nation and can better integrate Cambodia into the ASEAN financial sector. Modernization of 

the payment system will enhance the safety, effectiveness and confidence of payment 

transactions. It also reduces operational costs. All of these efforts combined will improve 

payment operations and support the nationôs economic development. 

  In this regard, the NBC established the Payment Systems Department to strengthen 

the method of payment systems in Cambodia and is further developing the electronic retail 

payment system. Meanwhile, the credit information sharing system continues to strengthen 

transparency and reduce risks in the banking system thereby contributing to the overall 

quality of credit portfolios, lessening loan operational costs and interest rates, as well as 

encourage financial inclusion. The effectiveness of the system will depend on a clear 

understanding of the credit culture and providing loans to comply with Customer Prevention 

Principle (CPP) to keep the over-indebtedness rate low in Cambodia. The credit information 

sharing system in Cambodia is recognized by regional economies, and the NBC has shared 

our experience and technical assistance in setting up and managing this system in other 

countries. 

The National Bank of Cambodia has effectively provided services to the Royal 

Government, banking and financial institutions as well as International Financial Institutions 
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(IFIs) on managing transfer, payment, settlement, and other accounts. To contribute to the 

national budget collection, the NBC played an important role in directly collecting the 

customs revenue from customers of the government, instead of indirect collection through the 

16 customs and excises offices in Phnom Penh. The NBC participated in implementing 

reform programs of the Public Financial Management Phase II of the Royal Government by 

cooperating closely with the Ministry of Economy and Finance through paying all civil 

servants and armed forces salary via the banking system. 

With the improvement of the economic and financial sectors, Cambodiaôs Financial 

Intelligence Unit (FIU) has increased efforts to prevent money laundering and terrorism 

financing. The FIU has consistently enhanced the legal and regulatory framework, 

collaborated with relevant ministries and institutions to draft the Sub Decree on Freezing the 

Property of Terrorists and other organizations. The decree was promulgated since the 

beginning of 2014 and targets issuing mechanisms and legal procedures to freeze the 

properties of terrorists and other organizations in line with the United Nations Security 

Council. Furthermore, the FIU has enhanced the supervision ability and strengthened 

cooperation with domestic and international ministries and institutions to improve its overall 

effectiveness.  

For international cooperation, the NBC has encouraged and expanded regular bilateral 

and multilateral cooperation with other central banks, financial institutions and domestic and 

international training institutions to exchange information and experience, as well as 

expanding cooperation in specialized sectors. Under this cooperation, the NBC has obtained 

technical assistance and training in order to develop the NBC staffôs ability to participate 

more actively and effectively in enhancing the banking system to be more integrated and 

competitive in the region. The NBC has also supported and participated in initiatives to 

achieve an ASEAN Economic Community at the end of 2015 and taken part in creating and 

developing a financial safety system in the region under ASEAN and ASEAN+3 frameworks. 
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I. INFLATION AND EXCHANGE RATE  

1. Price Development and Inflation 

 Since August 2014, headline inflation decelerated to 1.1 percent, and continued to 

decline until the end of 2014 to a lower rate than 2013 (4.6 percent). Headline inflation in 

2014 was lower than the projected rate of 3.5 percent. During the first semester, headline 

inflation was 4.7 percent on average, and increased to the highest rate in March at 4.9 percent 

mainly due to the increase in Food & Non-Alcholic Beverages, Housing, and Furnishings. 

However, in the second semester headline inflation was declining on average of 3 percent and 

fell to the lowest level at 1.1 percent in December, which was mainly due to the decrease in 

growth of many items such as Food & Non-Alcholic Beverages, Housing, Health and 

Transport. The main factors that contributed to the slowdown of the inflation rate were; the 

fall of world crude oil price and food prices, and the slow down of inflation among 

Cambodiaôs main trading partners (China, Thailand and Vietnam). Core inflation
1
, which is a 

demand driven price pressure, also decreased to 1.8 percent, lower than 2013 (3.6 percent). 

Source: National Institute of Statistics 

1.1.  Contribution of Inflation 

 Month-to-month inflation remained low and changed slightly to an average of 0.1 

percent in 2014, which was 0.36 percent in the first semester and -0.17 percent in the second 

semester. This low level contributed to the slowdown of headline inflation and remained 

stable and low. 

 Food & Non-Alcoholic Beverages remained the largest contributor to headline inflation 

and with an average of 5 percent in 2014. Since supply remained limited, it could not support 

domestic demand and still relied on imports, especially meat and vegetables from Thailand 

and Vietnam. The main groups that contributed to headline inflation included Food & Non-

                                                           
1
 Inflation that excludes Food & Non-Alcoholic Beverages and oil-related items 
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Alcoholic Beverages of 1.4 percent, Restaurants of 0.3 percent, Furnishings of 0.2 percent 

and other groups of -0.7 percent. Transport lowered headline inflation as prices of gasoline 

and diesel have consistently declined since August. 

 

 

 

 

 

Source: National Institute of Statistics 

1.2. External Factors Affecting Cambodiaôs Inflation 

 World food prices continued to fall remarkably since April. The world food price 

index fell year on year to 8.5 percent compared to 3.6 percent in 2013 due to the decreased 

price in commodities such as cereal, vegetable oil, sugar and diary. The decrease of these 

prices was mainly the result of an increase in supply and the appreciation of the U.S. dollar. 

Hence, Cambodiaôs inflation was not affected by the fall of world food prices. Global food 

prices are expected to continue to decline since agricultural production is still increasing and 

in good condition. 

 

 

 

 

 

 

 World crude oil prices also steadily declined, especially during the second semester 

after it reached the highest price in June. Crude oil price decreased to 0.34 dollar per litre, and 

fell by 45 percent year on year lower than 2013 (6.9 percent) due to the increase in crude oil 

production (especially from Libya and OPEC). Demand also decreased in line with slow 

growth of some world economies, in combination with the appreciation of the U.S. dollar. At 

the same time, Cambodiaôs gasoline price also dropped accordingly from 5,350 riels per litre 
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in August to 4,400 riels per litre in December (a reduction of 5.8 percent compared to 

December 2013). 

 The lower price of world crude oil was a positive effect on Cambodiaôs gasoline and 

mainly contributed to reducing the effect of inflation in Cambodia. 

   

 The inflation of some of Cambodiaôs regional trading partners
2
 also decreased, which 

was mainly due to the slowdown of food prices. Except for Hong Kongôs inflation, which 

was high in September, it slowed down towards the end of the year. Inflation in Thailand was 

at 0.6 percent, Vietnam 1.8 percent, China 1.5 percent, Taiwan 0.6 percent and Hong Kong 

4.9 percent. 

 

 

 

 

 

 

 

 According to the adjusted imported inflation
3
 (which measures the effect of imported 

inflation into Cambodia) the effect was still low on Cambodiaôs inflation due to the adjusted 

imported inflation of main partner countries was low (about 0.2 percent). Hence, Cambodiaôs 

                                                           
2
  Five major trading partners of Cambodia in 2013: 1- China (36.5% of total imports), 2- Thailand  (13.3%), 3- 

Vietnam (12%), 4- Hong Kong (7.6%), 5- Taiwan (6.6%) 
3
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inflation was marginally affected by imported inflation from foreign countries, which did not 

contribute to risks or increase Cambodiaôs inflation. 

 

 

 

 

 

 

2. Exchange Rate Movement  

 2.1. Exchange Rate of KHR Against USD 

The exchange rate of Khmer riel against U.S. dollar was largely stable in 2014 at 

4,036 KHR/USD. Compared to 2013, the riel only slightly depreciated by 0.02 percent. 

Based on exchange rate movement in 2014, the exchange rate of riel against the dollar 

continued to fluctuate following seasonal factors (as in previous years) without having 

undergone external factors. 

Indeed, the riel appreciated from January to March, as this period was harvest season, 

tax collection period, and the period of major national celebrations. However, the riel 

depreciated continuously from April to October due to a decrease in demand of riel on the 

market. The riel slightly appreciated from November till the end of 2014 as demand of the 

riel for purchasing agricultural products and for using in major national celebrations started 

again. At the end of 2014, the riel appreciated at a slower rate compared to previous years as 

demand of riel for tax payment on transportation was deferred until the end of 2014. Overall, 

the exchange rate of riel against the dollar maintained its stability by varying within only less 

than ±2 percent spread. 
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2.2. Exchange Rate of KHR Against Other Currencies 

Based on the trend of the weighted average rate, the real exchange rate
4
 of riel against 

currencies of major trading partner countries appreciated remarkably compared to 2013, with 

the exception of the real exchange rate of the riel against the Hong Kong dollar, which rose 

slightly. The real exchange rate of riel against the Thai baht appreciated by 6.9 percent, 

Chinese yuan 4.7 percent, euro 3.9 percent, U.S. dollar 2.4 percent and Vietnamese dong 0.5 

percent. The main factors causing this decrease were:  

¶ Depreciation of the Thai baht due to political tension;  

¶ Policy of widening Chinese yuan spread from ±1 percent to ±2 percent;  

¶ Appreciation of U.S. dollar in the international market due to the improvement 

of the U.S. economy and; 

¶ Depreciation of the euro due to deflation, and sovereign debt resolution 

measures in the Eurozone. 

The appreciation of the real exchange rate led to the decline in Cambodiaôs 

competitiveness of export goods compared to goods to destination countries, in particular, 

agricultural products whose prices are mainly quoted in riel. At the same time, the 

appreciation of the U.S. dollar can also influence the competitiveness of Cambodiaôs 

industrial exports. 

 

2.3. Foreign Exchange Market Intervention 

 In 2014, the demand of riel rose remarkably compared to previous years due to a few 

major factors such as the rise in demand for Khmer riel for tax payment and for financing 

economic activities. This increased demand also reflects the rising confidence of the riel after 

the Royal Government and the National Bank of Cambodia made considerable efforts to 

promote the use of riel. 

                                                           
4
 It is a key macroeconomic indicator, which reflects the competitiveness of exports in a country. The 

appreciation of real exchange rate means a decline in competitiveness; thus, an exporting country shall regularly 

monitor the movement of real exchange rate against its trading partnersô currencies.  
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The National Bank of Cambodia purchased U.S. dollars from the market 143 times 

with the amount equaling USD 802.7 million by issuing KHR 3,210.6 billion, which doubled 

compared to 2013 figures. As Cambodia is a highly dollarized economy, intervention on the 

foreign exchange market contributed significantly to meet the demand of the riel on the 

market in order to maintain exchange rate stability and increase the publicôs confidence of the 

riel. 

3.  Money Supply 

 Money supply continues to increase in line with market demands and the robust 

economic development of Cambodia. The banking system remains resilient, reflected by the 

high liquidity in response to liquidity demands of banks and financial institutions in 

expanding their intermediary role and supporting their local private investment firms. 

Moreover, resilient liquidity and the stability of the banking system contributed to stable 

interest rates on loans and deposits in 2014. 

 3.1. Broad Money 

 Broad Money (M2) rose by 30 percent (y-o-y) due to the contribution of 17 percent of 

net foreign assets and 13 percent of net domestic assets. The increase of net foreign assets 

was mainly due to the growth of foreign currency deposits (FCD) of 30 percent, while 

currency in circulation (in riels) and riel deposits grew by 26 percent and 32 percent, 

respectively, compared to 2013. It is worth noting that after the decline in FCD during the 

beginning of the second semester in 2013, it started to rebound rapidly and maintained a high 

growth rate towards the end of 2014, reflecting the publicôs strong confidence in Cambodiaôs 

banking system. An interesting point in 2014 was a surge in currency in circulation owing to 

higher demands of riels in economic and financial activities. The degree of dollarization 

measured by the ratio of foreign currency deposits over broad money (FCD/M2) was 83 

percent, which continues to pose limits on implementation and the effectiveness of 

Cambodiaôs monetary policy. 
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The growth of broad money increased financial deepening (M2/GDP) to 63 percent 

compared to 53 percent in 2013, which reflected a crucial role and more active participation 

of the banking system in economic development.  
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3.2. Factors Affecting Money Supply  

 The growth of banksô and the NBCôs net foreign assets coupled with a rise in banksô 

net domestic assets are the major contributors to the increase of money supply. The banksô 

net foreign assets grew, on average, by 21 percent due to a rise in foreign currency deposits. 

The average growth of banksô net domestic assets was mainly supported by an increase in 

credit to the private sector. Meanwhile, net foreign assets of the NBC accelerated by 23 

percent on average, due to the escalation of foreign currency deposits of banks and the 

government and the purchasing of U.S. dollars. 

Credit by Sectors (y-o-y % change) 

 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14 

Hotel and restaurant 2.1 1.9 7.9 30.6 20.3 

Agriculture, Forestry and Fishery 24.7 77.6 45.8 26.3 34.3 

Manufacturing 24.9 41.0 36.1 48.4 9.9 

Construction and real estate 15.5 25.8 18.1 22.6 36.2 

Personal Essentials 3.6 69.2 16.7 23.3 46.6 

Wholesale and retail trade 43.1 22.3 37.8 24.3 34.7 

 

3.2.1. Financial Operations of Deposit Money Banks 

Total assets of deposit money banks (DMBs) increased by 28 percent y-o-y (98 

percent of GDP). Net foreign assets, an element of DMBsô total assets, rose to 3 percent of 

GDP with an annual growth rate of 29 percent, mainly due to the growth of foreign assets (17 

percent). Net domestic assets grew by 39 percent (32 percent of GDP), largely due to an 

increase of credit to the private sector, in which wholesale and retail trade obtained the largest 

share (18 percent of GDP), while credit to agriculture, manufacturing, construction, personal 

essentials and other lending accounted for 6 percent of GDP.  
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3.2.2. Financial Operations of the NBC 

A rise in foreign currency deposits in the banking system increased the NBCôs net 

foreign assets by 25 percent (y-o-y) after its decline in the second semester in 2013. Net 

domestic assets of the NBC decreased by 27 percent owing to the shrinking net claim on 

government by 66 percent and on commercial banks by 18 percent. It is worth noting that the 

drop in net claim on government was due to an overall increase in government deposits.  

 

 

3.3. Liquidity in the Banking System 

The Cambodiaôs banking system continues to maintain high liquidity, reflected by the 

high level of excess liquidity. In 2014, the excess liquidity averagely stood at 30 percent of 

total liquidity supply, compared to 27 percent in 2013. This growth demonstrated that the 

banking system is more capable to respond to liquidity demands which can rise rapidly and 

unexpectedly.  
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3.3.1. Liquidity Supply  

In 2014, liquidity supply in the banking system was mostly derived from net foreign 

assets and marginally from monetary policy operation. Liquidity in the banking system was 

supplied by net foreign assets of 99.5 percent on average. The total supply of liquidity grew 

by an average of 25 percent, compared to 5 percent in 2013, mainly due to an increase in net 

foreign assets of approximately 25 percent.  

 

3.3.2. Liquidity Absorption  

Liquidity in the banking system is absorbed by autonomous factors (currency in 

circulation, net government deposits and net other factors) and reserve requirements. The 

absorption of liquidity by currency in circulation grew by 21 percent (y-o-y) compared to 19 

percent in 2013, while net government deposits increased by 14 percent (y-o-y) compared to 

10 percent in the previous year. At the same time, reserve requirements rose by 21 percent 

which were similar to the previous year. 
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The high level of excess reserves in the banking system reflected the potential to 

supply liquidity to accommodate the demand in the economy, especially the investment in 

real sector which has persistently increased. It also shows the resilience of the banking 

system to unanticipated shocks. Moreover, excess reserves will contribute to the development 

of interbank and money market, the primary market of short-term debts. The market 

development will become a key market based monetary policy tool and improve the 

effectiveness of monetary policy implementation. 

3.4. Deposit Rate, Lending Rate and Interest Rate Margin 

3.4.1. Deposit Rate 

According to the weighted average interest rates on 12-month deposits, deposit rates 

in KHR and USD remained stable in 2014 with the rates of around 6 percent for KHR and 4.3 

percent for USD. The higher rate of deposits in KHR has encouraged the public to save in 

local currency in the banking institutions.  
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Grpah 18: Liquidity Absorption in the Banking System 
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3.4.2. Lending Rate 

Lending rates in KHR and USD were relatively stable in 2014. The interest rate on 

KHR loans was 16 percent and for USD loans was 11.4 percent on average 

It is worth noting that the lending rate in KHR rose from 11.9 percent in August to 

15.6 percent in September 2013 and remained steady until the end of 2014. The increase was 

mainly due to the maturity extension on loans of the largest credit portfolio bankôs policy. 

The lengthening of the KHR loan maturity would also contribute to the growth of the 

investment in local currency and promote the wider use of riels. 

 

3.4.3. Interest Rate Margin 

The steady lending and deposit rates in KHR and USD maintained the stability of 

banksô interest rate margins. In 2014, the interest rate spread was around 10.25 percent for 

KHR and 7.28 percent for USD, increases of 0.33 percent and 0.2 percent, respectively, 

compared to the end of 2013. The high margins on lending and deposits rates in KHR and 

USD have contributed to high profitability in the banking system, encouraging banks to strive 

for the improvement of their services and the creation of new financial products in line with 

market demands.  
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II. B ALANCE OF PAYMENT S AND FOREIGN RESERVES  

1. Balance of Payments 

The balance of payments in 2014 demonstrated better results than in 2013 due to the 

decrease of current account balance deficit and the rise of capital and a financial account 

balance surpluses. The overall balance had a surplus equivalent to 4.6 percent of GDP 

compared to 2.3 percent in 2013. The surplus contributed to raising international reserves, 

which were sufficient to finance about four months of imports of goods and services, which is 

an appropriate level for developing countries. 

 

1.1. Current Account 

The current account deficit was 10.6 percent of GDP (7.148 billion riels), down by 4.9 

percent compared to 2013 when it was 12.2 percent of GDP. The decrease in the current 

account deficit was mainly from the improvement of surpluses of net services and net current 

transfers; meanwhile, the deficits of trade balance and net income account slightly increased. 

The increase of the trade balance deficit slowed down significantly by 2.9 percent 

compared to 27.9 percent in 2013, due to a substantial rise in exports than imports. Total 

exports increased by 14.8 percent, of which exports of garment and footwear under the 

Generalized System of Preferences (GSP) accounted for 87.8 percent of total exports, while 

export of agricultural products continued to increase by 17.3 percent. It is important to note 

that the proportion of imports under GSP to the United States continued to decline from 71 

percent in 2005 to 30 percent in 2014 while exports to other markets such as Canada, Japan, 

and especially the European Union has continued to climb (under the 'everything but arms' 

scheme) for least-developed countries.  

The growth of imports in 2014 was 10.9 percent, lower than in 2013 which was at 

19.5 percent. This was mostly due to the fall of fuel imports at 5.9 percent, resulting from 

some major hydropower projects having been completed. The import of consumer goods and 

construction materials continued to increase by 20 percent and 11.7 percent respectively, 

which reflected the development of the real estate sector and the increase of the populationôs 
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income. Meanwhile the import of raw materials for the textile industry is estimated to grow at 

the low rate of 2 percent owing to a claim on raising the minimum wage. 

 

The net service account surplus increased by 5.1 percent compared to 4.3 percent in 

2013. This increase was due to the slow growth of service revenues from tourism, which 

suffered from the political tension and regional issues in neighboring countries, the latter 

being important portals to the Cambodian tourism sector, and ultimately the outbreak of 

Ebola. 

At the same time, the net income account deficit rose to 1.5 percent compared to 21.7 

percent in the previous year as a result of slower growth of payments of investment income in 

Cambodia compared to the previous year. In the meantime, the current transfers account 

increased by 27.8 percent compared to 2013. 

 

1.2. Capital and Financial Accounts 

The capital and financial account balance showed net inflows of approximately 14.4 

percent of GDP (KHR 10,449 billion), an increase of 14.7 percent compared to 2013. This 

rise was due to the improvement of finance accounts at about 20.6 percent, which was 

contributed by the increase of inflows of net financial assets of commercial banks and 

government borrowing, while the net inflow of direct investment slightly declined. At the 

same time, net capital transfers (investment project aid and technical assistance) decreased by 
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Graph 25  : Current Account (2008-2014) 
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18.6 percent compared to 2013. As a result, the capital and financial account balance 

continues to have a surplus, which is a key factor to offset the current account deficit. 

 

 

2. Foreign Reserves Management 

The main objective of maintaining foreign reserves is to strengthen the exchange rate 

regime, the countryôs credibility, balance of payments, financial stability, sources of income, 

and the national treasure repository. 

2.1. Investment of Foreign Reserves 

 In 2014, interest rates on term deposits in all currencies of the foreign reserve basket 

decreased compared to 2013, especially the interest rate on term deposits in euro with 

maturity less than one month dropped to negative sign. In addition, bond interest rates 

changed considerably within the year, especially in the second semester. The main factors 

leading to the persistent decline of those interest rates were mostly due to the global 

economic slowdown, geo-political tension, the implementation of the expansionary monetary 

policy of the European Central Bank, the Bank of Japan, and the Peopleôs Bank of China, and 

the Ebola epidemic outbreak. At the end of 2014, interest rates on deposits in U.S. dollars 

rebounded slightly after the Federal Reserve (the Fed) decided to end the quantitative easing 

policy owing to the recovery of the U.S. economy. However, interest rates of U.S. Treasury 

bonds remained low compared to 2013. 

 In 2015, it is expected that the Fed will raise its policy rate, which will increase the 

interest rates on deposits in U.S. dollar; thus, interest rates of U.S. Treasury bonds are 

expected to recover in 2015. Meanwhile, it is also expected that the Reserve Bank of 

Australia will increase its policy rate in 2015; and interest rates of the government bonds will 

also be higher than in 2014, even though the Australian economy is projected to grow slightly 

in 2015. Interest rates on deposits in euro are not expected to go up in 2015 because of the 

weak economic growth in the euro area, deflationary pressure, and the European Central 

Bankôs quantitative easing policy in stimulating economic growth. 
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 In 2014, the NBC revised its portions of international reserve investment in some 

major currencies deposits and raised higher proportions of the investment in bonds. The 

increased investment in currencies deposits aimed to gain more benefits from higher interest 

rates and the investment diversification. However, a portion of the investment in Chinese 

yuan and Australian dollars remained low compared to the portion of investment in U.S. 

dollars. In the meantime, the NBC also revised asset composition of the investment portfolios 

in response to the recent market development by reducing investment on fixed deposits and 

increasing investment in bond market. 

 The NBC has also invested foreign reserves in overnight U.S. Treasury bills and 

notes, medium term investment (MTI), long-term bonds of governments and international 

financial institutions, short-term deposits at some selected developed countriesô central banks 

and commercial banks with high credit ratings. Parts of these reserves have been invested 

with external fund managers as well.  

As of the end of 2014, total invested foreign reserves (excluding 12,436.07951 

kilograms of gold and SDR 68.35 million) amounted to USD 5,306 million, an increase of 29 

percent compared to 2013 (USD 4,104 million). 

2.2. Investment Risk Management  

 All invested foreign reserves were made prudentially and complied with the 2014 

Investment Guideline adopted by the Foreign Reserve Investment Committee of the National 

Bank of Cambodia. Risk management is one of the important roles of foreign reserve 

management to ensure that foreign reserves are invested prudentially, avoiding any risks and 

complied with prioritized principles, namely 1) capital maintenance, 2) liquidity, and 3) 

income. The investment policy and investment guidelines were developed as core rules for 

the smooth and effective management of the foreign reserve investment and linked to all 

processes of the investment portfolio management. 

 The investment guideline clearly identifies the risk boundaries including market risk, 

credit risk, liquidity risk, consolidated risk, exchange rate risk, and operational risk. Risk 

management includes new methodologies in line with the development of financial markets 

by obtaining consultancy and guidance from experts of the Bank for International Settlements 

(BIS), the World Bank, the Central Bank of Luxembourg, and the investment partnersô asset 

managers. At the same time, the investment management system is updated regularly to 

follow up on investments and measure related investment risk. In order to ensure the 

sufficient liquidity, investment is focused on government bonds of developed countries that 

have high liquidity and short duration. Moreover, risk measurement through a set of key risk 

indicators such as Value at Risk (VaR), Credit Default Swap (CDS) are calculated regularly 

as well. 

 In general, investment risk is assessed and managed continuously in order to 

safeguard the investment funds and mitigate risk, particularly risk to investment partners.  



21 
 

NBC Annual Report 2014 

III. B ANKING AND FINANCIAL SYSTEM STATUS  

 The banking sector contributes actively in supporting economic growth and poverty 

alleviation through credit provision for business expansion and job creation.   

 Presently, the banking system in Cambodia comprises of 36 commercial banks, 11 

specialized banks, 7 representative offices, 39 microfinance institutions (including 7 

microfinance deposit-taking institutions), 38 registered rural credit operators, 6 leasing 

companies, 1 credit bureau, 6 third-party processors, and 1,770 money changers. Banking and 

financial institutions have continued to expand their operating networks through the opening 

of representative branches and offices in the capital and provinces, and installing Automatic 

Teller Machines (ATMs) in addition to electronic payment services.  

 The increase of banking and financial institutions in Cambodia demonstrates robust 

economic growth of the country and that foreign investors are increasingly gaining 

confidence in the countryôs banking and financial sector. There are 24 branches and 

subsidiaries of foreign banks providing financial services in Cambodia. The presence of these 

international banks not only builds prestige of and confidence in the Cambodiaôs banking 

system, but also attracts many foreign investors to the country. At the same time, the increase 

and expansion of microfinance institutions (MFIs) operating network also reflects the trend of 

unofficial financial service providers (i.e. money lenders who switched to run their own 

business officially). This represents the fact that the formal financial sector is more 

developed, is broadening in scope, and can facilitate reliable and affordable financial services 

to clients quickly and efficiently. In parallel, banking and financial institutions have made 

efforts in strengthening the effectiveness and capacity of the management, as well as 

continuing to diversify products and services in response to the customersô demand.  
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1. Operations of Banks and Financial Institutions  

 In 2014, assets of banking and financial institutions increased by 33 percent to KHR 

75,967.8 billion, due to increases in capital of banks and financial institutions and customersô 

deposits. Deposits rose by 36 percent to KHR 43,347.6 billion, and credit grew to KHR 

46,299.7 billion with an annual growth rate of 33.7 percent. Moreover, the number of 

depositors and borrowers increased by 27.5 percent and 14.6 percent, which amounted to 3.3 

million and 2.2 million people, respectively reflected by the populationôs increased 

understanding of financial services and wider access to those services. In addition, mobile 

transfer and mobile payment services have been developed and broadened throughout the 

country. In 2014 there were approximately 2,000 service providers and 600,000 customers 

with an amount of KHR 278 billion. These services play a critical role in promoting financial 

inclusion in Cambodia. 

 

 

 

 

 

 

Credit Situation in the Country  

 

Source: Credit Bureau of Cambodiaôs estimate 

  


