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Cambodia	  graduates	  to	  LMIC	  and	  begins	  its	  middle	  income	  
journey	  -‐ close	  on	  the	  heels	  of	  other	  CLMV	  countries
• Per capita income now above $1000, compared to just above $200

in themid-‐1990s.
• One of the few post-‐conflict countries around the world to achieve

that feat.
• Sustained GDP growth of more than 7% a year for more than 20

years now – about to join the ‘globally coveted county club’.
• Extreme poverty is now down to negligible levels and income

inequality and polarizationaredeclining.
• People live longer, healthier, and more educated lives.
• Aspires to become an UMIC by 2030 (per capita income above

$4300) and a HIC by the middle of this century (per capita income
above$12,000).

• Pure arithmetics make these aspirations lookhard to accomplish.
• Yet, they serve as broad goalposts/benchmarks to guide the

country’smiddle income journey.
• How does that journey look like from today’s vantage point? 2



Multiple	  dimensions	  of	  the	  middle	  income	  journey	  may	  
make	  it	  a	  bumpier	  	  journey	  – a	  ‘trappy’	  travel!	  
• Sector-‐specific:
Ø Slowing agriculture and a stalled agricultural transformation.
Ø Lack of industrial diversification – both within, and away from,

garments.
Ø A large, yet flagging tourism sector.
Ø A slowing, yet bubbly and frothy real estate sector.
Ø A growing andmore interconnected financial sector.
• Economy-‐wide:
Ø Aid-‐dependency to resource-‐sufficiency.
Ø Rural to an urbanizingcountry – urban infrastructure/facilities.
Ø Informal to a more institutionalized economy.
Ø Quantity as well as quality-‐focusededucation and training.
• AEC:
Ø The imperatives to travel with the other ASEAN members, learning

to travel together!

• Overall, the challenges during Cambodia’s middle income journey
are many but so are the opportunities!
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For	  fostering	  competitiveness,	  the	  key	  challenge	  is	  one	  of	  	  
promoting	  a	  mix	  of	  imitation,	  improvisation,	  and	  	  innovation

• Revive agriculture and transfer the excess labor in the countryside
for industrialization.

• Keep up the country’s openness to trade, investment, and people –
remain connected to compete – FDI-‐exports-‐peoplenexus.

• Upgrade infrastructure – maintenance as important as new
constructions; IT/telecoms as important as roads, ports, airports,
and power plants; and so is soft infrastructure .

• Improve the business environment/investment climate for FDI –
indeed aggressively court FDI!

• Forge greater links with global supply chains and regional
production networks – focus on trade in tasks than in products.

• Do not neglect services, especially tourismandhospitality.
• In all these efforts at fostering competitiveness, imitation,

improvisation, and innovation will be key, although to varying
degrees at different stages and across sectors and activities.
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A	  ‘learning	  society’-‐ germane	  for	  all	  -‐ imitation,	  
improvisation,	  	  and	  innovation	  – during	  the	  middle	  
income	  journey
• Learning – both abstract learning and learning by doing – critical for

skill (hard and soft) acquisition to imitate, improvise, and innovate.
• Despite recent achievements, Cambodia continues to be a labor

surplus but skill deficit country.
• Options available – import skills and/or develop skills domestically.
• Public sector can finance skill development but within limits set by the

fiscal space and other constraints.
• Private sector – both domestic and foreign owned – has two options.
Ø A passive approach -‐ lower its investment and production to limits set

by the skill gap – prolonging/derailing the middle income journey.
Ø A proactive approach – invest in skill development (including through

PPPs) -‐ enabling a successful middle income journey
• The private sector, as much as the public sector, will thus determine

the course of the country’s middle income journey – an opportunity
for a truly public-‐private partnership!

5



Providing	  an	  environment	  conducive	  for	  a	  competitive	  
private	  sector	  – should	  be	  an	  overarching	  goal	  of	  
public	  policy
• Private investment responds to the two ‘Rs’ -‐ risks and returns.
• Yet not all combinations of the two ‘Rs’ may elicit sufficient private

investment.
Ø Non-‐appropriable returns.
Ø Heavily time-‐discounted returns.
Ø Unquantifiable risks.
• Private sector needs public policy support in those circumstances.
• Key public policies and interventions needed.
Ø transparentand fair legal and institutional arrangements.
Ø interventions to lower the time-‐horizon for realizing the returns by

the private sector.
Ø Underwritingcertain private sector risks.

• The key objective of public policy -‐ promote an internationally
competitive, not a protected, private sector.

.
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Public	  policies	  to	  be	  avoided	  or	  sparingly	  used:	  not-‐so-‐
good	  ideas	  in	  development

• ’Open ended’ protection/incentives for specific sectors, industries, and
firms.

• Bans on imports and exports.
• Price and interest rate controls.
• Energy subsidy, except for a well targeted poor and vulnerable.
• Premature exchange rate appreciation to promote industrial

diversification to higher productivity sectors.
• Preoccupationwith industrialization at the neglect of services
• Inadequate or ‘light-‐touch regulation of the banking/financial systems to

promote financial development.
• Cutting public infrastructure investment and social spending to balance

the budget.
• Job creation through civil service expansion, underpaying civil servants

and teachers.
• Ignoringenvironmental implications of growth as an ‘unaffordable luxury’.
• This negative list of what not to do is as important as the positive list of

what to do!
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Now	  on	  to	  a	  few	  facts	  and	  figures	  about	  the	  middle	  
income	  trap,	  who	  has	  avoided	  it,	  and	  who	  is	  in	  it…
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Economies	  that	  became	  lower	  middle	  income	  after	  1950	  
and	  graduated	  to	  upper	  middle	  income	  (Felipe	  2012)
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Economies	  that	  were	  in	  upper	  middle	  income	  after	  1950	  
and	  graduated	  to	  high	  income	  (Felipe	  2012)
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Economies	  in	  the	  lower	  middle	  income	  trap	  in	  2010	  (Felipe	  
2012)
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Economies	  in	  the	  upper	  middle	  income	  trap	  in	  2010	  (Felipe	  
2012)
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