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FOREWORD BY THE GOVERNOR

In 2014the global economy still struggled to make real gaiie global growttwas
projectedto expand by3.3 percentin 2014, which was the same paaes last year The
lethargic pace of growth demonstrated that developed countries are still coping with the
lingeringeffects 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,
becameonce agairthe leader of the global growtnd contributing moré global economic
output than developing countries. Howeweéambodia 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 Cambodiads ability to maintai
economic stability. Under the leadership of Prime Miniskamdech Akka Moh&ena Padei
TechoHun Sen the government gained confidence from local and international investors
looking for a stable and favoralideisiness environment

The National Bank of Cambodia (NBC), t he
in creating an enabling eneinment that facilitated such strong economic growth. The NBC
effectively maintained price stability and exchange rate stability through implementing highly
prudent monetary policyThis wasalways conductedwi t hi n t he cont ext o]
economic devepment goals and the global economic environment.

The stability of price and exchange rate has enabled Cambodia to maintain purchasing
power of theKhmerriel. In 2014, circulation of theiel doubled compared to the previous
year, reflecting a rise in deand of the national currency
confidence of it. A rise in demand oéls in the markeallowedthe NBC to gradually collect
foreign currency. Absorbing more foreign curreriiym the market, coupled Wi a balance
of payment sylusenabled the government to finance over four months of imports of goods
and services. Promotirigcreaseduse of theriel in the market is a key pillasft he NBC®6 s
2015 strategy and witthe NBC6 s pr ag mat,iCambodia nsahgaged ennthat
direction.

In 2014,the NBC also effectively executed the role as the supervisory authority and
regul ator of the coutheNB®bés bsaunpke rnvgi ssiyosnt,e ni. h el
has matured into a sound, stable, catitipe, and highly integrated system in the region and
in the global economy. The banking system continued to develogcale, exparetl in
operational scope and oféatnew products and services to adapt with rapid developments in
the economy.

As the ecaomy grows, financial inclusion becomes even marportant In 2014,
banksand microfinance institutions continued to expand natvate to rural areas that were
once without access to financial servicksfact, he number of people who had access to
financial services doubled from J8ercentto 42 percentand assetf microfinance
institutions grewby 60 percent



As the banking system continued to expand, more banks and financial services fell
under the umbrella ahe NBC. To better manage and reducsks, the NBC strengthened
our supervision methods (at the micro and macro level) and regularly conduetd and
off-site supervision. Theesult demonstrated that barded financial institutions were sound
risks were well managedand institutions appropriately followeghromulgated 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 efpopulation 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 tier integrate Cambodia into the ASEAN financial sector. In this respect,
the NBC established the Payment Syssddepartment to strengthen the method of payment
systems in Cambodia and is further developing the electronic retail payment system.

Additionally, in 2014 theNBC strengthened international cooperationéxpandhg
regular bilateral and multilateral cooperation with other central banks, financial institutions,
and international training institutions to exchange informationsiraileexperiencs. Under
this cooperationthe NBC obtainedvaluabletechnical assistance and training to build the
capacity of NBC staff

The aboveare only highlights of the worthe NBChasdone this past year. Yet, it
underscorg the determinationrand commitment oNBC staff at all levelsn contributing to
the economic development of our nati@n April 17" 2015 Cambodia commemoratel0
years that the Khmer Rouge burst inb@ capitalwaging war on a civilized society and
modernization. Our country has come a longyvsince then, from the abolition of money
during theregime, to paying civil servant salare#h rice and fish soon after, tmilding an
increasingly well managed and sophisticated banking and falesector from scratch, to
now becoming one ofthefw success storiesy.in todayods gl o

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 couwt to rebuild the economic fabric of our society,
reestablishtrust 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, | would like to express my sincere thankstite N B C ®osrd ofdirectors,
NBC staff, development partners and other relevant institutions who contriltute
physical and mental strength and valuable time in helping to achieve all these important
accomplishments. Togethewe are working towards a more prosperous, inclusive, and
equitable Cambodia.

Governor
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EXECUTIVE SUMMARY

The global economyvas projected to grovy 3.3 percent, the samas 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 prosjregsnera)l
developed countries contributed morevéwds global economic growth tmaemerging 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 riskebiitated economic growth in theus area.

Yet, even with the U.Sasa driving force, two key factors hindered a betiebal recovery;
Chinabds economic growth plummeted to the | ov
of economic infrastructe 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 growthal | i ng sl i ghtly due to Thail a
stagnati on. However, this marginal fall de m
and global risks and adapt to local and foreign investment needs.

Economic growth in Cambodia remainedatious compared to the modest growth in
the global economy. In 2014, the economy grew a strongercent higher than the
gover nment 6 s o0 wdue ioa rise in ddmantl m key seatard; construction (25.8
percen}, garment & footwear (8.Berceny, agriculture (3.9ercen}, and tourism (Percen}.

The forecast for 2015 remains optimistic with projections pércent.

The economy was able to grow at a healpace due to the Royal Government of
Cambodi ads c o nt imaintainungs polited! fstahility,s peacen safetyand
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 leadersHigamdech Akka Moh&ena PadefechoHun Sen, Prime
Minister of the Kingdom of Cambodia.

As Head of State, the Prime Minister has activetyin establishing and achieving
targets in the macroeconomic policy framework and the implementation of duterdiagc
to the priority policies outlined by the Royal Governménbreover, the government issued
key policies such as the Growth Based Diversification Poéingiimplemented consecutive
reform programs to build favorableinvestment climate throughe promotion of Small and
Medium Enterprises (SME#) acheve sustainable economic growth.

Macroeconomic stability is crucial for Cambodia to maintain strong economic
growth. As suchthe NBC has effectively implemented flexible ahijhly prudent monetary
policy, such as maintaining price stability and exchange rate stability. These key policies
have enabletheNBC t o keep in Iline with the country
adapt to constant changes in the global economic environment. Money supbéehast an
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appropriate level in response to the needs of economic operations. In the meantime,
Negotiable Certificate of Deposit(NCDs) hasbeen developed to promote liquidity
management, encourage interbank and money market development, and to irhprove t
overall effectiveness of monetary policespecially as Cambodia & hghly 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 exchategbetween the riel
and the US. dollar remained stable, in a range of 4,000 riels p& dbllar. The stability of
price and exchange rate has enabled Cambodia to maintain purchasing power and the
increase of riels in the market demonstrated theipgbd s i ncreased confi dei
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-{99083%
due to the civil war, the KhmeRouge 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, theafisel in circulation can
alsobeat t ri buted to the governmentdos policies
developmenstrategiegRectangular Strategy Phase Ill, National Strategic Development Plan
20142018 and Financial Sector Development Strategy Z20PD).

A rise indemand 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. Tis enabled the NBC to sufficiently finance imports of goods and services for four
mont hs. A high degree of international res
confidence, in particular, international investors seeking economic and financiétystabi
Cambodia. The country im 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 bankiygem, the BC 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 emtito 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 percéminking assets grew at 28 percent,
while deposits and credit went up 8Y 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 peqrewndlento
14 percent of banking assets. Loans outstanding in this saecteased by 50 percent and
total deposits of the seven microfinance deposit taking institutions doubled, revealing that the

NBCAnnual Report 2014 2
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microfinance sector has become increasingly dependent on domestic resouassure
sustainability and business expansion. Initamid banks and microfinance institutions have
expanded brands nationwide, particularly itherural areas tdacilitate access of financial
services to more customers.

Branches and offices of banks and financial institutimngemore than doubled since
2010. Payment methods, especidhye electronic payment system continuously expanded
according t o .Similarly, thenrumisedof peapke dho have access to financial
services grew from 1Percentio 42percent

The rapd growth of the banking system made it imperatorehe NBCto strengthen
the supervisory ability, legal and regulatory framework, and banking infrastructure.
Supervision was made regularly in the form of-gife and orsite supervision and at the
micro and macro levels. Additionally, supervisory methods were developed undbasst
and future perspectigén order to manage and reduce risks in the banking system in a timely
and efficient manner. The resultsipervision showed that bardsd financal 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 regulatrengrepared with a
view to improve the banking sectords opera
standards and best practices.

A national payment system, which is a core element of the financial sector
infrastructure, has also been developed. Thal gs to facilitate a wholesale and retall
payment transaction system that can adapt according to the economic development of the
nation and can better integraZ@ambodianto the ASEAN financial sector. Modernization of
the payment system will enhanceetlsafety, effectiveness and confidence of payment
transactions. It also reduces operational costs. All of these efforts combined will improve
payment operations and support the nationods

In this regardthe NBC established the Paynte8ystens 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 rade risks in the bankg systemthereby 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 creditlowre and providing loans to comply with Customer Prevention
Principle (CPP) to keep the ovieildebtedness rate low in Cambodia. The credit information
sharing system in Cambodia is recognized by regional economietheaN8C has shared
our experience a@htechnical assistance in setting 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

NBCAnnual Report 2014 3
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(IFIs) on managing transfer, payment, settlement, and other accounts. To contribute to the
national budget collectionthe NBC played an important role in directly collecting the
customs revenue from customers of the government, instead of indirect colteotiogh the

16 customs and excises offices in Phnom Pditite NBC participated in implementing
reform programs of the Public Financial Management Phase |l of the Royal Government by
cooperating closely with the Ministry of Economy and Finance througimgaall civil
servants and armed forces salary via the banking system.

With the i mprovement of the economic and
Intelligence Unit (FIU) has increased efforts to prevent money laundering and terrorism
financing. The FIU has cosistenly enhancedthe legal and regulatory framework,
collaborated with relevant ministries and institutions to dreftiSub Decree on Freezing the
Property of Terrorists and other organizations. The decree was promukjated 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 NaBenurity
Council. Furthermorethe FIU has enhanced the supervision ability astdengthened
cooperation with domestic and international ministries and institut@imaprove itsoverall
effectiveness.

For international cooperatiothe NBC has encouraged and expanded regular bilateral
and multilateral cooperation with other centrahks, financial institutions and domestic and
international training institutions to exchange information and experience, as well as
expanding cooperation in specialized sectors. Under this coopethtdBC has obtained
technical assistancena trairing in order to develoghe NBCst af f 6s abi |l ity t
more actively and effectively in enhancing the banking system to be more integrated and
competitive in the region. The BC has also supported and participated in initiatives to
achievean ASEAN Economic Community at the end of 2015 and taken part in creating and
developingafinancial safety system in the region under ASEAN and ASEAN+3 frameworks.
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l. INFLATION AND EXCHANGE RATE

1. Price Development and Inflation

Since August 2014, headline inflation dect
decline until the end of 2014 to a | ower r a
2014 was | ower than the projected, rla¢ @dIloifn €3
inflation was 4.7 percent on average, and in
mainly due to té&heNdAmach elaise, BB gisoadgdglsu B.ni s hi n
However, I n the second dseecmeisntienrg hoena da vienrea gen f
fell to thd Ilave spteDleewdarihe c h wa st hdeeicneleya ad u e

growth of many-oobo&deMAh cshielhi ca,sBéloveasaggs Heal
Transport . rTshet hmati rncodf retddembvanlt eovd t he i;mnhleati or
fall of world crude oi l price and food pri
Cambodi aés main t, Tathiinddp¥i enram)( CBbneahi nsl
demandnpdiicee,pt e®9sdeereasedweo Lh8npabdaad8n( 3. ¢

Graph 1: Inflation

2013 ‘ 2014 ‘

mmm nflation (MoM) e Headline Inflation 4= Core Inflation

Source:;: NaedfonStlatlinssttiidsut
1.1.Cont r i blunfi loamt iod n

Mon-tdmont hfl ati on r emai nseldi gihaw yaavnedrfGagyliea n g e «
peré¢ent2014, wipiecli eaviibiesr 9t 3§ elnefs@ red ehrageedc o n d
semester. Thi s | otwhsel e wddoflwaesachlt ir i éauwnitdeefiad tai o n
stable and | ow.

Foad NAhcohol i cr 8ratelreadgleadrng ersi tberd ailrni fnleat i on
anwi t lavaem abpe rafan 20i1nde pyp Isr e mai nedo bl dhi hetd sup
domedémand alhidemstiishdoerstpeci al |l y aferaotm alrhdai i eq
and Vikehenamaiowm paotnted detadl i ne i ndFda@Nom i ncl

! Inflation thatexcluces Food & Non-Alcoholic Beverageand oitrelated items
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Al coholic Bever agetasorfanbe @dc gmetr jcshfit nQOQ. R per ce
and ot hef0.g7n opersc e h to.welfeeadIsiproeatsi npfrliacteisonof g
and diaeewenlsi deeht hgd since August.

6 Graph 2: The Contribution of CPI (Year on Year)
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m Food and NorAlcoholic Beverages m Housing, Water, Electricity, Gas and other Fue ®m Restaurants ®m Health Furnishings, Household Household Maintenanc® Transportation Others

Source: NatdfonQtlatlinsttiidasut e
12Ext er nadsAfHaec@@taomb@ di ads I nflation

World food prices continued to fall remarkably since April. Therlds food price
index fell year on year to 8.5 percent compared to 3.6 peine2®13due to the decreased
price in commodities such as cereatgetable oil, sugar and diarVhe decrease of these
prices was mainly the result of an increase in supplytla@appreciation athe U.S. dollar.
Hence, Cambodi ads i nf | falkof world fowch micenGobalfomd f ect e«
prices areexpected taontinue to declingince agricultural production is still increasing and
in good condition.

Graph 3: The Change of World Food Price
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produ@espewxi alilbyafdr oiiDEMadad decr danseldi ne wi th
gr owt h wdr Isdo meec ocnoonmbii ensa,tt ihaemp we ¢ ihahtk$. ool loar . At
t he sa@Bambionnhe adopr iglhed 0o papoeadd i fnrgdm 5, 350 ri el s
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i n Augustristedbdpiedrir €0 ®e c(eanbreeduct i on of t5a 8

per
December 2013

The dpowece of world cridef€ambownadsas @asolti
mai nly cont 1 ntighua eedf ft éotiarneidiaomb odi a
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The inflation ofs o me of Cambodi ads “ralsogdeceeasadvhictt r adi n
was mainly due to the slowdown of fopdices. Except for HongK o n g 6 s ,iwhidhl at i on
was high in Septembgt slowed down towardihe end of the yearnflation in Thailand was

at 0.6 percent Vietnam 1.8 percent, China 1.5 percent, Taivleb percentand HongKong
4.9 percent

Graph 5: Inflation of Main Imported Partner Countries
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% Five major trading partners of Cambodia in 201:3China (36.5% of total imports)- Zhailand (13.3%), 3
Vietnam (12%), 4Hong Kong (7.6%), 5Taiwan (6.6%)
® Inflation adjusted with exchange rate
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i nf |l atmaorng iandasl docyt mplor t ed i fndd e@ib@m,whi €dadn not

contrniobutiesks or increase Cambodi ads infl

Graph 6: Adjusted Inflation of Main Imported Partner Countries
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2. Exchange RateMiovement
2.1.Exchange Rate of KHR AgainstUSD

The exchange rate of Khmeiel against US. dollar was largely stable in 2014 at
4,036 KHR/USD. Compared to 2013, thel only slightly depreciated by 0.0gercent
Based on eshangerate movemenin 2014, the exchange rate oél againstthe dollar

continued to fluctuate following seasonal fact@es in previous yeayswithout having
undergone external factors.

Indeed the rielappreciated from January to Marels this period was harvest season,
tax collection period, and the period of major national celebrations. Howeverjethe
depreciated continuously from April to October dueatdecrease in demand aél on the
market. Theriel slightly appreciated from November till the end of 2014 as demand of the
riel for purchasing agricultural products and fomgsin major nationakelebratios started
again At the end of 2014theriel appreciated at a slower rate compared to previous years as
demandof riel for tax payment on transportation was deferred until the end of 2¥tall,

the exchange rate okl againsthe dollar maintained its stability by varying within only less
than+2 percentspread.

Graph 7: Exchange Rate (Riel Against USD)
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2.2.Exchange Rate of KHR Against Qher Currencies

Based orthe trendof the weighted average rathe real exchange rdtef riel against
currencies of major trading partner counti@gpreciatedemarkably compared to 2013, with
the exception of the real exchange rate ofribleagainstthe Hong Kong dollar, which rose
slightly. The real exchange rate nél againstthe Thai bahtappreciatedby 6.9 percent

Chineseyuan 4.7percent euro 3.9percent U.S. dollar 2.4 percentand Vietnanesedong 0.5
percent The main factorsausing this decreaseere:

1 Depreciation othe Thai laht due to political tension;

1 Policy of widening Chinesguan spread from tfiercento +2 percent

1 Appreciation of US. dollar in the international market due tihe improvement
of theU.S. economyand

1 Depreciation ofthe airo due to deflationand sovereign debtesolution
measurein the Eurozone.

The appreciationof the real exchange rate led tthe declinei n Cambodi abd
competitiveness of expogoodscompared to goodi destination countriesn particular
agricultural products whose prices are mainly quotedrieéh At the same time, the

appreciation ofthe US. dollar can also influence theompetitivenessof Cambodi ad s
industrial expor.

Graph 8: Real Bilateral Exchange Rate between Riel and Other Trading Partners' Currencies
&ndex Dec 2011
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2.3.Foreign Exchange Market Intervention

In 2014, the demand oiel rose remarkably compared to previous years due to a few
major factors such as the rise in demand for Khnetrfor tax payment and for financing
economic activities. This increabdemand also reflects thsing confidenceof theriel after

the Royal Governmenand the National Bank of Cambodia made considerable efforts to
promote the use afel.

* It is a key macroeconomic indicator, which reflett® 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 it
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(Million usp) Graph 9: Buying and Purchasing U.S. Dollars in the Market
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The NationalBank of Cambodia purchasedSJdollars from the market 143nes
with the amount equalingSD 802.7 million by issuindKHR 3,210.6 billion,which doubled
compared t®013figures As Cambodia is &ighly dollarized economy, intervention on the
foreign exchange market contributed significantly to meet the demand ofethen the
market in order to maintain exchange rate stability and increase thegpabhfidenceof 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 percentdyy) 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 (FEGD30 percentwhile
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 towals the end of 2014, reflecting the publis sd¢ o mfnigdence i n Can
banking systemAn interesting point in 2014 was a surge in currency in circulation owing to
higher demands of riels in economic and financial activifiéee degree of dollarizian
measured by the ratio of foreign currency deposits over broad n{&@)/M2) was 83
percent, which continues to pose limits on implementation and the effectiveness of
C a mb o dhonatdéryspolicy.
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% of GDP Graph 10: Composition of Money Supply
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The gowth of broad money increased financial deepgrfM2/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.

# Graph 11: Financial Deepening (M2/GDP)
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Graph 12: Composition of Broad Money
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N _ Graph 13: Currency in Circulation
in billion of riels
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3.2 Factors Affecting Money Supply

The growt h thefNBliC@es forwign assetsdo upl ed wi t h a
net domestic assetse the major contributors the increaseof money supplyThe ta n k s 6
net foreign assetgrew, on averagdyy 21 percentdue toarisein foreign currency deposit
The aerage growth ob a n ket domestiassets was mainly supported iy increasein
credit tothe private sector. Meanwhile, net foreign assets of the NBC accelerated by 23
percenton average, due to the escalation of foreign currency deposhsanté®and the
government aththe purchasing di.S. dollars

Credit by Sectors {-0-y % changg

Dec10 Decl11 Dec12 | Decl13 | Decl4
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
PersonaEssentials 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 assetof deposit money banks (DMBshcreased by 2&ercenty-o-y (98
percentof GDP). Net foreign assets, an elementDoM B sodal assetsrose to 3 percent of
GDP withanannual growth rate &9 percentmainly due to the growth of foreign assets (17
percen). Net domestic assets grdwy 39 percent(32 percentof GDP), largely due toan
increaseof credit to the private sectan which wholealeand retailtradeobtained theargest
share (1&ercentof GDP), while credit to agriculture, manufacturing, constructpmrsonal
essentialeind othetendingaccounted for @ercentof GDP.
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Graph 14: Assets of DMBs
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3.2.2 Financial Operations ofthe NBC

A rise inforeign currency deposits in the bankisgstemincreasedhe N B C &et
foreign assets by 2percent(y-o-y) after its declinan the second semestar 2013 Net
domestic assets of the NBC decreased bye@tentowing to the shrinking net claim on
governmenby 66 percentand oncommercial bankby 18 percent It is worth noting thathe
dropin net ckim ongovernmentvasdue toanoverallincrease irgovernment deposits.

Graph 15: Assets of the NBC
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3.3 Liquidity in the Banking System

TheCambodi@ banking system continues maaintainhigh liquidity, refleced by the
high level of excess liquidityin 2014, the excedigjuidity averagelystood at 30 percermf
total liquidity supply, compared to 2@gercentin 2013. This growtldemonstratd that the
bankingsystemis more capabléo respoml to liquidity demands whicleanrise rapidly and
unexpectedly.
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3.3.1 Liquidity Supply

In 2014, liquiditysupply in the banking system was mosthrivedfrom net foreign

assets and marginally from monetary policy operation. Liquidithe banking systerwas
suppliedby netforeign assets of 99 5ercenton averageThetotal supply ofliquidity grew
by an average dt5 percentcompared to percentin 2013, mainly due tcan increase imet
foreign assets adpproximately25 percent

Graph 16 : Liquidity Supply in the Banking System
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3.3.2 Liquidity Absorption

Liquidity in the banking system is absorbed &ytonomous factors (currency in

circulation, net government deposits and net other factors) and reserve requirdhent
absorption of liquidity by currency in circulation grew by @drcent(y-o-y) compared to 19
percentin 2013, while net government degits increased by ldercent(y-o-y) compared to
10 percentin the prevwous year. At the same time, reserve requiresmgeby 21 percent
which weresimilar tothe previous/ear.
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Grpah 18: Liquidity Absorption in the Banking System
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The high level of excesmeservesin the banking system reflext the potentialto
supply liquidity to accommodate the demandhe economy, especially the investment in
real sectorwhich has persistently increasett also shows the resilience of the banking
systemto unanticipatedhocks. Moreovegxcess reservesill contribute to the development
of interbank and money market, the primanmparket of shorterm debts. Themarket
development will become a key markeaskd 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 emdth deposits, &posit rates
in KHR and USD remained stable in 2014 with the rates of aroyedd@ntffor KHR and 4.3
percentfor USD. The higher rate of depasih KHR hasencouragd the public to savén
local currency in the bankingstitutions
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Graph 21 : Annual Deposit Rate
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3.4.2 Lending Rate

Lending rate in KHR and USD were relatively stable 2014. The interest rate on
KHR loans wad 6 percentandfor USD loans wad1.4percenion average

It is worth notingthat the lending rate in KHRrosefrom 11.9percentin August to
15.6percentin September 2018nd remainedteadyuntil the end of 2014. The increase was
mainly dueto the maturity extensionon loans of the largest credit portfol@nid s

policy
The lengthening of the KHR loan maturity wouddso contribute to thegrowth of the
investmenin localcurrency and promotiae wider use offiels.

%%

Graph 22 : Annual Lending Rate
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3.4.3 Interest Rate Margin

banks©o

KHR and 7.28 percentfor USD, increases 00.33 percentand 0.2percent respectively,
compared tdhe end 0f2013. The highmargins on lending and deposits rateiKHHR and
USD have contributed to high profitability in the banking system, encouraging bastkiv¢o

i nt er k2014 theanterest mtespreqidwassaround 10.2percentfor

for the improvement otheir services anthe creation ohew financial productsin line with

market demansl
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Il. BALANCE OF PAYMENT SAND FOREIGN RESERVES
1. Balance of Rayments

The balance of paymexin 2014demonstratedbetter results than in 201ieto the
decrease of current account balance deéini the rise of capital and financial account
balance surples The overall balance had a surplus igglent to 4.6 percentof GDP
compared to 2.percentin 2013. The surplus contributed to raisingternational reserves
which weresufficient to financeaboutfour months of imports of goods and services, which is
an appropriate level for developing countries.

Graph 23: Balance of Payments (2008-2014)
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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 GB®.decrease in the current
account deficit was mainly from the improvement of surpluses of net servicestanareat
transfers; meanwhile, the deficits of trade balance and net income account slightly increased.

The increase ofhe trade balance deficit slowed down significantly by 2.9 percent
compared to 27.9 percent in 2013, due to a substargéin exports than importsTotal
exports increased by 14.8 percenf which expors of garment and footwear undéne
Generaked System of PreferensdGSP accounted for 87.8 perceat total exports, while
export of agricultural products continued ter@ase 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 makeiss Canada, Jap
and especially the Europe Union has continued to climfunder the ‘everything but arms’
scheme) foteastdeveloped countries.

The growth of importsin 2014 was 10.9 percerlower than in 2013vhich wasat
19.5 percent. This wamostly due to the fall of fuel impostat 5.9 percent, resulting from
some major hydropower projects havibgen completedrhe import of consumer goods and
construction materials continued to increase by 20 percent and 11.7 percent respectively,
which reflected the development tfereal estatesector and thencrease ofthe opul at i on o
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income Mearwhile the import of raw materials for the textile industry is estimated to gtow
thelow rate of2 percenbwing to a claim omaisng the minimum wage

(Billion Riel) Graph 24 : Trade Balance (2008-2014)
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The ret service account surplus increassgdS.1 percentcompared to 4.percentin
2013. This increase was due to wlew growthof service revenues from tourism, which
suffered from the political tension and regional issues in neighboring countries, the latter
being important portals tthe Canbodian tourism sector, and ultimately the outbreak of
Ebola.

At the same time, the net income account deficit rose tpergentcompared to 21.7
percentn theprevious year as a result of slower growth of paymehitsvestment income in
Cambodia compad to the previous year. In the meantime, the current transfers account
increased by 27.Bercenttcompared to 2013.

Graph 25 : Current Account (20082014)
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1.2.Capital and Financial Accounts

The capital and financial account balance stwwnetinflows of approximatelyl4.4
percentof GDP KHR 10,48 billion), an increasef 14.7 percentcompared to 2013. This
rise wasdue to the improvement of finance accauat about20.6 percent which was
contributed by the increase ofnflows of net financial assets of commercial banks and
governmentborrowing while the net inflow of direct investment slightly declined. At the
same timenet capital transfer@nvestment project aid and technical assistance) decreased by
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18.6 percentcompared to 2013. As a resuthe capital and financialaccount bance
continues to have surplus, which is a key factor to offgbe current account deficit.

Graph 26 : Financial Account (20082014)
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2. Foreign Reserve Management

The main objective of maintaining foreign reserigeto strengthen the exchange rate
regi me, the countryods sdinapcalistability,isaurces oftnecome, n c e ¢
andthenational 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 depasits inith
maturity less than one month dropped to negative sign. In addition, bond tintees
changed considerably within the year, especially in tlwersk semester. The main factors
leading to thepersistent declineof those interest rates were mostiye tothe global
economic slowdown, gepolitical tension, the implementation thfe expansionary monetary
policy of the European Centr al Bank, the Ban
the Ebola epidemic outbreak. At the end of 2014, interest rates on deposits in U.S. dollar
rebounded slightly after the Federal Resetlie 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 inertees
interest rates on deposits in.3J 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 ajdaliernment bonds will
also be higher than in 201dven 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 theuro a&ea, deflatbnary pressure, and the European Central
Banko6s q uasimgtpalidy an stimulagingeonomic growth.

NBCAnnual Report 201419
[




In 2014, the NBC revised its portions of international reserve investment in some
major currencies deposits and raised higher proportions of tlestment in bonds. The
increased investment in currencies deposits aimed to gain more benefits from higher interest
rates and the investment diversification. However, a portioth@fnvestment in Chinese
yuan and Australian dollars remained low compaedhe portion of investment in.B.
dollars. In the meantiméhe 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 foreigeserves in overnight).S. Treasury bills and
notes, medium term investment (MTI), letegm bonds of governments and international
financial institutions, shot er m deposi ts at some s allbankst ed de
and commercial banks withdh credit ratings. Parts of these reserves lmeen invested
with external fund managers as well.

As of the end of 2014, total invested foreign reserves (diajul2,436.07951
kilograms of @ld and SDR 68.35 milliorgmounted 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 Foreigsd®ee 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 principlesnamely 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 investmgrortfolio 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 lind wie development of financial markets
by obtaining consultancy and guidance from experts of the Bank for International Settlements
(BI'S), the World Bank, the Central Bank of |
managers. At the same time, thezdatment management system is updated regularly to
follow up on investmers 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 shoduration. 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 iassessed and managedntinuousy in order to
safeguardhe investment funds and mitigatsk, particularly risko investment partners.
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[1l. B ANKING AND FINANCIAL SYSTEM STATUS

The banking sector contributes actively in supporting economic growth and poverty
alleviation through credit provision ftausinessexparsionandjob creation

Presently, the banking system in Cambodia comprises of 36 commercial banks, 11
specialized banks, 7 representative offices, 39 microfinance institutioctuding 7
microfinance depostiaking institutions), 38registeredrural credit operators, 6 leasing
companies, 1 credit bureghithird-party processs, and 1,770 money changers. Banking and
financial institutions have continued to expand their operating networks through the opening
of representative branchesd offices in the capital and provinces, and installing Automatic
Teller Machines (ATM) in addition to electronic payment services.

The increase of banking and financial institutions in Cambodia demonstrates robust
economic growth of the cotry and that foreign investorsare increasingly gaining
confidenceint he countryads banki ng andbrarches amici al
subsidiarie®f foreign bankgroviding financial services in Cambodia. The presence of these
international banks not onlyublds prestigeof and confidencent h e Ca midamkidg a 0 s
system, but also attracts many foreign investothdéacountry At the same timehe increase
and expansion of microfinancestitutions (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 affordableafisenaices
to clients quickly and efficiently. In parallel, banking and financial institutions have made
efforts in strengtheninghe effectiveness and capacity of the management, as well as
continuing to diversify products and servicesesponséothec ust omer s 6 demand.

National Bank of Cambodia

7 Deposit Taking : -
36 Commercial Banks S —
11 Specilized Banks 32 MFIs 6 Leasing Companies
38 Rural Credit Operators 6 Third Party Processors

1 Credit Bureau
(Cambodia) Company

1,770 Money Changers
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1. Operations of Banksand Financial Institutions

In 2014 assetf banking and financial institutions increased byp@Bcentto KHR
75,967.8 billion due toincreases ircapitalof banks and financial institutiosa n d
deposits Depositsrose by36 percentto KHR 43,347.6 billion, and credigrew to KHR
46,299.7 billionwith an annual growth rateof 33.7 percentMoreover, the numbebf
depositors and borrowenscreasedy 27.5percentand 14.6percentwhich amounted t@8.3
million and 2.2 million people respectively reflected by t h e
understandingf financial servicesand wider accesso those services. In additiomobile

cust omer .

popul ati onods

transferand mobile payment services have been developed laoadenedhroughout the
country.In 2014 there werapproximately2,000service providerand 6®,000 customers

with anamountof KHR 278 billion. These serviceplay a critical role inpromotingfinancial
inclusion in Cambodia.
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