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Overview of MSMEs

» As of 2022, Cambodia's Micro, Small, and Medium Enterprises (MSMEs) play a crucial
role in the country's economy, conftributing significantly to employment and GDP. The
Cambodia Economic Census 2022 reported 753,670 non-agricultural economic entities,
with 99.8% classified as MSMEs. These entities are responsible for 58% of employment
and 58% of Cambodia's GDP.

®» However, a substantial portion of these businesses remains informal, with only 6.5% of
micro enterprises formally registered. This presents challenges in terms of tax collection
and transparency, but also offers opportunities for growth and formalization under the
ational Strategy for the Development of the Informal Economy 2023-2028.

The census data reveals that the majority of MSMEs are concentrated in the service
sector (93%), while the remaining 7% are involved in industrial activities. Women play a
significant role in the MSME sector, owning or representing 69.1% of these businesses.

To encourage formalization, the Cambodian government has introduced tax
incentives aimed at MSMEs in priority sectors such as wholesale, retail,
accommodation, food services, handicrafts, and agricultural cooperatives. These
incentives include exemptions from various taxes and fees for a specified period for
businesses that voluntarily register for tax between 2023 and 2028
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SME Definition

1. Definition of Small and Medium Enterprises

In accordance with the result of the 2" Meeting of the SMEs Development Policy Committee at
the Council Ministers of Cambodia on January 21, 2021 (FSBR SRS?OM&), SMEs are categorized

into three sectors:

1. Agriculture
2. Industry
3. Service and Trading.

New difinition of SME categorization considered in this SME Development Policy hinges on three
key principles as follows:

1. Number of Employment
2. Annual Sales Turnover
3. Productive Assets

Hombey ot Turnover (US Dollar) Assets (US Dollar)
Employment
Sector Medi and or
Small me H Small Medium Small Medium
. 62.250 — | 250,001 — 50,000 — | 250,000 —
Agriculture. | 549 | 50-199 250,000 | 1,000,000 250.000 | 500,000
62,500 — | 400,001 — 50,000 — | 500,001 —
Indusy (549 | 50-199 400,000 | 2,000,000 500,000 | 1,000,000
Service & |sue | spmo 62,500 — | 250,001 — 50,000 — | 250,001 —
Trading 250,000 | 1.500.000 250,000 | 500,000

Note: When determining the Turnover or Assets Size, the condition with higher values will be
applied.



SME Statistics — Manufacturing Sector
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2. Current Situation of SMEs in Cambodia

Problem 1;

Governance

High cost of electricity/
Supply shortages/
Frequent outages

Unofficial payment

High tax rates/
Complicated tax

procedures

Poor infrastructure and
public services

Lack of enough support
policy for SMEs
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Majority of Phnom Penh interviewees stress.
Especially food and other manufactures face serious
problem

Almost all Phnom Penh interviewees reported different
ministries’ inspections

High tax rate and complicated tax procedures hard to be
understood by SMEs especially in provinces

Poor road condition causing high transportation cost,
poor garbage collection service e.g. for restaurant

No policy by government to protect local producers
against imported products




2. Current Situation of SMEs in Cambodia

Problem 2: Customer/ Market

Difficult to collect sales from
customers

Increasing competition

Unfair competition

Declining number of
customer

v B B 4

Customers have bad habit to pay late
Poor sales and/or poor cash flow

Both import and domestic
Competition in price, quality and design

Tax evasion
Violation of trade regulations

After global financial crisis in 2009, flood in 2011, and
political problem after 2013




2. Current Situation of SMEs in Cambodia

Problem 3: Human Resource

Unskilled/low-skilled
labour supply shortage

Poor discipline and
commitment

High staff turnover

Semi-skilled/highly-skilled
labour shortage

Low productivity

Increasing wages

495 3 339

Workers are attracted by higher wage in
garment or construction sectors

Workers not paying enough attention to the task
at hand, lacking punctuality, leaving job without
permission

Workers cannot stand tough work
Attracted to capital city or Thailand from
province

Work abroad, particular Thailand
Some province SMEs hire highly-skilled labour
from capital with high wage

Poor commitment and discipline

Increase demand by workers




2. Current Situation of SMEs in Cambodia

Problem 4: Products/ Services

Rising cost of raw »

materials

materials

Poor quality of raw »

finished products

Decreasing price of »

Many SMEs import raw materials and
intermediate inputs mostly from Thailand and
Vietham

Poor quality raw materials leads low quality
output which is difficult to sell

some rice millers find difficult to get good quality
paddy rice

Some rice millers cannot export so they have o
reduce the price




3. Existing Policies on SMEs in Cambodia

» The Pentagon Strategy Phase |
» National Strategic Development Plan

» National Strategy for the Development of the Informal
Economy (2023-2028)

mbodia Credit Guarantee Cooperation & CBC

SME Bank of Cambodia

» SME Cluster Policy (Draft)

» Tax Incentives for SMEs (Prakas 360, June 2024)

» |[ndustrial Development Policy (IDP) 2015-2025

» Digital Economy and Society Policy Framework (2021-20395)
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4. Supporting Schemes and Ecosystem

Formalization Initiatives: The Cambodian government has introduced the National
Strategy for the Development of the Informal Economy 2023-2028, which aims to ease the
transition of informal businesses into the formal economy. This strategy includes offering tax
iIncentives, such as exemptions from certain taxes and fees for MSMEs that voluntarily
register
* Financial Inclusion Programs: To improve access to finance, the government and various
stakeholders are working on financial literacy programs and initiatives that encourage banks
to lend to MSMEs. Additionally, there are efforts to promote digital financial services that
could offer MSMESs more convenient access to credit
pacity Building and Training: The government, often in collaboration with development
artners, has launched training programs to enhance the skills of MSME operators. These
programs focus on areas such as business management, digital literacy, and technical skills
necessary for adopting new technologies
Simplification of Regulatory Processes: Efforts are underway to simplify the business
registration process and reduce bureaucratic hurdles for MSMEs. The introduction of digital
platforms for registration and tax payments is part of this strategy, making it easier for
businesses to comply with regulations and benefit from government support




Line Ministries in MSMEs Sectors

Ministry of Industry, Science, Technology & Innovation

Ministry of Post and

Telecommunication

Ministry of Health

Ministry of Labor and

Vocational Training



Development Partners

 |International Organization
* Private Associations

» OtherDevelopment Partners
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- Other:
giz <l &) | ppps, ADB, WB,
UN DESA
ACCMSME...

GlZ UNDESA UNESCAP
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