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ឯកំសាារសាាវិតាារទិើ២

បរវិិតតកំមរីច្ចនាាសំម័ន័្លឹះធ ន្លឹះងិកំំទៅណ៍ើន្លឹះទៅសំដ្ឋឋកំចិ្ចចទៅ�ាត្រឹបទៅទិសំកំម័�ជាា
�ុវូិ សេបុ���យ �ិ� សេច្ច� សាាវិ�ធំ

ទៅសំច្ចកំតើសំទៅងបុ

កាារ�ិកាាសេ�ះអសេ�កត់សេលីកំសេណីៈ�សេ�ដ្ឋឋកិច្ចចរប�់កមុ្ពុ�ជាា សេដាាយសេង្រីបីវិធីិំសាាង្រី�ែពណៈន៌ាា �ិ�សេធំើីបំន្តែណៈកថុាាក់
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សេ�វាាកមី្ពុធំ�រកិច្ចច �ិ��ិរញ្ញញវិតុ់�) បាា�បង្ហាា ាញពីកំសេណីៈ�ជាាប់លាាប់។
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�ឹ�ង្រីបសេ��សេផស�សេ�ៀត់កុ��កង្រីមិ្ពុត់ចំ្ចណូៈលដូ្ឋច្ចគុាំា។
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វិ�ិយ័ផលិត់ភាាពខុ្លី�់ ដូ្ឋច្ចជាាវិ�ិយ័កមី្ពុ�ែសាាល �ិ�សេ�វាាកមី្ពុ បាា�រមួ្ពុចំ្ចន្តែណៈកធំំបំផ�ត់កុ��កាារបសេ�ក�ីកំសេណីៈ�
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ម្ពុកង្រីតឹ់ម្ពុកង្រីមិ្ពុត់មួ្ពុយន្តែដ្ឋលមាា�កំណៈត់់។ កាារចូ្ចលរមួ្ពុចំ្ចន្តែណៈកពីវិ�ិយ័សេ�ះ មាា�ចំ្ច�ួ�តិ់ច្ចតួ់ច្ច សេដាាយសាារចំ្ចន្តែណៈក
កាារង្ហាារនៃ�វិ�ិយ័កំសេណីៈ�ផលិត់ភាាពខុ្លី�់ ហាាក់ដូ្ឋច្ចជាាមាា�កាារថ្មីយច្ច�ះ ខ្លីណៈៈន្តែដ្ឋលវិ�ិយ័កំសេណីៈ�ផលិត់ភាាព
�ាប ជួំបង្រីប�ះ�ឹ�កាារសេកី�សេ�ី�ចំ្ចន្តែណៈកកាារង្ហាារ។

ឥទិធពិល់ ន្លឹះងិ�ន្លឹះសុាាសំន្លឹះទ៍ៅ�ាល់ន្លឹះទៅ�ាបាាយ៖
• សេដី្ឋម្ពុីីបសេ�ក�ីកំសេណីៈ�ផលិត់ភាាព�រ�ប ង្រីបសេ��កមុ្ពុ�ជាាត្រូតូ់វិ៖

- បសេ�ក�ីកាារង្ហាារកុ��វិ�ិយ័ន្តែដ្ឋលមាា�ផលិត់ភាាពខុ្លី�់ �ិ�វិ�ិយ័កំសេណីៈ�។
- សេលីកកមុ្ពុ�់កំសេណីៈ�ផលិត់ភាាពត្តាាម្ពុវិ�ិយ័�ីមួ្ពុយៗ។
- កាាត់់ប�យុឧប�គួាចំ្ចសេពាាះកាារច្ចលត័់កមាល ាំ�ពលកមី្ពុសេ�ាង្រីគួប់វិ�ិយ័ សេដាាយផែល់�ូវិកាារសេង្រីត់ៀម្ពុលកខណៈៈជំំនាាញ

រចួ្ចជាាសេង្រី�ច្ច។
- ជំរំ�ញកាារវិ�ិិសេយ៉ាាគួបន្តែ�ុម្ពុសេលីវិ�ិយ័ន្តែដ្ឋលមាា�ផលិត់ភាាពខុ្លី�់ �ិ�វិ�ិយ័កំសេណីៈ� សេដី្ឋម្ពុីីបសេ�កតី់កាារង្ហាារបន្តែ�ុម្ពុសេ�ៀត់។



Background Paper No. 02 1

This study investigates Cambodia’s economic 
growth using descriptive and productivity 
decomposition methods on output and 
employment data of 12 industries from 2000 
to 2022. 

	Cambodia’s economy is undergoing a 
structural transformation, and the growth 
driver has been shifting from agriculture 
to manufacturing and services. 

	Manufacturing is still dominated by 
garments and textiles. However, the 
export of electronics and machinery, agro-
industry, and plastic products increased, 
indicating a sign of diversification. 

	Output in tradable services (such 
as information and communication, 
transportation, business service 
activities, and finance) has shown 
consistent growth.

	The aggregate productivity growth rate is 
volatile; on average, it is still moderately 
low compared to other countries at the 
same income level.  

	Aggregate productivity growth in the 
last decades was driven more by inter-
sectoral and less by intra-sectoral 
labour reallocation. 

•	 Inter-sectoral labour reallocation 
from low-productivity sectors such 
as agriculture to high-productivity 
sectors such as manufacturing and 
services contributed the largest to 
increasing the overall aggregate 

productivity growth of the economy. 
However, this effect was moderate 
due to labour mobility barriers. 

•	 Intra-sector productivity growth also 
contributed to increased aggregate 
productivity growth, suggesting 
that most sectors have productivity 
growth rather than decline. However, 
the sectoral productivity growth was 
relatively small, which limited this 
effect. 

•	 Labour reallocation to the high-
productivity growth sector reduced 
aggregate productivity growth to 
a limited extent. The contribution 
from this item is small because high-
productivity growth sectors tended to 
experience falling employment share 
while low-productivity growth sectors 
experienced rising employment share. 

Policy Implication and Recommendations:

	To increase aggregate productivity 
growth, Cambodia has:to:
•	 Increase employment in high-

productivity and growth sectors
•	 Enhance intra-sectoral productivity 

growth. 
•	 Reduce barriers to labour mobility 

across sectors by equipping the 
workforce with skill readiness 

•	 Promote more investment in high-
productivity and growth sectors to 
create more jobs. 

Structural Transformation and Economic Growth 
in Cambodia

Executive summary
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Cambodia has enjoyed steady and rapid 
economic growth, with an annual average 
growth rate of around 7 percent in the 
past two decades (MEF 2023). The robust 
growth trajectory enabled Cambodia to 
achieve lower-middle-income economy 
status in 2015. As the country develops, the 
structure of the economy must also change. 
Economic structural transformation 
has  been observed  in countries from low-
income to middle-income and high-income 
status, including South Korea, Taiwan, 
Singapore, and China. In these countries, 
the pattern and process of moving from 
reliance on low-productivity economic 
sectors, such as traditional agriculture, to 
high-productivity  economic sectors,  such 
as manufacturing and services, plays a 
crucial role in fostering further economic 
growth and development.  

Unlike  the classic growth model 
where economic sectors are aggregated to 
explain growth, such as in the Solow Model, 
changes of  economic sectors  and sub-
sectors can provide deeper insight into 
how to foster growth through the changes 
in a country’s structure of output and 
employment. Therefore, in this study, we 
will investigate the pattern of structural 
transformation by considering changes  in 
output  and employment across economic 
sectors and sub-sectors to identify key 
trends and the strengths that drove the 
development of the Cambodian economy 
over the past two decades. In addition, we 
will compare the pattern of Cambodia’s 

structural transformation with that of other 
developed countries. 

The study on the structural transformation 
and growth trend,  especially  the analysis 
at the sectoral  level,  has significant 
policy implications for Cambodia’s 
future sustainable growth trajectory. A 
combination of industrial policy, law, and 
regulations has been adopted. However, 
key economic sectors or industries 
supporting long-term economic growth 
must be evaluated appropriately to ensure 
growth. Policies such as the Industrial 
Development Policy (IDP) 2015-2025, 
New Cambodia Law on Investment 2021, 
Cambodia Science, Technology and 
Innovation Roadmap, Digital Economy 
and Society Policy Framework 2021-2035 
and Cambodia Sustainable Development 
Goals Framework (CSDG) 2016-2030 
require sectoral analysis to be effectively  
implemented.  Therefore,  identifying  key 
sectors and conditions supporting 
economic growth is paramount and is the 
focus of this investigation on structural 
transformation.

This study has the following objectives: 
(1) to investigate patterns and trends of 
sectoral output and employment, (2) to 
describe the role of manufacturing and 
service as the engine of economic growth, 
(3) to examine structural transformation 
within manufacturing and service, (4) 
to determine the relationship between 
structural transformation and productivity 

1. Introduction
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growth (i.e., labour productivity) and (5) 
to identify patterns within Cambodia’s 
structural transformation and compare 

it to that of other countries and to ensure 
Cambodia can have a productivity growth 
convergence.

2. Literature review on structural transformation

Past studies on structural transformation 
for developed countries have identified a 
key pattern (UNCTAD 2016; Rodrik 2009; 
Sen 2019). First, the share of agriculture 
output to GDP and employment in the 
agricultural sector experienced a decline 
as income per capita grew. Second, 
the manufacturing sector had an ‘inverted 
U’ pattern as income per capita grew. In 
other words, the share of value-added 
and employment in manufacturing sector 
increased until it reached a maximum 
threshold after which it started to 
decline. Third, the share of value-added 
and employment in the service sector 
grew continuously as income per capita 
increased. 

Some scholars have proposed the 
manufacturing sector peaking signified 
that the service sector was replacing it as 
the engine of growth (Rodrik 2009).  This 
pattern suggests that the economy shifted 
from agriculture to manufacturing and 
services as countries developed. Such 
structural transformation allowed many 
countries, such as South Korea, Singapore, 
and Taiwan, to transform from low-income 
to high-income status (UNCTAD 2016). 

Many empirical studies have shown that 
manufacturing has been the engine of 
economic growth. For instance, Rodrik’s 
(2009) study indicated manufacturing’s 
share of GDP and its employment share 

were dually associated with higher 
economic growth. As a result, others 
have argued that manufacturing does not 
only promote but also sustains economic 
growth (Szirmai and Verspagen 2015). 
However, some economists have also 
found that the service industry plays an 
important role in structural transformation 
since service output is more income elastic 
and absorbs more labour (Sen 2019).

Recent findings challenged the 
manufacturing-led growth model. In fact, 
the findings highlighted that developing 
countries who undergo economic growth 
more recently have experienced rapidly 
declines in manufacturing, a phenomenon 
called  “de-industrialisation.” De-
industrialisation often occurred at an earlier 
stage  than in developed countries and 
could potentially trap developing countries 
in middle-income status (Herrendorf, 
Rogerson and Valentinyi 2013). Several 
studies found that the peak of employment 
in manufacturing in developing countries 
was only 30 percent which  is significantly 
lower than developed countries that 
reached a peak of 40 percent employment 
in manufacturing in the past (Rodrik 2016; 
Felipe, Abdon and Kumar 2012).

Many factors are considered to influence 
the outcome of structural transformation, 
including (1) factor endowments 
and (2) government policies. Factor 
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endowments refer to resources, such 
as labour,  capital  natural resources, or 
technology, that can shape the comparative 
advantages of countries and diversification 
capability. However, they often also result 
in the country producing of a limited range 
of products (Hausmann et al. 2013). Some 
studies found that given limited human 
capital and skilled labour, many developing 
countries cannot increase the production 
of highly sophisticated products, such as 
from producing electronic equipment to 
producing automobile or from producing 

low value-added products to high value-
added products (UNCTAD 2016; Hausmann 
et al. 2013). Government policies have 
been found to be crucial in influencing the 
process of structural change in an economy 
(Kruse et al. 2023). Sen (2018) argued 
that productive structural transformation 
depends on the demand for labour in high-
productivity sectors and the supply of labour 
from low-productivity  sectors.   The barrier 
preventing labour mobility across sectors 
could hinder structural transformation.

3. Data and methodology

3.1. Data 
To analyse the economic structural 
transformation, this study uses the annual 
changes of output, value-added and 
employment across all economic sectors. 
Data on sectoral output was obtained from 
the national income accounts (NA) compiled 
by the National Institute of Statistics 
(NIS). Data on sectoral employment  was 
obtained  from the Cambodia Socio-
economic Survey (CSES), Labour Force 
Survey (LFS), population census, and 
International Labour Organization (ILO). 
All  data used in this analysis was from 
between 2000 and 2022. 

The  sector classification  used in this 
study  is based  on the latest version of 
the International Standard Industrial 
Classification, ISIC Rev 4 (UN 2008). ISIC 
Rev 4 classified sectors into 21 ranging 
from A to U. For this study, we grouped 
the 21 economic sectors in the ISIC Rev 4 

into 12 sectors according to the Economic 
Transformation Database (ETD) of the 
Groningen Growth and Development Center 
(GGDC) to simplify our analysis.  In ETD 
format, sector D which refers to electricity 
was combined with E which represents 
water, sewage, and waste management. 
Similarly, sector G was combined with 
I. Sector J was combined with M and N. 
Sector O was combined with P and Q. Finally, 
sector R was combined with S, T, and U. The 
12 sectors of ETD are “A. Agriculture”, “B. 
Mining”, “C. Manufacturing”, “D+E. Utilities”, 
“F. Construction”, “G+I. Trade Services”, “H. 
Transport Services”. “J+M+N. Business 
Services”, “K. Financial Services”, “L. Real 
Estate”, “O+P+Q. Government Services”, 
“R+S+T+U. Other services”. Details on ISIC 
Rev 4’s classification and ETD classification 
of economic activities  are presented  in 
Appendix 2.

Note that the word “industries” and 
“sectors” are interchangeable. To avoid 
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confusion, we use the singular word 
“industry” to mean an aggregate sector 
consisting of the manufacturing sector and 
non-manufacturing sector. In contrast,  we 
use the plural “industries” to refer to the 
sectors or sub-sectors within agriculture, 
industry, and service sectors. In this sense, 
the economy is divided into three main 
sectors: the agriculture sector, the industry 
sector (manufacturing sector and non-
manufacturing sector), and the service 
sector. Within each sector, we have sub-
sectors.

3.2. Methodology
This study utilised two key methods 
to  investigate Cambodia’s structural 
transformation. First, descriptive statistics 
were gathered to examine trends in output 
and employment between 2000 and 2022 
across sectors and sub-sectors with all 
available data.  Utilising descriptive statistics 
allowed us to identify (1) the growth rate of 
output and employment, (2) volatility and 
growth performance, and  (3) the  diversity 
and concentration of Cambodia’s 
economic structure in terms of output and 
employment. Second, to examine changes 
in productivity within each sector and sub-
sector,  we use the  shift-share method to 
decompose aggregate productivity into 
(1) labour reallocation to high productivity 

sector effect, (2) labour reallocation to high 
productivity growth sector effect, and (3) 
intra-sectoral productivity growth effect, by 
following McMillan and Rodrik’s (2011). We 
conducted the productivity decomposition 
analysis on each of the 12 sectors. 

Notably, agriculture and manufacturing were 
each treated as a single sector. By utilising 
the shift-share method, we obtained insights 
into (1) the inter-sectoral specialisation 
effect, which is the movement of labour 
to higher value products with higher 
productivity levels rather than higher value-
added activities, and (2) the intra-sectoral 
productivity change, which is the movement 
of labour between manufacturing sub-
sectors within the manufacturing sector or 
between agriculture sub-sectors within the 
agriculture sector that impact aggregated 
productivity. Intra-sectoral productivity 
changes within the manufacturing or 
agriculture sector can also be driven by 
the intra-sectoral specialisation effect 
which is the upgrades towards high-value-
added activities within these sectors and 
sub-sectors that also impact aggregated 
productivity (Wong 2006; McMillan and 
Rodrik 2011; UNCTAD 2016). Details of the 
decomposition method  in mathematical 
expression are described in Appendix 3.
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4.1. Trend of output 
The output of each sector in Cambodia 
has changed over time. As shown in Figure 
1, the agricultural sector’s contribution  to 
GDP declined from 36.1 percent to only 
15.5 percent and the industrial sector’s 
(manufacturing plus non-manufacturing) 
contribution to GDP increased from 21.5 
percent to 42 percent during 2000-2022. 
Meanwhile, the service sector’s contribution 
remained relatively stable at between 36 
and 38 percent during the same period. How 
each sector contributed to Cambodia’s GDP 
suggests the country underwent a structural 
transformation where it has been gradually 
shifting its reliance from agriculture to 
manufacturing. 

Critical drivers of Cambodia’s growth came 
from the industrial (manufacturing and 
non-manufacturing) and service sectors. 
Within the manufacturing sector, its growth 

is primarily attributed to the rapid growth 
of labour-intensive manufacturing, such as 
garment and footwear, travel goods (e.g., 
bags), and bicycles. As a Least Developed 
Country (LDC), Cambodia was able to 
receive preferential market access to EU1 
and US markets2 through the ‘Everything but 
Arms, EBA’ agreement and the Generalized 
System of Preferences (GSP), respectively. 
Coupled with the relatively low cost of 
labour, Cambodia was able to maintain 
its export competitiveness in the last 
decades. However, rising labour costs due 

1 In February 2020, the EU suspended part of the tariff 
preferential treatment to Cambodia, approximately 
20 percent, extracted from https://ec.europa.eu/
commission/presscorner/detail/en/ip_20_229.

2	 Cambodia has received GSP status since 1997 
until 2021 when US GSP expired, along with other 
26 countries Cambodia is sent a petition to request 
US for restore the GSP, extracted from https://
cambodianess.com/article/cambodia-calls-on-the-
us-to-renew-gsp-access-as-competitiveness-stalls 

Figure 1: Sectoral share of value-added to GDP (Percent)
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Source: Author’s calculation based on MEF rebased data 2023 (Constant price 2014)
Notes: 1) Non-manufacturing included construction, energy and mining sectors;  
             2) The share is a ratio to GDP, excluding taxes and subsidies

4. Results and findings
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to minimum-wage law3 require Cambodia 
to lower its business and production costs 
to maintain its competitiveness. 

The annual growth of value-added in 
manufacturing has been higher than  that 
of agriculture in the last two decades. Since 
2012, non-manufacturing,  especially  the 
construction  sector,  has achieved the 
highest growth rate, but it was later 
negatively impacted by the COVID-19 
pandemic which it is still recovering from 
today. Yet, the COVID-19 pandemic’s impact 
on Cambodia’s manufacturing  sector was 
limited compared to its impact on the 
service sector. The service sector’s growth 
rate has been strong, averaging around 
7.1 percent over the last two decades. 
However, like many other countries, the 
service sector was hit hard during the 
COVID-19 pandemic, and in 2020 and 2021, 
it experienced a decline of -6.7 percent and 

3	 Minimum wage has risen to USD204 in 2024 
compared to USD200 in 2003 based on Ministry of 
Labour and Vocational Training. 

-1.8 percent,  respectively (Figure 23 in the 
appendix). 

The agriculture, industry, and service 
sectors contain sub-sectors with variations 
in labour, capital, skill, and technology 
intensity. Therefore, it is helpful  to analyse 
how each sub-sector contributes to each 
sector’s growth. Figure 2 differentiates 
the industry and service sectors into their 
sub-sectors wherein industry is comprised 
of manufacturing and non-manufacturing 
sectors and manufacturing consists of 
labour-intensive garments and footwear, 
travel goods, bicycles and automobiles, 
and electronics components. Figure 2 also 
contains non-manufacturing sub-sectors 
of industry, including energy, mining and 
construction. In 2022, construction’s 
contribution to GDP increased to 9.4 
percent while energy and mining remained 
stable at 3.2 percent. While the construction 
sector was vital in pushing the economy 
forward in past growth periods, it also faces 
various risks because of its heavy reliance 
on foreign capital.

Figure 2: Sub-sectoral share of value-added to GDP (Percent)
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Within the service sector, services 
trade, which  included wholesale 
and retail sales, foods, beverages, 
and  accommodation,  accounted for the 
largest share at roughly 12.9 percent 
followed  by government sub-sector (e.g., 
public administration, defence, education, 
healthcare and social work) which 
contributed 7.4 percent. The remaining 15.8 
percent of the service sector’s contribution 
to GDP mainly  included tradable services, 
such as transportation, storage, finance, 
real estate, and business services 
(i.e., information and communication, 
professional, scientific and technical 
activities, and administrative support 
services, such as business support services, 
tour and travel services, among others). 

In summary, Cambodia is undergoing 
a structural transformation with 
manufacturing and service sector-led 
growth patterns.  Despite being the key driver 
of growth, we found that manufacturing 
still  concentrated heavily on narrow-
based labour-intensive production, such 
as garments and textiles, and, therefore, 
should pursue further diversification. Within 
the service sector, growth is chiefly driven 
by  domestic-oriented whole and retail 
sales, food, beverage, and accommodation 

with a limited domestic market  size. 
However,  there  are indications for the 
potential growth of tradable services, 
such as information and communication, 
business services, transportation, 
and  finance, which  could also serve the 
export market. 

4.2. Trend of employment 
To obtain a clearer picture of the structural 
transformation described in the preceding 
section, it is equally important to examine 
changes in the patterns of employment 
across sectors as well. UNCTAD (2016) 
analysed structural transformation 
focussing exclusively on labour reallocation 
across and within sectors. The study noted 
that during structural transformation,  the 
share of people employed by agriculture 
decreased while manufacturing and service 
employment increased.  This trend  has 
been observed in many countries as 
countries transform from low-income to 
middle-income and high-income status. 
The increasing employment share in 
manufacturing and service suggested 
that manufacturing and service played 
increasingly essential roles in job creation 
and income generation for workers.

Figure 3: Employment share by sector (Percentage of total employment)
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Considering employment by sector, 
we found a decrease in agricultural 
employment and an increase in industry 
and service employment in Cambodia. 
As shown in Figure 3, the percentage of 
people employed in agriculture dropped 
from 58.6 percent in 2007 to 37.2 percent in 
2021. Meanwhile the percentage of people 
employed in manufacturing increased 
from 10.3 percent to 16.5 percent and in 
service from 26.5 percent to 36.3 percent 
during the same period. Employment in the 
non-manufacturing sub-sector, including 
construction, energy, and mining,  was 
relatively stable at under 10 percent.

Figure 4 shows the percentage of 
employment across sub-sectors and how 
it has changed between 1996 and 2021. 
Despite a general decline in employment 
within the sector, agriculture remained 
the  largest source of employment in 2021 
employing 37 percent of Cambodians. 
Employment in industry—both 
manufacturing and non-manufacturing—
slowly increased reaching 26.5 percent in 
2021. Employment in the service sector 

also slightly increased over the years and 
caught up with agriculture.  Within services 
sectors, trade (wholesale and retail sale, 
foods, beverage and accommodation) and 
government sector (public sector, education, 
health care and social work) employed the 
largest percentage of Cambodians and 
transportation and logistics, finance, real 
estate and business sectors employed the 
next largest percentage. Remarkably, the 
boom in construction over the last few 
years was evidenced in the sub-sector’s 
employment growth in 2021 (9 percent).

By looking at changes in each sector’s 
contribution to GDP and its employment 
rate, Cambodia is in the middle of a 
structural transformation process. That 
process entails a shift from the low-
productivity agricultural sector to the 
relatively higher-productivity industry 
sector.  This process mirrors structural 
transformations witnessed in many 
developing countries.  However, other 
studies have also shown that while some 
countries could sustainably and inclusively 
achieve their development, others got 

Figure 4: Employment share by sub-sectors (Percentage of total employment)
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trapped in upper-middle-income status 
(Herrendorf, Rogerson and Valentinyi 2013). 
Therefore, Cambodia must learn from 
these experiences and build a conducive 
environment for its economy to thrive and 
grow sustainably in the long run. 

4.3. Cambodia’s structural 
transformation: A cross-country 
comparison
As a country develops, the structure of its 
economy also changes. To understand 
Cambodia’s pattern of structural 
transformation, we compared it with other 
countries that underwent a similar transition 
from low-income to high-income and 
countries that were currently undergoing 
structural transformation. We selected 
South Korea, China, Vietnam, and Thailand 
to provide this comparison. 

Figure 5 shows South Korea’s structural 
transformation between 1970 and 2018, 
and  Figure 6 shows Cambodia’s ongoing 

structural transformation. South Korea’s 
experience indicated that the employment 
in the service sector exceeded that of 
agriculture (37.2 percent) when GDP per 
capita (in purchasing power parity, PPP) 
was about USD6,000. Following that, 
employment in manufacturing was higher 
than that of agriculture (24.1 percent) 
when GDP per capita was USD8,720. For 
Cambodia, the most recent GDP per capita 
was around USD6,000 with the employment 
rate in service equal to that of agriculture 
(35.6 percent). Thus, Cambodia’s 2021 
sectoral employment was similar to South 
Korea’s in that employment in service 
exceeded that of agriculture when the 
countries had a GDP per capita of around 
USD 6,000. Interestingly, Cambodia’s 
employment rate in manufacturing in 2021 
was 16.5 percent, which  was well below 
that of South Korea  at 24.1 percent when 
South Korea’s GDP per capita was around 
USD 6,000. 

Figure 5: Structural transformation and GDP per capita PPP of South Korea (Percent)
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Figure 7: Structural transformation and GDP per capita PPP of China (Percent)
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Assuming Cambodia follows a pattern 
similar to South Korea’s, Cambodia 
would need to increase its manufacturing 
employment rate from its current level by 
about 7.6 percentage points—from 16.5 
percent to 24.1 percent. 

Figure 7 provides a window into China’s 
structural transformation. When China 
had a GDP per capital of USD10,309, 
employment in service was higher than 

that of agriculture (34.7 percent). These 
figures suggest it took longer for the service 
sector to grow in China than in South Korea. 
Considering China’s manufacturing sector, 
its employment rate was just 19.5 percent 
when the country’s GDP per capita reached 
USD15,233. Importantly, employment in 
manufacturing is also decreasing over time. 
This trend suggests that China might reach 
its industrialised peak at a much lower GDP 

Figure 6: Structural transformation and GDP per capita PPP of Cambodia (Percent)
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per capita than South Korea, which is a 
phenomenon commonly called “premature 
de-industrialisation”.

Premature de-industrialisation  can pose 
challenges to growth.  If Cambodia  is to 
follow China’s pattern, the employment rate 
in manufacturing would not increase as 
much; up to 19.1 percent from its current 
level of 16.5 percent. In other words, 
according to China’s model, employment 
in manufacturing in Cambodia has almost 

reached its peak. Yet, such a change could 
present a challenge for Cambodia since 
the GDP per capita has been considerably 
lower than that of China even though the 
employment rate in manufacturing was 
very close to that of China.

Figure 8 showed a comparison of the 
aggregate labour productivity between 
Cambodia and South Korea, China, and 
Thailand when these countries were at the 
same  level of  GDP per capita. As shown 

Figure 8: Cross-countries aggregate labour productivity (Percent)
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Figure 9: Cross-countries aggregate productivity growth rate (Percent)
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in Figure 8, Cambodia’s aggregate labour 
productivity was at a similar level to that of 
China but well below Thailand and South 
Korea, on average. However, Cambodia’s 
estimated line for average productivity 
was flatter than that of other countries 
suggesting its  aggregate productivity 
growth was at a lower rate than  other 
countries’ even though they were all at the 
same level of GDP per capita.  

The difference in productivity growth rate 
was shown in Figure 9. By comparison, 
the aggregate productivity growth was 
between 6.0 percent and 8.0 percent 
in China,  4.0 percent and 6.0 percent in 
South Korea,  4.0 percent and 5.0 percent 
in Thailand and  2.0 percent and 3.0 
percent in Cambodia.  It is noteworthy 
that  Cambodia’s  aggregate productivity 
growth rate  was volatile  compared to 
other countries, such  as South Korea and 
China that maintained their positive growth 
rate over multiple consecutive years.  A 
possible explanation for Cambodia’s 
growth rate volatility was that it has 
experienced constraints in export basket 
and market diversification. Figures 30, 31, 
32 and 33 in the Appendix compare sectoral 
productivity growth. The results indicate 

that while agriculture, manufacturing, and 
non-manufacturing  show a  convergence 
with other countries, the service sector’s 
productivity growth was lower and even 
stagnated compared to the sector’s 
productivity growth in other countries. The 
lower aggregate productivity growth rate 
and volatility imply that  Cambodia  could 
take longer to reach its desired growth goals

4.4. Sub-sector analysis
4.4.1. Agricultural sub-sectors
Over the last two decades, the contribution 
of the agricultural sector to Cambodia’s 
economy (through GDP) has declined from 
around 37.5 percent in 2000 to only 15.5 
percent in 2021. Labour movement from 
agriculture to other sectors, especially 
the fast-growing manufacturing and 
construction sector, has played an essential 
role in this decline. Another contributing 
factor has been the shift to more modern 
and mechanised agricultural practices. 
The growth of mechanised agriculture 
in Cambodia has led to lower workforce 
demands in the sector and freeing people 
previously employed in this sector to 
find other sources of employment. 
Two key sub-sectors that contributed 

Figure 10: Share of agriculture sub-sectors to GDP (Percent)
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most to agriculture’s output were 
agricultural cropping and fishing, which 
accounted for about 10.0 percent and  2.6 
percent, respectively (Figure 10).

Further examining Cambodia’s agricultural 
exports revealed that it has a strong, 
persistent growing export of a few 
agricultural products, including rice (HS10), 
edible fruit and nuts including banana 
and cashew nuts (HS08), product, mill, 
industrial; malt; starches, inulin; wheat, 
cassava and potatoes (HS11) as shown 
in Figure 28 in the Appendix. Although 
the agricultural sector faces declining 
employment and contributions to GDP, 
it still employs a greater proportion of the 
population than other sectors. Therefore, 
agriculture remains a vital sector for 
reducing poverty and encouraging rural 
development. Moreover, environmentally 
friendly agricultural production is essential 
for sustainable growth. Many studies show 
the importance of the agriculture sector on 
rural development. For instance, Menon 
and Roth (2022) analysed the opportunities 
and challenges for Cambodia’s agricultural 
exports to China, which is one of the 

largest markets for Cambodia’s agricultural 
products and is a significant value chain 
of potential agricultural exports, such as 
cassava and sugarcane. 

As shown in the Appendix, Figure 34 
illustrates how the annual growth 
rate of the agriculture sector has 
decreased, particularly after 2006. In 2022, 
the agriculture sector’s growth rate was 
just 1.1 percent. Most of the sub-sectors 
within agriculture converged to a  steady 
and small growth rate of around 5 percent. 
For instance, the growth rate of crop 
production was volatile, ranging between 
0.3 percent and 8.4 percent after 2006. 
Livestock has had an average growth rate 
of about 3.1 percent, while fishing has had a 
1.7 percent growth rate per year. Moreover, 
the dominant sector, agricultural cropping, 
also  has a marginal growth rate and did 
not increase during the last decade.  Thus, 
agriculture has had a steady and small 
growth rate. 

4.4.2. Industry sub-sectors
Figure 11 illustrates the share of sub-
sectors in the industry sector, and shows 

Figure 11: Industry sub-sector share to GDP (Percent)
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that manufacturing and construction make 
up the largest proportion of this sector. The 
other sub-sectors were resource-based, 
such  as mining and quarrying, electricity 
and water, sewage and waste management, 
which accounted  for only small share 
(approximately 3.2 percent) of the total 
GDP.  For instance, in 2022, the share of 
manufacturing value-added to GDP was 
29.4 percent while that of construction was 
9.4 percent.

Figure 12 further breaks down the 
performance of each sub-sector within 
manufacturing. We found that  textiles, 
clothing, footwear, and leather 
goods contributed the largest share 
(approximately 16.9 percent) to GDP 
in 2022 and have recently acted as the 
engine of economic growth. We also found 
an emerging pattern of diversification 
since 2018 to include manufacturing 
food products, metallic products, rubber 
plastic, and other goods. However, their 
shares remained minimal. Further analysis 
revealed Cambodia’s export composition 

of manufacturing goods, such as electric 
and machinery, transport bicycles, and 
plastic products, is growing strongly. Among 
them, the growth rate of electronics and 
automobile parts production maintained a 
positive and persistent growth rate since 
2018 (Figure 29 in the Appendix). 

In addition to GDP contributions, we also 
considered the speed of output growth 
within the manufacturing itself since this 
is also beneficial. Figure 35 in the Appendix 
illustrates the annual growth rate of value- 
added within manufacturing sector which 
was positive and the rate was approximately 
equal across sub-sectors exhibiting a 
steady average growth rate of around 
10.4 percent between 2001 and 2022. 
Among them, textiles, clothing, footwear, 
and leather goods had the highest annual 
average growth rate of 13.2 percent, which 
was followed by non-metallic and metallic 
products at 12.3 percent and 11.7 percent, 
respectively, during the same period.  It 
should also be noted  that the textile and 
garment sectors experienced negative 

Figure 12: Share of value-added within the manufacturing sector (Percent)

0%
2%
4%
6%
8%

10%
12%
14%
16%
18%
20%
22%
24%
26%
28%
30%

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

Manufacture of furniture and other
goods; repair and installation

Manufacture of metallic products

Manufacture of non-metallic
mineral products

Manufacture of rubber

Manufacture of wood, paper and
related products; printing

Manufacture of textiles, clothing,
footwear and leather goods

Manufacture of beverages and
tobacco

Manufacture of food products

Source: Author’s calculation based on MEF rebased data 2023 (Constant price 2014)



Structural Transformation and Economic Growth in Cambodia16

growth rates during the global financial crisis 
(GFC) in 2009 and the COVID-19 pandemic 
in 2020 due to their heavy dependence on 
the export market. 

Unlike manufacturing, which  maintained 
stable growth, non-manufacturing 
was  primarily driven  by the construction 
sub-sector. Despite its substantial growth 
performance, this sub-sector has had high 
volatility. During 2001-2022, this sub-sector 
had an average annual growth rate of 10.8 
percent but quickly experienced negative 
growth of -20.9 percent in 2010 and -7.6 
percent and -8.0 percent in the aftermath of 
the GFC in 2009 and during the COVID-19 
pandemic in 2020 and 2021, respectively 
(Figure 36 in the Appendix). While 
construction has played an important role in 
promoting growth in developing countries, it 
can easily lead to a bubble crisis caused by 
speculation. Other sectors, such as energy 
and mining, have maintained steady and 
positive growth in the last two decades.  

In summary, manufacturing textile, 
clothing, footwear, and leather goods 
remained the  biggest  contributors to 
manufacturing output despite their declining 
growth rate. Moreover,  the growth of 
nascent sectors signals manufacturing 
diversification.  The rising share of 
manufactured food, metallics, and other 
products demonstrates how Cambodia’s 
industry sector is diversifying. However, the 
trend is still inchoate. Cambodia’s growth in 
the past two decades has also been driven by 
growth in the construction sector, albeit with a 
small share compared to manufacturing. Yet, 
the growth of construction quickly caused the 
economy to be vulnerable to external shocks 
and crises. For instance, most construction 
in Cambodia depended on Chinese foreign 
direct investment (FDI), and when China 
experienced an economic slowdown, the 
effect spilt over to Cambodia.

4.4.3. Service sub-sectors
Figure 13 shows the breakdown of the 
service sub-sector between 2000 and 

Figure 13: Share of value-added within service (Percent)
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2022.  Among them, two leading sub-sectors 
emerged: (1) wholesale and retail sales, food 
accommodation, which accounted for 12.8 
percent of GDP in 2022; and  (2) finance, 
insurance, and real estate, which accounted 
for 7.8 percent of GDP in 2022 and was the 
highest contributing sub-sector.

Using UNCTAD ISIC Rev 4 classification, 
we found that the  tradable services 
(including transport and storage, finance 
and insurance, real estate, information and 
communication, professional scientific and 
professional and administrative support 
services activities) accounted for about 
13.9 percent in 2022. Non-tradable service, 
on the other hand,  (including wholesale, 
retail sale, food and accommodation) 
accounted for 12.8 percent of GDP, and 
non-market service  (including public 
administrative and defence, education, 
health, art and entertainment and others) 
contributed approximately 9.2 percent of 
GDP.    Figure 37 in the Appendix shows 
the annual average growth rate of each 
service sub-sectors between 2000 and 
2022. It revealed that government services, 
including public defence, health, education 
and other services, had an average growth 
rate of between 4.7 percent to 10.1 
percent. Tradable services  had a growth 
rate of between 6.6 percent and 12.3 
percent.  Among them, the highest growth 
rate was in the finance and insurance 
sector that had an average growth rate of 
12.3 percent. The non-tradable services had 
the lowest average growth rate between 4.3 
percent and 6.6 percent.

Thus, our study shows that the Cambodian 
service sector is dominated  by tradable 
services, which  also have a high average 
growth rate. The tradable services are 

potential sources for navigating long-term 
growth rates in structural transformation 
because these services have a larger market 
due to their exportable characteristic. 
Moreover, tradable services such as 
information and communication technology 
(ICT) or the digital sector also require high-
skilled labour which could provide high-paid 
employment and learning opportunities 
(UNCTAD 2016).

4.5. Sectoral productivity trends
While generating employment and income 
is necessary for economic growth,  high 
productivity is essential for sustaining long-
term development.  Therefore, an increase 
in employment, especially in the high-
productivity or growth sector, is critical for 
long-term economic development. This 
can be done by facilitating the movement 
of people from a low-skill to a higher-skill 
sector by upgrading their skills through 
training and the introduction of technology.  

Figure 14 shows the level of sectoral labour 
productivity from 2007 to 2021 and Figure 15 
shows the annual productivity growth rate 
by sector. The average productivity growth 
rate was 3.2 percent as shown in Figure 
15. However, there were expected drops in 
productivity in 2009 due to the GFC, in 2013 
due to the disruption in the manufacturing 
sector during the general election4, and in 
2020 due to the COVID-19 pandemic. The 
industry sector had the highest productivity 
wherein its sub-sectors of manufacturing 
and non-manufacturing both outperformed 
the service sector. The agriculture sector 

4	 Refer to the Cambodia National Election Committee 
(NEC) and its website here. https://www.nec.gov.
kh/english/
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Figure 15: Annual sectoral productivity growth rate (Percent)
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Figure 14: Sector labour productivity (Valued-added per worker in KHR 1,000, constant)
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has the lowest productivity. As shown in 
Figure 15, the average labour productivity 
growth rate was 3.2 percent between 2008 
and 2021. During that time, manufacturing 
had an average annual productivity growth 
rate of 2.0 percent, and non-manufacturing 
and service both had an average of zero 
productivity growth. As shown in Figure 12 
above, garment and textile contributed the 
largest share to manufacturing sector. Thus, 
the growth of the manufacturing’s labour 
productivity is probably due to the low-skill, 
labour-intensive garment and footwear, 
travel goods and bicycle industries, which 
comprise the largest employment for 
the manufacturing sector. In the service 

sector, a large chunk of employment has 
been in non-tradable services and its 
labour productivity growth rate was volatile 
and average to almost zero growth rate. 
Additionally, the agriculture sector has 
had an average annual labour productivity 
growth of 7.6 percent, resulting from either 
agriculture productivity or technology 
enhancement within the agriculture sector.5 

According to our data, productivity growth in 
Cambodia remains small,  especially  in  the 

5	 Sectoral labour productivity (VA/L) is calculated 
as sectoral value-added (VA) divided by sectoral 
employment (L). Labour productivity would increase 
if growth rate of VA is larger than growth rate of L. 
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manufacturing sector, despite the fact that 
this sector  contributes the most to GDP 
and has the highest productivity level. The 
service sector has also experienced stagnant 
productivity growth, and the  agriculture 
sector shows positive productivity growth 
despite declining employment. 

4.6. Decomposition of sectoral 
productivity: Shift share approach
In this section, we investigate the drivers 
behind aggregate productivity growth in 
Cambodia. Applying McMillan and Rodrik 
(2011) and Wong (2016), we obtained the 
results  shown in Figure 16. The results 
indicate that from 2010 to  2021,  the 
aggregate productivity growth rate was 
driven mainly by labour reallocation from 
low-productivity to high-productivity 
sectors as well as intra-sectoral productivity 
growth. Interestingly, the labour reallocation 
to the high productivity-growth sector was 
negative suggesting that labour declined in 
high productivity-growth sectors more than 
labour increased in low productivity-growth 
sectors.

The  decomposition analysis results 
showed that Cambodia’s  average annual 
productivity growth was about 2.5 
percent.  The country’s growth was driven 
mainly by labour reallocation from the 
low-productivity sector to  the high-
productivity  sector, which  contributed 
approximately 2.7 percent employment 
on average. The labour reallocation was 
mostly  due to decreasing employment 
rates in low-productivity agriculture and 
increasing employment rates in higher-
productivity sectors as (shown in Figures 
24 and 25 in the Appendix). 

Second,  intra-sectoral productivity 
growth  occurred in most sectors including 
the sectors with  high  employment such  as 
agriculture, but sectoral productivity’s growth 
rate was moderate. Intra-sectoral productivity 
growth contributed approximately 1.0 percent 
on average per year to increase aggregate 
productivity growth. We found that agriculture 
employed a large share of workers but had 
a moderate rate of productivity growth, 
manufacturing had moderate employment 
and rate of productivity  growth,  and service 

Figure 16: Structural transformation and productivity growth (Percent)
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and non-manufacturing did not have 
productivity growth (Figures 24, 26 and 27 in 
the Appendix). 

Finally,  labour reallocation to high 
productivity-growth sectors  was negative 
(about -1.1 percent) because the intra-
sectoral productivity growth rate and the 
net change in employment share across 
sectors were small and negative on average 
(Figures 24, 25 and 26 in the Appendix).  

In summary, structural transformation in 
Cambodia contributed little to  improving 
the  annual aggregate productivity growth 
because of the low sectoral-productivity 
growth rate and high employment 
concentration in the low-productivity 
sectors. Moreover, some barriers prevented 
labour mobility from low-productivity 
sectors to higher-productivity sectors. 
These barriers  could be caused  by a lack 
of skill readiness for labour mobility or by 
small-scale investment in high-productivity 
and high-productivity-growth sectors that 
limit the sectors from absorbing enough 
of the workforce.  To increase aggregate 
productivity growth, Cambodia should 
facilitate labour mobility to high-productivity 
and high-productivity-growth sectors and 

increase intra-sectoral productivity growth. 
The intra-sectoral productivity growth 
can be achieved by smoothing the labour 
reallocation within the manufacturing 
or service sector. For instance, labour 
reallocation from low-skill industries 
such as garments and footwear to high-
skill industries such as electronics and 
machinery or labour reallocation within 
the service sector such as from low-end 
services to high-end services serve this 
purpose. At the same time, intra-sectoral 
productivity growth can also be enhanced 
by increasing production technology, 
product upgrading, and product complexity 
and by supporting industrial research and 
development.  

Figure 17 shows the total structural changes 
by sector (agriculture, manufacturing, 
non-manufacturing and service) driving 
aggregate productivity growth. We found 
that between 2010 and 2021 manufacturing 
sector was the main driver of growth with 
increased annual productivity  growth  of 
1.6 percent on average closely followed by 
the service sector (0.6 percent).  However, 
structural change in agriculture sector 
reduced aggregate productivity growth by 

Figure 17: Total structural transformation in key sectors (Percent)

2.3% 4.0%
4.9% 5.9%

4.0%
6.4%

-9.0%

1.3%
2.5%

-10.0%

-8.0%

-6.0%

-4.0%

-2.0%

0.0%

2.0%

4.0%

6.0%
STR services

STR in manufacturing

STR in non-manufacturing

STR in agriculture

Productivity growth

Ave
ra

ge

20
21

20
20

20
17

20
16

20
15

20
14

20
11

20
10

Source: Author’s calculation based on MEF rebased data (2023) and NIS-ILO Employment Data (2024)



Background Paper No. 02 21

-0.4 percent on average. The structural shift 
in  non-manufacturing sector was 
more neutral and increased aggregate 
productivity by 0.4 percent per year.  

Figure 18 further differentiates the agriculture, 
manufacturing, non-manufacturing sub-
sectors and service sub-sectors. We 
found that  aggregate productivity growth 
was largely produced by manufacturing. 
However, the  construction sector also 
strongly influenced the structural changes 
we observed and increased the aggregate 
productivity growth on average by about 
0.2 percent per year.  Within the service 
sector,  non-tradable services  increased 
aggregate productivity by 0.17 percent 
per year, and trade services increased the 
aggregate productivity growth minimally.

Figure 19 shows that total structural 
change​ in agriculture negatively impacted 
the aggregate productivity growth rate. The 
total structural change reduced aggregate 
productivity growth slightly (-0.2 percent 
on average per year)  because  agriculture 
experienced losses in employment 
that offset intra-sectoral productivity 
growth.  From 2010 to 2021, labour 

reallocation to high-productivity sectors 
decreased aggregate productivity 
growth on average by  -0.9 percent, 
labour reallocation to high-productivity-
growth sectors decreased the aggregate 
productivity growth by -0.1 percent. Intra-
sectoral productivity growth increased 
the aggregate productivity growth by 0.8 
percent to offset this.  

Figure 20 shows the total structural change 
in the manufacturing sector, which increased 
aggregate annual productivity growth by an 
average of 1.6 percent during 2010-
2021. Labour reallocation to the high-
productivity sector contributed the most to 
the rise in aggregate productivity growth. 
In fact, aggregate productivity growth 
was about 1.4 percent per year because 
manufacturing absorbed labour from lower-
productivity sectors. Manufacturing also 
had intra-sectoral productivity growth  but 
at a marginal rate of 0.4 percent during 
this period. The labour reallocation to the 
high-productivity-growth sector was almost 
zero, demonstrating that changes in labour 
employment and intra-sectoral productivity 
growth were small on average during the 
last two decades.

Figure 18: Productivity growth by sub-sectors (Percent)
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Figure 21 shows the total structural 
change in non-manufacturing which 
contributed little to the increase in 
aggregate productivity growth and was 
0.4 percent on average per year.  The 
construction,  mining, and  energy sectors 
mostly drove the structural change. Figure 
21 showed that in terms of labour 
reallocation to high-productivity  sectors, 
non-manufacturing absorbed only a small 
portion of employment from other sectors 
(average of 1.0 percent).  Its intra-sectoral 
productivity growth was almost zero 
on average. Additionally, we found that 
labour reallocation to the high productivity-

growth sectors (non-manufacturing) 
was negative on  average (-0.6 percent 
per year). Two possible reasons for the 
negative labour reallocation in construction, 
mining, and energy sectors are (1) when  
non-manufacturing sector experienced 
productivity growth, they also experienced 
labour flow-out than labour flow-in which 
reduced benefit from productivity growth 
or (2) when non-manufacturing sector 
experienced productivity declined, they also 
experienced labour flow-out than labour 
flow-in which exacerbated the negative 
effect of productivity decline.   

Figure 19: Structural change in agriculture (Percent)
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Figure 20: Structural change of manufacturing (Percent)
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Figure 22 shows the total structural 
change in the service sector that increased 
aggregate productivity growth on average 
by 1.3 percent. Labour reallocation 
contributed to an increase in the aggregate 
annual productivity growth rate by 2.2 
percent on average between 2010 and 
2021.  The service sector’s intra-sectoral 
productivity fluctuated resulting  in a 
zero average over this period.  Therefore, 
intra-sectoral productivity growth did 
not contribute to aggregate productivity 
growth. The labour reallocation to high-
productivity-growth sectors reduced the 

aggregate productivity growth by about 
-0.9 percent on average per year, indicating 
that either (1) when service sub-sectors 
experienced productivity growth, they 
also experienced labour flow-out than 
labour flow-in which reduced benefit from 
productivity growth or (2) when service sub-
sector experienced productivity declined, 
they also experienced labour flow-out 
than labour flow-in which exacerbated the 
negative effect of productivity decline.

Figure 22: Structural change of services (Percent)
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Figure 21: Structural change of non-manufacturing (Percent)
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The Cambodian economy achieved robust 
and rapid growth in the past two decades. 
It became a lower-middle-income country 
in 2015, and the RGC set ambitious growth 
goals for the future. Our study found that 
structural transformation has occurred, and 
Cambodia’s workforce has begun to move 
from the low-skill agriculture sector to the 
higher-skill industry and services sectors. 
However, various challenges continue 
to slow Cambodia’s pace of economic 
development. 

This paper explored the structural change 
of Cambodia’s economy using descriptive 
statistics, decomposition analysis of 
productivity on 12 economic sectors 
from 2000 to 2021, and a cross-country 
comparison to describe its structural 
transformation and its relation with 
aggregate productivity growth.

There are several key takeaways from 
this study. First,  Cambodia’s  economic 
growth in the last two decades has 
been driven by the industry and service 
sectors, which is clearly demonstrated in 
the rising output and employment in the 
manufacturing sector and service sector, 
and accompanying decreases in output 
and employment in the agriculture sector. 
Our data showed that Cambodia was in the 
middle of industrialisation when labour was 
released from agriculture to manufacturing 
and service.

Second,  Cambodia’s  manufacturing in the 
last two decades experienced negligible di-
versification, which needs further explora-
tion. The key industries that had a high 

share of value-added to GDP are the manu-
facturing of textiles, clothing, footwear and 
leather (13.6 percent of GDP). As the domi-
nant sub-sector within the manufacturing 
sector, garments and textiles have had a 
slow-productivity growth rate and need to 
be upgraded or diversified to a higher-pro-
ductivity growth manufacturing sector to 
support long-term growth. 

Third, Cambodia’s  service sector is still 
dominated by low-productivity, non-tradable 
services, mainly wholesale and retail sales. 
However, tradeable services, including 
financial and insurance, information 
and communication technology, 
and real estate, appear to have the potential 
to contribute to GDP. The service sector 
presents new drivers of growth, but market 
constraints of non-tradable and low 
productivity of tradable services present 
challenges to this new growth engine. The 
advancement of digital transformation 
could enhance cross-border trade and 
enlarge the market for service sectors. 

Our analysis of decomposition of 
productivity growth showed that aggregate 
productivity growth in Cambodia was small 
over the past two decades. Moreover, 
it  was constrained  by both limited labour 
reallocation to high-productivity and high-
productivity-growth sectors and limited 
intra-sectoral productivity growth.  The 
analysis demonstrates the importance of 
structural change within and between the 
12 sectors and the inter-sectoral factor 
movements (labour flow) on aggregated 
productivity growth. It should be noted that 
within each sector the intra-sectoral factor 

5. Conclusion and policy implications
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movement (labour, capital, technology) 
could also increase the aggregated 
productivity of that sector. For example, 
within the manufacturing sector, labour 
reallocation from the low-productivity 
garment sector to the high-productivity 
electronic or machinery sector, as well as the 
upgrade toward high-value-added activities 
within garment, electronic or machinery 
sector can increase aggregate productivity. 
Additionally, from the experiences of 
countries such as South Korea, the inter-
sectoral effect is important at an earlier 
stage of structural transformation while 
the intra-sectoral effect becomes more 
critical and requires governmental policy 
intervention at later stages of development.

Based on our data, Cambodia must 
facilitate labour reallocation to high-
productivity and high-productivity-
growth sectors by removing barriers and 
increasing labour skills. Both domestic 
investment and FDI should be directed 
toward high-productivity and productivity-
growing sectors so that these sectors 
can absorb larger amounts of labour from 
low-productivity sectors. We recommend 
that technology and skill upgrading within 
sectors should be enhanced  to increase 
overall productivity growth.  
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Appendix 1: Charts used in the study
Figure 23: Annual growth of value-added to GDP by sectors (Percent)
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Figure 24: Relative productivity (Sectoral LP to aggregate LP)
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Figure 25: Labour reallocation (Percentage point change of employment)
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Figure 26: Sectoral productivity growth (Percent)
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Figure 27: Employment share (Percent)
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Figure 28: Export of agricultural products in million USD
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Figure 29: Cambodia manufacturing export in billion USD
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Figure 30: Cross-countries productivity growth in agriculture (Percent)
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Figure 31: Cross-countries productivity growth in manufacturing (Percent)
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Figure 32: Cross-countries productivity growth in non-manufacturing (Percent)
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Figure 33: Cross-countries productivity growth in service (Percent)
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Figure 34: Annual growth rate of agriculture sub-sectors (Percent)
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Figure 35: Annual output growth rate within manufacturing
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Figure 36: Annual growth rate within non-manufacturing
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Figure 37: Average growth rate of service sub-sector: 2000-2022
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Appendix 2: ISIC Rev 4.0 
classification of economic 
activities 

NIS classifies economic activities based on 
the ISIC. Recently, Cambodia has modified 
from ISIC Revision 3 to ISIC Revision 4. NIS 
adapted ISIC Rev 4 into CISIC by classifying 
economic activities into sections, divisions, 
groups, classes and items. Recently, most 
of Cambodia’s available statistical reports 
still followed ISIC 3 since Cambodia is 
in the process of rebasing its GDP and 
transforming ISIC Rev 3 to ISIC Rev 4. 

In this study, the sectoral output and 
employment are based on the official 
statistics of the reported format of NIS 
on its national account. These sectors 
include “A. Agriculture”, “B. Mining and 
Quarrying”, “C. Manufacturing”, “D. 
Electricity”, “E. Water Supply; Sewage, 
Waste Management and Remediation 
Activities”, “F. Construction”, “G. Wholesale 
and Retail Trade, Repair of Moto Vehicles 

and Motorcycles”, “H Transportation 
and Storage”, “I. Accommodation and 
Food Service Activities”, “J. Information 
and Communication”, “K. Financial and 
Insurance Activities”, “L. Real Estate 
Activities”, “M. Professional Scientific and 
Technical Activities”, “N. Administrative 
and Service Support Activities”, “O. Public 
Administration and Defense; Compulsory 
Social Security”, “P. Education”, “Q. Human 
Health and Social Work Activities”, “R. Arts, 
Entertainment and Recreation”, “S. Other 
Activities”, “T. Activities of households as 
employers of domestic personnel”, “U. 
Activities of extraterritorial organizations 
and bodies”  (NIS, 2012).  GGDC grouped 
these 21 sectors into only 12 sectors 
as follows: “A. Agriculture”, “B. Mining”, 
“C. Manufacturing”, “D+E. Utilities”, “F. 
Construction”, “G+I. Trade Services”, “H. 
Transport Services”. “J+M+N. Business 
Services”, “K. Financial Services”, “L. Real 
Estate”, “O+P+Q. Government Services”, 
“R+S+T+U. Other services”.

Figure 38: Average employment growth rate 2008-2021 (Percent)
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Appendix 3: Productivity growth 
decomposition method

The structural change also affects labour 
productivity. The total labour productivity or 
economy-wide productivity is

Where y is aggregate labour productivity and 
yi and Өi is sectoral labour productivity and 
employment share. Subscript i represents 
sectors.

By using (1) above, we can rewrite as below:

Where P is labour productivity and S is 
the share of employment. By applying the 
differentiation for two different time periods 
(from t=0 to t=1) where P = P1 – P0 and P0 
is aggregated productivity in period t=0 and 
P1 is aggregated productivity in period t=1. 
We obtain the following: 

Where subscript i represents sector.  is 
the relative productivity ratio of each sector 
to aggregated productivity in period t=0.This 
ratio is greater than 1 if sectoral productivity 
is higher than that of aggregated productivity 
and less than 1 suggests the opposite.  

Si is the change in sectoral employment 
share between periods t=0 and t=1, it is 
positive if the sector experiences increasing 
employment share and negative if the sector 
experiences decreasing employment share.   

 represents sectoral productivity growth 
between periods t=0 to t=1. Si0 represents 
sectoral employment in period t=0.

In equation (3), the first term is the 
contribution of change in labour reallocation 
between sectors. If labour employment 
increases in high-productivity sectors, this 
term will be positive. The second term is the 
interaction between change in productivity 
and change in labour employment. This 
term is positive if the productivity-growing 
sector also employs more workers. The 
third term is productivity growth within each 
sector or intra-sectoral productivity growth. 
Wong (2016) grouped items 1 and 2 in 
equation (3) as inter-sectoral effect, while 
item 3 is called intra-sectoral effect. Item 1 
is named as “static sectoral effect” and item 
2 is named as “dynamic sectoral effect”.
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