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Abstract 
 

Some argue that foreign direct investment (FDI) promotes economic growth through 

complementing domestic savings, transfering of technology, increasing competition, reducing 

prices and stimulating entrepreneurships. At the same time, FDI has the potential to crowd 

out local firms, hamper inclusiveness, and use inappropriate technology, amongst other 

things. The expected benefits from technology spillovers have not always been evident, 

however. Moreover, FDI operations in least developed countries (LDCs) tend to have 

inadequate safety standards, pollute the host countries and create sweatshop conditions. Thus, 

there is a need to call for better targeted policies and regulations to ensure that FDI does more 

good than harm, so as to promote a new win-win model for the host country and investors.  

 

The Cambodia case study, of the impact of the Chinese investment in the country, found that 

the overall impact on the macro-economy is considerably positive. Chinese investment has 

been one of the main contributors to Cambodia’s economic growth. Using the Input and 

Output Table methodology, the Chinese FDI was estimated to increase the gross value added 

(GVA) by almost US$900 million or 6% in 2013. Nevertheless, out of this GVA increase, the 

model points out that 64% of the GVA returned to capital owners rather than to workers. 

 

The employment effect of Chinese investment has been satisfactorily strong. It has created 

611,125 new jobs, mostly in Trade sector (43%) and Textiles & Garment industry (30%). It 

has provided the government with tariff revenue of US$94 million (27% of 2013 total tariff 

revenue) and domestic tax revenue of US$25 million (3% of 2013 total tax revenue). The 

amount of imported goods has also greatly increased, valued at nearly US$2 billion. Imported 

goods have been mostly in Textiles & Garment industry (68%), followed by other 

manufacturing industry (29%). 

 

Although Chinese direct investment was not found to have created a strong multiplier effect 

for both backward and forward linkages with other industries, it has created a strong 

employment effect for the Cambodian people. Moreover, the competition/catching up effects 

on local firms appeared to be positive for all components of equipment & technology, 

management, skill development and marketing, according to the survey of 308 local firms.  

 

While only 13% of the local firms surveyed sold their goods or services to Chinese firms, as 

high as 25% of the firms purchased inputs from Chinese firms. Moreover, 22% of the local 

firms in the sample felt competitive pressure from Chinese firms. However, this competitive 

pressure pushed them to work harder in upgrading their capacity in terms of 

machines/equipment, production techniques/processes, skills, management approaches and 

marketing strategies. Overall, the horizontal linkages have created a positive effect.  
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Inclusive Development and Chinese Direct 

Investments in Cambodia 

 
 

1. Introduction 
 

In the early 1990s, foreign companies rapidly ventured into the country, after Cambodia 

embarked on a liberal investment policy of the free market economy. The adoption of the first 

Cambodian 1994 investment law, and subsequently the amended 2007 investment law, has 

attracted many investments from different countries. The law is intended to provide more 

incentives to FDI in terms of exemptions on some imported raw materials, discharge from 

export duties, tax holidays, the provision of long-term land concessions, and so forth. Amongst 

the top investors, China currently ranks first, followed by South Korea, Malaysia, the US, 

Taiwan, Thailand, Russia, and Singapore (CIB 2013). Most textiles and garment factories are 

owned by Chinese nationals. After the quota elimination on textile products in 2005, some 

Chinese enterprises believed they could export textile products in large quantities to the EU 

and US markets. Nevertheless, the EU and the US still applied a variety of restrictions on 

imported China’s textile products. Due to these factors, many Chinese enterprises had to set up 

factories and transit markets in Southeast Asia in an attempt to evade those restrictions. For 

this reason, along with the attractive investment law and cheap labor force, Cambodia became 

China’s preferable choice to inject their capital in textiles and garment industry.  

 

Besides investments in textiles and garments, China has invested substantially in seven  

hydroelectric projects, the only source of investment in this area.1 China expressed interest in 

financing railway infrastructure projects in Cambodia. China is also big on injecting FDI in the 

natural resource sector, namely minerals and agro-industry. The expected production of oil and 

gas, in the coming years, might generate another round of investment interests from China, as 

well as other firms from different countries. Chinese investment projects are believed to be one 

of the main contributors to the Cambodia’s economic growth and job creation. The Chinese 

FDI in the garment industry has contributed to Cambodia’s exports and created employment 

for thousands of women in rural areas, while investment in the energy sector, particularly in 

hydropower development, has helped reduce Cambodia’s chronic energy shortages. However, 

                                                 
1 Out of the seven hydropower projects, six have been operations, providing more than 50% of electricity supply 

in Cambodia.   
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less is known about its actual impacts on industry linkages, technology transfers and social 

economic development of Cambodia.  The dramatic increase of Chinese investments, in the 

past few years. still largely involves production of low-tech, labor-intensive and land-intensive 

products. These investments will directly and indirectly affect Cambodia, through impacts on 

capital accumulation, industrial structure optimization, the labor market and domestic 

enterprises. Therefore, this paper seeks to answer some critical questions and ascertain the 

impacts of Chinese investment, at the macro level, based on the Input-Output Table, and the 

impact on local firms, based on a survey of 308 local companies that are likely to be related to 

the Chinese firms. 

 

2. Cambodia’s Economic Review 
 

The Cambodian economy has undergone a significant structural transformation in the past two 

decades. However, GDP distribution by economic activity shows the country remains largely 

dependent on agricultural and service sectors. The share of agricultural sector was still around 

37% in 2013 compared to 36% and 22% for service and industry sectors respectively. It is 

noted that the service sector is overwhelmingly dominated by the tourism sector, while paddy 

(rice) is the major crop for the agricultural sector.  

 

Real GDP has been growing at about 7% in the past 15 years. As illustrated in Figure 1, the 

largest contribution has been from the garment industry, followed by a number of other 

subsectors. 

        Figure 1: Contributions to Cambodia’s Economic Growth 

 

       Source: Ministry of Economy and Finance, Cambodia (MEF)  
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Further breakdown of the industry structure shows that manufacturing accounts for 70%, 

followed by 30% in construction in 2012 (Figure 2). Mining accounts for only 3% while 

electricity, gas and water shares 2.3%. Almost half of manufacturing are textiles and garment 

sector while nearly 10% are represented by foods, beverages and tobacco, followed by 2.5% in 

wood and paper sector, 2.1% in the rubber sector, and the remaining 8.4% in other sectors. This 

economic structure could reflect that the concentration of Cambodia’s economic growth and 

exports is narrowly based, namely in the sectors of garment and textile, tourism, construction 

and paddy, which are highly dependant on and vulnerable to the world’s economic, social and 

political conditions. 

 

 Figure 2: Breakdown of Cambodia’s Industry Sector 

 

                     Source: MEF, cited by CIB (2013)  

 

 

Prior to the global economic crisis in late 2008, Cambodia had been a star growth performer in 

the East Asian region. From 2005 to 2013, Cambodia has achieved rapid growth with an annual 

average of 8%, and its GDP per capita has doubled. The main driving forces of the growth are 

tourism, construction, garment and paddy sectors. As mentioned above, these four traditional 

growth engines are relatively vulnerable to external economic, social, and political fluctuations. 

Furthermore, Cambodia’s textile and garment exports are mainly among at the higher end of 
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the low-end products. Cambodia has not made much progress in diversifying its goods and 

services exports over the past decades.  

 

Nonetheless, in recent years, it has managed to diversify its export markets, shifting from a 

sole reliance on the US market to other potential markets in EU, Canada, and other Asian 

countries. Based on a projection by the Ministry of Economy and Finance (MEF), the growth 

rates in the coming years are estimated to be moderate: around 6-7% (MEF, 2015). Cambodia 

is now preparing itself enter a higher layer of lower-middle income countries. The prospect of 

future and sustainable growth centers on the country’s ability to diversify its sources of growth 

bases to the more value added and less vulnerable sectors. Recognizing the importance of 

diversifying export products and markets, the Ministry of Commerce has identified 19 goods 

and services for the country’s potential exports. Those goods and services include rubber, 

cassava, fish, fruit and vegetables, wood products, soybeans, silk, livestock, cashew nuts, corn, 

beer, light manufacturing assembly, footwear, garments, tourism, labor services sector, 

transport, and business and web-based services. It is noteworthy that the expected revenues 

from the production of oil and gas, in the gulf of Thailand, could significantly change 

Cambodia’s fiscal stance in the long-run. The revenues will give Cambodia an opportunity to 

address its heavy need for socio-economic development.  

                 

     Figure 3: Cambodia’s Economic Growth and GDP per Capita (2005-2013) 

 

      Source: ADB (2013) 

 

Strong economic growth achieved by Cambodia, in the past ten years, has resulted in 

impressive poverty reduction. Poverty headcount ratio was 53.2% in 2004, and it dropped 

almost three times in 2012 with the latest rate of 18.6%. This poverty reduction acceleration 

indicates that the country would most likely attain its MDGs (Millennium Development Goals) 
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on poverty eradication by 2015. The poverty reduction is ,however, concentrated in Phnom 

Penh and other urban areas. Cambodia’s poverty incidence is still a rural phenomenon. There 

is also a concern that the benefits of economic growth are not equally shared to all rural 

households, even though the growth has actually helped reduce poverty to some extent in the 

rural area. Furthermore, those who just emerged from the poverty trap are highly vulnerable. 

With even small shocks, they could easily fall back into a poverty situation. 

 

Figure 4: Cambodia’s Poverty Headcount Ratio (2004-2012) 

 

 
       Source: World Bank (2014) 

 

 

3. Investment Trend and Government Investment Policies 
 

 

Cambodia has embraced the globalization process as part of its outward-looking strategy. As a 

least developed country (LDC), Cambodia received MFN/GSP incentive to export products to 

the U.S and EU markets in 1996. The country became an ASEAN member in 1999 and took a 

major step when it officially acceded to WTO membership in 2004. Since then it has exposed 

itself to legal and trade reforms under the framework of ASEAN and WTO agreements. 

Furthermore, Cambodia has also gained MFN and GSP market access to many other developed 

countries including Australia, Canada, China, South Korea, Japan, Russia, Switzerland and 

others. Such a large market access is believed to be one of Cambodia’s attractive points in 

investors’ view. 
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     Table 1: Cambodia’s MFN/GSP Market Access 

Australia 

Austria 

Belarus 

Belgium 

Bulgaria 

Canada 

China 

Czech Republic 

Denmark 

Finland 

 

France 

Germany 

Hungary 

Ireland 

Italy 

Korea 

Luxemburg 

Japan 

Netherlands 

New Zealand 

Norway 

Poland 

Portugal 

ROK 

Russian Federation 

Slovakia 

Spain 

Sweden 

Switzerland 

UK 

USA 

 

       Source: Cambodia’s Ministry of Commerce 

 

3.1 Four Waves of FDI Inflow in Cambodia 

 

Foreign direct investment in Cambodia could be separated into four periods. The first period 

started from late 1989s to 1995, when FDI’s concentrations are attracted to the construction 

and tourism sectors. The interest of investors in these sectors came from the potential benefits 

of investing in hotels, guesthouses, restaurants, and other tourism-related entertainment 

activities. Investors believed that tourists would be attracted by Cambodia’s ancient sites, 

especially Angkor Wat temple, where many tourists did not know much about it at that time. 

The second period, starting in 1996,  was focused in the  forestry sector. During that period, 

there were widespread reports of illegal logging in the country due to the mismanagement of 

forestry resources and collusion around contracts between some government officials and 

fraudulent investors. The third period started after Cambodia and the US in 1996 reached an 

agreement on bilateral trade, which gave Cambodia GSP incentive. After that, foreign direct 

investments flocked into textiles and the garment industry. Since 2004, until the present, 

investments in tourism, construction and agriculture have been on the rise, in addition to 

textiles and garment investments. Increasing agricultural investments are driven by EBA 

incentives provided by the EU and government’s efforts to promote the agriculture sector as a 

potential source of growth for the country in the future. This period is viewed as the fourth 

wave of FDI inflow into Cambodia. 
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        Table 2: Four Waves of Foreign Direct Investment in Cambodia 

 

Period Concentrated Sectors Comments 

1st  Wave 

(1989s-1995) 

Construction and Tourism During UNTAC and after 

election 

2nd Wave  

(1996) 

Logging Widespread logging reported 

3rd Wave  

(1996/1997-2004) 

Textiles and Garment GSP incentive granted by US 

4th Wave  

(2004-present) 

Textiles and Garment, Tourism, 

Construction, and Agriculture 

WTO membership, EBA 

incentive granted by EU 

        Source: Author’s 

 

3.2 Licensing Authority and Investment Incentives  

 

Council for the Development of Cambodia (CDC) is the government authorizing agency 

responsible for reviewing investment projects with a value of less than US$50 million. CDC 

will issue a license for the qualified investment project (QIP) if all conditions and requirements 

of investment projects are met. For projects with investment values more than US$50 million, 

CDC needs to ask for an approval from the Council of Ministers (CoM) prior to the issue of 

QIP. Likewise, sensitive investment projects, involving natural resource exploitation that might 

have negative impacts on the environment, need official approval from CoM before the projects 

can proceed. Provincial authorities, nonetheless, can also review and issue licenses to any 

investment projects whose value is less than US$2 million in their administrative territories.  

 

To benefit from the QIP status, an investor has to register the investment project with CDC 

through several steps of legal procedure. First, the investor submits the investment proposal 

containing all required information to CDC for consideration. If the proposed project meets all 

the requirements and conditions, CDC will issue a Conditional Registration Certificate (CRC) 

to the applicant within 3 working days. Second, all relevant ministries and government entities 

will issue relevant licenses, permits or registrations listed on the CRC no later than the 28th 

working day from the CRC issuing date. These include the Company Registration issued by 

Ministry of Commerce (MoC), Relevant Licenses by Ministry of Industry, Mines and Energy 

(MIME), Review and Approval of Construction Plan by Local Authorities, Ministry of Land 

Management and Urban Planning and Construction (MoLMUPC), Initial Environmental 

Impact Assessment by Ministry of Environment (MoE), and Tax Department Registration by 
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the Ministry of Economy and Finance (MEF). Lastly, after obtaining all required legal 

documents, the Final Registration Certificate (FRC) will be issued to the applicant by CDC 

within 28 working days of the CRC issuance. 

 

   

 

 

 

 

 

 

 

 

 

    

 

 

 

Source: Council for the Development of Cambodia  

 

Based on the 2007 amended investment law, the Qualified Investment Projects (QIP) can 

benefit from a number of incentives. First, the Corporate Tax at the rate of 20% is the lowest 

among ASEAN members (See Figure 6). The second incentive is the Tax Holidays, which are 

composed of a “Trigger period” + 3 years + Priority Period (Maximum total 9 years). 

Maximum Trigger Period: commencing on the issuance of the Final Registration Certificate 

and ending on the last day of the taxation year immediately preceding the earlier of: (1) if the 

QIP derives a profit, the taxation year that the profit is first derived; and (2) if the QIP derives 

income from the Investment Activity with respect of the sale of goods or services, the third 

taxation year after the taxation year in which the income is first derived.  Priority Period: To 

be determined by the Financial Management Law, within the period of 3 years, according to 

the type of project and investment capital (For light industries: 0 year in case of investment 

capital of below US$ 5 million, 1 year in case of investment capital between US$5 million and 

20 million, 2 years in case of investment capital over US$ 20 million). Besides, investors can 

also enjoy full import duty exemption, repatriation of profit (withholding tax), and 

reinvestment of earning (special depreciation).  

 

Figure 5: Investment Approval Procedure 
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        Source: World Bank Doing Business Report 2012 

 

In addition, the Investment Law and the Sub-Decrees contain a number of important 

protections for investors. They provide equal treatment for all investors and affirm there is no 

requirement of local equity participation. Moreover, the Law states that there is no price control 

on products or services produced by licensed investors. Likewise, restriction on Forex 

convertibility is not applied. The National Bank of Cambodia (NBC) also allows residents and 

investors to hold foreign currencies freely for their business transactions. Last, but not least, 

the Investment Law and Sub-Decrees further guarantee the free remittances of foreign 

currencies abroad, transmitted through authorized banks, for the discharge of financial 

obligations incurred in connection with their investments. 

 

3.3 Chinese Investment Trend 

 

Based on data from the Cambodia Investment Board (CIB), from 2006 to 2013 around 723 

investment projects have been approved, with the total fixed asset values of nearly 19 billion 

US dollars. Sectors that receive investment values exceeding one billion US dollars include 

tourism, other industries, agro-industry, garment and energy. However, looking more deeply 

into the investment project numbers, it is the garment industry that attracts the most interest 

from investors. 371 investment projects in the garment industry were approved between 2010 

and 2011, numbering a total of 941 projects. During the global economic crisis of 2008, the 

investment projects stood at 176 only. It is noted that even though the total approved investment 

Figure 6: Corporate Income Tax Rate (ASEAN Counterparts) 
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values are the highest in the tourism sector, those investment projects were not always 

implemented.  

 

Table 3: Approved FDI in Cambodia 2006-2013 (million US dollars) 

 

Activities 2006-2007 2008-2009 2010-2011 2012-2013 Total Fixed Asset 
Project 

Number 

Tourism             860           5,044                990                11                    6,905                       20  

Other industries             122              111             2,274              440                    2,947                     123  

Agro-industry             295              565                941              617                    2,419                       79  

Garment             223              176                456              803                    1,658                     371  

Energy             170           1,024                  16                33                    1,242                       10  

Other services                 8              968                    7              212                    1,196                         9  

Hotel                 6              365                451                 -                         823                         8  

Telecommunication             162              287                   -                   -                         449                         5  

Mining             405                  7                  31                 -                         443                         7  

Service energy               22              113                215                 -                         350                         4  

Shoes               37                31                  67              183                       318                       57  

Agriculture                -                  29                  12                  3                         44                         4  

Sock                 4                 -                     -                  30                         34                         5  

Wood processing                 5                  5                   -                  22                         32                         6  

Engineering                -                   -                     -                  24                         24                         4  

Food processing               18                 -                      4                 -                           23                         2  

Animal meal                -                    8                    3                 -                           11                         3  

Construction                 9                 -                     -                    1                         11                         2  

Electronics                -                   -                      3                  2                           6                         2  

Medical chemical                -                   -                     -                    2                           2                         1  

Health services                -                   -                     -                   -                            -                           1  

Total Fixed Asset          2,347           8,735             5,470           2,387                  18,938    

Project Number             132              121                182              288    723 

 

Source: Author’s compilation from CIB data 

 

 

As for the Chinese investments (excluding joint-venture business with other nationals), total 

approved investments have reached almost 7 billion US dollars or 37% of the total 19 billion 

US dollars during 2006-2013. China has in total 214 investment projects, with the majority in 

the garment industry. Though tourism ranks the top in terms of investment values, the projects, 

as mentioned above. have not yet begun operation. The other four sectors, which are ranked 

among the top, include energy, garment, mining and agro-industry with registered fixed asset 

values of 1,169; 567; 437 and 391 million US dollars respectively. Chinese investments were 

high during 2012-013 period with the approved 95 projects valued at 609 million US dollars. 
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Out of these investment values, almost 300 million US dollars was invested in the garment 

industry. 

 

Table 4: Approved Chinese FDI, excluding joint-venture (million US dollars) 

 

Activities 2006-2007 2008-2009 2010-2011 2012-2013 Total Fixed Asset 
Project 

Number 

Tourism               40           3,890                   -                   -                      3,929                         3  

Energy             170              999                   -                   -                      1,169                         5  

Garment               94                90                  84              298                       567                     126  

Mining             405                  1                  30                 -                         437                         5  

Agro-industry               56              152                101                83                       391                       17  

Other industries               24                  9                    7              142                       181                       35  

Service energy                -                113                   -                   -                         113                         1  

Shoes               10                  9                  12                72                       104                       15  

Telecommunication               28                 -                     -                   -                           28                         1  

Construction                 9                 -                     -                   -                             9                         1  

Engineering                -                   -                     -                    8                           8                         1  

Wood processing                -                   -                     -                    5                           5                         1  

Sock                 4                 -                     -                   -                             4                         2  

Animal meal                -                   -                      3                 -                             3                         1  

Total Fixed Asset             841           5,262                238              609                    6,950    

Project Number               44                45                  30                95     214 

 

Source: Author’s compilation from CIB data 

 

 

For joint-venture investments of China, with other investors, it is clear that the amount of 

investments are not large compared to investments by China alone. The exception was during 

2010-2011, when the approved investment values were 2,246 million US dollars. Almost 97% 

were joint-venture investments in the tourism industry. The number of investment projects 

again fall in garments, with the approved projects of 15 out of the total 43. For year 2012-2013, 

the joint-venture investments declined to only 4 projects with the total investment value of just 

44 million US dollars. 
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Table 5: Approved Chinese Joint-Venture FDI (million US dollars) 

 

Activities 2006-2007 2008-2009 2010-2011 2012-2013 Total Fixed Asset 
Project 

Number 

Tourism                -                  19             2,171                 -                      2,191                         2  

Agro-industry             254                16                  28                35                       333                         7  

Garment               16                41                  26                 -                           83                       15  

Telecommunication               43                 -                     -                   -                           43                         1  

Other industries               15                  8                    3                 -                           26                       10  

Mining                 4                 -                    17                 -                           21                         2  

Shoes                 6                 -                     -                    4                           9                         2  

Sock                -                   -                     -                    5                           5                         1  

Hotel                 5                 -                     -                   -                             5                         1  

Medical chemical                 3                 -                     -                   -                             3                         1  

Wood processing                 3                 -                     -                   -                             3                         1  

Total Fixed Asset             349                84             2,246                44                    2,722    

Project Number               20                  9                  10                  4     43 

 

Source: Author’s compilation from CIB data 

 

4. Literature Review 
 

Developing countries need FDI to fill their investment gap to stimulate their economic growth 

and job creation. More importantly, FDI can introduce new technologies to improve 

productivity in host countries. FDI is usually carried out by multinational enterprises (MNEs), 

which are supposed to own certain technologies such as production, distribution, management, 

and marketing techniques. They are intangible assets within MNEs that are difficult to transmit 

in channels other than FDI. However, the occurrence of productivity spillovers to host countries 

is conditional upon many different factors including the characteristics of FDI and domestic 

firms, transmission channels, and other institutional factors (refer to the conceptual framework 

of FDI productivity spillovers). 

4.1 Channels of FDI Productivity Spillovers 

 

Crespo and Fontoura (2007) did an outstanding survey on the determinant factors of FDI 

productivity spillover. In their article, they suggest that FDI productivity spillovers can happen 

in host countries through five main channels. The first one is through demonstration by the FDI 

companies (MNEs) or imitation by domestic firms. Investment in research and development of  
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new technologies is frequently costly and risky for domestic firms in a developing country. 

Therefore, with demonstration by the FDI firms, domestic firms can safely imitate them after 

their successful introduction into the market. Production technologies, for example, can be 

efficiently imitated, by domestic firms, in the sector with the MNEs while management and 

marketing technologies can also be transferred across different sectors. 

 

The second channel for spill-over is through the competition effect between MNEs and 

domestic firms. Competition with MNEs can have both positive and negative impacts on 

domestic firms. Competition can be a pressure and an incentive for local competitive firms to 

become more efficient in order to survive in the market by making efficient use of resources 

and seeking better technologies (Caves, 1974). However, it can also push domestic firms to be 

less efficient if MNEs, especially domestic market oriented firms, significantly takes over the 

market share and force their domestic competitors to scale down their optimal production 

below economies of scale (Aitken & Harrison, 1999). 

 

Figure 7: Conceptual Framework of FDI Productivity Spillovers 

 

 

 
Source: Authors’ Conceptualization 

 

-Regional Effect
-Trade Policy Environment

- Intellectual Property Rights
- Type of Labor Training

-Restrictions on Labor Mobility
- Level of Competition

- Intensity of Intermediate Input use
-Tech. Exploiting vs. Sourcing
- The “Value” of Technology
- Length of time after entry

FDI: Intangible 
Assets

• Technologies
• Patents

• Trade secrets
• Brand names

• Management 
techniques

• Marketing 
strategies

Domestic Firms

• Technological gap
• Absorptive capacity
• Development level
• Human capital 

stock
• Support 

infrastructures

Linkages

Labor

Competition

Exports

FDI Characteristics:
- Culture and language
- Levels of technology
- Modes of tech. transfer
- Distance
- Sectoral structures

Domestic Characteristics:
- Export capacity
- Size
- Ownership type



 

18 
 

In addition to imitation and competition, a third way domestic firms can also increase their 

productivity is through another horizontal linkage: labor mobility from MNEs to domestic 

firms (Blomström & Kokko, 1998). This happens when domestic firms hire workers, who have 

knowledge and experience of technology from the MNEs. On the other hand, MNEs frequently 

compete for the best workers by providing higher wages; thus, they usually absorb the most 

effective labor force from domestic firms.  

 

The fourth way productivity spillovers can occur is through vertical linkages: backward and 

forward linkages. In terms of backward linkages, MNEs can generate demand for intermediate 

inputs from supplying firms, which in turn creates jobs and income. Furthermore, MNEs 

usually have certain supplying standards for local suppliers to follow. In order to meet those 

standards, local suppliers may be supported by MNEs in several ways such as technical 

supports for quality improvement, productive infrastructures, and organizational management, 

all of which can significantly boost the productivity of domestic firms. The competition among 

domestic firms themselves, to become suppliers, can also increase their efficiency. Forward 

linkages, on the other hand, can enhance the productivity of domestic firms that are now 

exposed to higher quality inputs and/or at a lower price.  

 

The fifth main channel of FDI productivity spillovers is through the creation of export 

infrastructures for domestic firms. Export infrastructures include distribution networks, 

transport infrastructures, knowhow of export markets and so on. These infrastructures require 

considerable investment, but domestic firms can more efficiently imitate or collaborate with 

MNEs, which substantially reduces the entry costs into foreign markets. 

4.2 Determinant Factors of FDI Productivity Spillovers 

 

FDI productivity spillovers are not automatic, and in most cases the empirical evidence 

provides a mixed result. There are several determinant factors that are crucial for domestic 

firms to gain benefits (or lose) from FDI. The most important determining factor of FDI 

productivity spillovers is probably the absorptive capacity of domestic firms. According to 

Girma and Gorg (2005) and Dimelis (2005), absorptive capacity is defined as the 

technology/productivity gap between domestic and FDI firms. Domestic firms with a 

productivity level close to the FDI firms are considered to have a high absorptive capacity and 

are able to benefit from productive spillovers. Absorptive capacity can also be measured in 
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terms of research and development expenditure (Kinoshita, 2001) or exposure to export 

markets by domestic firms (Barrios & Strobl, 2002).  

 

It has been argued that a minimum level of absorptive capacity is required for domestic firms 

to benefit from FDI spillovers. Girma (2005) examined the thresholds of absorptive capacity 

that determine the spillover gains by domestic firms in the British manufacturing industry. He 

found that a higher absorptive capacity has a positive relationship with productivity spillovers 

at a diminishing rate, but also confirmed that minimum absorptive capacity is necessary to 

ensure the positive externalities from FDI firms. Several other factors determine the 

productivity spillovers from FDI to domestic firms. Among them are the characteristics of 

domestic and FDI firms. For domestic firms, their export capacity and exposure to foreign 

markets, prior to or during the arrival of FDI, can act as a competition resilience proxy, 

reflecting their ability to handle (absorb and/or counter) additional competition pressure from 

FDI firms. The size of domestic firms, it is also argued, has a positive relationship with their 

absorptive capacity, as small firms may suffer from insufficient production scale to benefit 

from imitation effect and counter competition effect from FDI.  

 

For the FDI characteristics, culture, language, level of technology, mode of technology transfer 

and distance between home and host countries appear to impact the spillover effects.  

 

Finally, macroeconomic and institutional factors also determine productivity spillovers. The 

trade policy environment, such as export-oriented regime, and the size of domestic markets are 

two determinant factors, because FDI firms decide what types and purposes of investment they 

will undertake based on the target markets. Institutional factors such as intellectual property 

rights, tax incentive, investor protection, restrictions on labor mobility, and local content 

requirements all affect the productivity spillovers, as they either facilitate or obstruct channels 

of technology transmission from FDI to domestic firms. 

4.3 Chinese Outward Foreign Direct Investment and Impacts on Cambodia 

 

Cheng and Ma (2010) provided a very comprehensive view of China’s outward FDI. In 2001 

particularly, Chinese investors were encouraged to invest abroad in the “go overseas” policy, 

which relaxed the restrictions on overseas investment and provided some minor financial 

supports. Among the government supports are the firm promotions, by government delegates, 

in official visits to target countries, the integration of business negotiations into 
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intergovernmental cooperation frameworks, and other consultancy services to interested 

Chinese firms. Despite some views that Chinese investors are mainly attracted to energy sectors 

in resource-rich countries, China’s outward FDI is highly diversified in both sectoral shares 

and geographical locations. By 2006, in terms of FDI stock, services accounted for about 70 

percent of Chinese investment,  while mining and petroleum together share 19.8 percent, and 

manufacturing was 8.3 percent.  

 

For geographical distributions, Asia has absorbed 64 percent of China’s FDI stock by 2006, 

followed by Latin America with 26 percent, while Africa and other parts of the world have 

become more attractive only in subsequent periods. Since the 1990s, Cambodia’s Most Favored 

Nation (MFN) status and Generalized System of Preference (GSP) benefits with the US, the 

EU and other developed countries have been the two most important pulling factors to attract 

Chinese investment into Cambodia’s garment industry, as well as its low labor cost.  

 

However, more recently China’s investment is also expanding into other sectors such as natural 

resources, energy, agro-industry and construction. Kubny and Voss (2010) did a qualitative 

analysis on the impact of China’s outward FDI on Cambodia and Vietnam. Their study assessed 

the effects on employment, income, training, spillovers, and linkages by conducting interviews 

with 60 Chinese investors and other local and foreign firms in manufacturing industry.  

 

In Cambodia, for example, Chinese investment is mainly concentrated in the labor-intensive 

garment industry, is not considered specialized training, and management technology 

spillovers are limited by the fact that the vast majority of senior positions are held by Chinese 

employees. Furthermore, Cambodia has poor supplier networks and imports most of its 

intermediate inputs, so the linkage effects and associated spillovers are very limited. Therefore, 

the authors found that while the negative impacts were absent, the positive effects of Chinese 

FDI were minimal in both countries, except the employment impact.  

 

A basic case-study assessment of China’s FDI impact on poverty reduction in Cambodia was 

also conducted by Ouch et al. (2011). They conducted a perception survey with 300 garment 

workers, half of whom were employed by Chinese-owned factories. Although limited in 

methodology and analysis, their findings show that, based on workers’ perception, Chinese 

investment has contributed to workers’ remittances, poverty reduction, and employment 
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generation, especially for rural women. However, they also confirmed that Chinese investment 

has very low indirect effects, particularly skill development. 

 

4.4 Literature Gap: In-depth Quantitative Impacts of Chinese FDI in Cambodia 

 

The impacts of FDI on many host countries are abundant in the literature, both theoretically 

and empirically, at firm, sectoral, and country levels. The literature on the investment patterns 

of Chinese outward FDI has also become widely available in recent years. Nonetheless, the 

impacts of Chinese FDI, specifically in Cambodia, have not been sufficiently investigated, 

given China’s significant contribution to the overall investment in Cambodia. The two studies 

on the impacts of Chinese FDI on Cambodia, as discussed above, are limited in their own ways. 

The study by  Kubny and Voss (2010) utilized a qualitative analysis, which failed to answer 

in-depth questions put forward by the objectives of this research. On the other hand, the basic 

case study by Ouch et al. (2011), which used the perception survey with workers, is preliminary 

in both methodology and analysis and, thus, impossible to generalize to the true impacts of 

Chinese FDI. This current study, therefore, will be a significant contribution to the literature 

on the impacts of Chinese FDI in Cambodia as well as the policy awareness and preparation to 

attract further investment from China. 

 

5. Methodology and Data  
 

This study employs the input-output analysis using the 2008 Cambodia’s Input-Output Table2. 

The table consists of 22 aggregated sectors, of which the first five sectors are agricultural 

sectors, while industrial sectors address the sixth to thirteenth sectors. The remaining sectors 

are classified as services sectors (See Table 6). Import endogenous Leontief inverse multiplier 

is applied to quantify direct, indirect and induced effects of Chinese Foreign Direct Investments 

(FDI) on Cambodia’s macroeconomy, production factors, sectoral outputs and employment 

effects. This FDI effect is modelled simultaneously. 

 

 

 

 

 

                                                 
2 The table was constructed by Dr. Oum Sothea for Cambodia’s economy in 2008. His Cambodia does not have 

an official I-O table. This table is used in Global Trade Analysis Project (GTAP), where many researchers use it. 

We do not have sufficient data to update the model coefficients. Some even use I-O table dated back to 2003 or 

2004 in some journal published papers.   
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          Table 6: Cambodia’s 2008 Input-Output Table’s Aggregated Sectors 
Sector Description 

1 Paddy Paddy 

2 OthCrops Other Crops 

3 Livestock Livestock 

4 Forestry Forestry 

5 Fishery Fishery 

6 Mining Mining 

7 FoodBevTbaco Food, Beverage & Tobacco 

8 TCF Textile & Garment 

9 WoodPaperPrt Wood, Paper & Publishing 

10 ChemRubPlas Chemical, Rubber & Plastic 

11 NonMetlMin Non Metallic Mineral 

12 BasFabMtlPrd Basic Metals 

13 OthManuf Other Manufacturing 

14 ElecGasWater Electricity & Water 

15 Construction Construction 

16 Trade Trade 

17 TranspComm Transport & Communication 

18 HotelRest Hotel & Restaurants 

19 Finance Finance 

20 RealEstBus Real Estate & Business 

21 PubAdmin Public Administration 

22 OtherServ Other Services 

          Source: Author’s 

 

Data from the 2011 Economic Census of Cambodia on Chinese firms’ sales structure is used 

as a proxy to estimate sectoral export amounts arising from Chinese investment. The total 

export amounts of US$2 billion, roughly around 30% of 2013 total export amounts are 

estimated and assumed to be from Chinese firms. Since the 2011 Economic Census of 

Cambodia does not include information regarding firm capital expenditure, these export 

amounts are used as a scenario shock to measure Chinese investment impacts on Cambodia’s 

economy. Furthermore, data from IMF (2009) on the numbers of workers by sector is utilized 

for the employment effect. Cambodia’s average consumption propensity of 0.81 is also 

estimated from ADB’s data for Key Indicators 2014 (www.adb.org/statisitics) to use as a 

multiplier indicator to ascertain the induced consumption effect resulting from increased 

workers’ wage. To understand the use of import endogenous Leontief inverse multiplier in the 

input-output analysis, simple structure of Input-Output Table and illustration on the multiplier 

use is explained below: 

 

 

 

http://www.adb.org/statisitics
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         Table 7: Simple Structure of Input-Output Table 

 
This table can be written in Matrix form as an endogenous import model as below. 

 

If 

  𝑚𝑖 =
m𝑖

𝑋𝑖
 

 

 

 

 

 

 

I = [
1 ⋯ 0
⋮ ⋱ ⋮
0 ⋯ 1

] , x = [

x1
x2
xm

], A = [

a11 ⋯ a1n
⋮ ⋱ ⋮

am1 ⋯ amn

], f = [

f1
f2
fm

], e = [

e1
e2
em

] 

 

xefMIAxMI  )ˆ()ˆ(  

=>    efMIAMI-Ix  )ˆ( )ˆ(
-1  

 

 -1)ˆ( AMI-I  is called Import Endogenous Leontief Inverse, which is also the direct and 

indirect effects of any increase in final demands on total outputs. Backward multiplier is the 

column sum of this Leontief Inverse matrix while forward multiplier is the row sum. These 

sums will give direct and indirect effects, also called first effect. Induced effect, in addition, 

happens when workers receive their income and spend it back to create another round of 

increase in final demands. This second induced effect can be calculated by multiplying first 

effect by the wage ratio of each sector in the table. The result, then, is further multiplied by the 

average consumption propensity, which is 0.81 for Cambodia’s economy. Finally, imported 

share in the induced consumption is taken out to yield only domestic consumption increase, 

which is the second effect (See Figure 8 below). 
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Source: Author’s 

 

In short, there are four steps to quantify these effects: 

1. First effect: Import endogenous Leontief inverse*initial increase in final demand (FD) 

2.  First effect  Income increase  Consumption increase 

3.  Second effect: Import endogenous Leontief inverse *consumption increase 

4.  Total effect: First effect + Second effect 

 

To estimate the impact of China’s FDI on the macroeconomy, data from the economic census 

2011, namely Chinese firms’ sales is used as the export data proxy since there is no available 

information regarding firm capital expenditure and export figures in the questionnaire of the 

Census. Very small figure in certain sectors are assumed to zero. The table below is the 

export data allocated by industry sector (US$ millions): 

 

 

 

Figure 8: Example Calculation of Direct, Indirect and Induced Effects 
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Sectors Chinese 

Export Share 1 Paddy 0 

2 OthCrops 0 

3 Livestock 0 

4 Forestry 0 

5 Fishery 0 

6 Mining 0 

7 FoodBevTbaco 2 

8 TCF 1702 

9 WoodPaperPrt 4 

10 ChemRubPlas 2 

11 NonMetlMin 0 

12 BasFabMtlPrd 0 

13 OthManuf 100 

14 ElecGasWater 10 

15 Construction 0 

16 Trade 96 

17 TranspComm 50 

18 HotelRest 6 

19 Finance 6 

20 RealEstBus 0 

21 PubAdmin 0 

22 OtherServ 22 

 

 

6. Impacts of Chinese Investments in Cambodia 
 

This analysis contains three sections looking first at the sectoral linkages i.e. backward and 

forward linkages of Cambodia’s industries before tracing the impacts of Chinese direct 

investments at both macro and sectoral levels. 

 

6.1 Sectoral Linkages 

 

On average, Cambodia’s economy has a multiplier of 1.43 for both backward and forward 

linkages. Backward linkage is defined as the growth of a sector that leads to the growth of other 

sectors that supply inputs to it. The sector having the strongest backward linkage with the rest 

of the economy is FoodBevTbaco while NonMetlMin and BasFabMtlPrd sectors are graded 

second and third respectively. Textiles, Clothing and Footwear (TCF), the main sector of 

Cambodia’s economy, has imported raw materials as their most important inputs, and therefore 

a low backward linkage with a multiplier of just 1.21, ranking 18th among the total 22 sectors. 

The low linkage is due to the fact that this sector overwhelmingly consumes intermediate inputs 

from imported goods. Agricultural sectors, including OtheCrops, Fishery and Forestry, see the 
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lowest backward linkages among other sectors. Paddy industry, however, has a greater 

backward linkage with the multiplier of 1.53, staying 6th rank in comparison.  

 

            Table 8: Cambodia’s Sectoral Backward Linkage 

Industry 

Direct and  

Indirect 

Effect 

Coefficient Rank 

1 Paddy 1.53 1.07 6 

2 OthCrops 1.13 0.79 20 

3 Livestock 1.34 0.94 13 

4 Forestry 1.00 0.70 22 

5 Fishery 1.03 0.72 21 

6 Mining 1.32 0.92 15 

7 FoodBevTbaco 2.41 1.68 1 

8 TCF 1.21 0.84 18 

9 WoodPaperPrt 1.63 1.14 5 

10 ChemRubPlas 1.49 1.04 9 

11 NonMetlMin 1.74 1.22 2 

12 BasFabMtlPrd 1.71 1.20 3 

13 OthManuf 1.32 0.92 14 

14 ElecGasWater 1.46 1.02 10 

15 Construction 1.37 0.96 12 

16 Trade 1.25 0.88 16 

17 TranspComm 1.19 0.83 19 

18 HotelRest 1.25 0.88 17 

19 Finance 1.50 1.05 8 

20 RealEstBus 1.66 1.16 4 

21 PubAdmin 1.42 1.00 11 

22 OtherServ 1.51 1.06 7 

Average 1.43     

            Source: Author’s 

 

On the other hand, forward linkage means the growth of a sector that leads to the growth of 

other sectors that use its outputs as inputs. It is shown that Trade, Forestry and Paddy are ranked 

as the sectors creating the strongest forward linkages with other sectors in Cambodia’s 

economy, having the multiplier of 2.33, 2.17 and 2.10 respectively. Three sectors, which have 

the lowest forward linkage, include HotelRest, PublicAdmin and other OthCrops. Looking at 

TCF sector, in the case of forward linkage, it is seen as having the fair multiplier effect of 1.29 

with 12th rank among the all 22 sectors. The growth of TCF sector could mean it might not 

create a strong multiplier effect for both backward and forward linkages with other sectors, but 

this sector might create more employment effect for Cambodian people. 
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Table 9: Cambodia’s Sectoral Forward Linkage 

Industry 
Direct and  

Indirect Effect 
Coefficient Rank 

1 Paddy 2.10 1.47 3 

2 OthCrops 1.04 0.72 20 

3 Livestock 1.10 0.77 17 

4 Forestry 2.17 1.52 2 

5 Fishery 1.06 0.74 18 

6 Mining 1.26 0.88 14 

7 FoodBevTbaco 2.06 1.44 4 

8 TCF 1.29 0.91 12 

9 WoodPaperPrt 1.11 0.77 16 

10 ChemRubPlas 1.05 0.73 19 

11 NonMetlMin 1.17 0.82 15 

12 BasFabMtlPrd 1.62 1.13 6 

13 OthManuf 1.41 0.98 9 

14 ElecGasWater 1.55 1.09 7 

15 Construction 1.28 0.90 13 

16 Trade 2.33 1.63 1 

17 TranspComm 1.69 1.18 5 

18 HotelRest 1.01 0.70 22 

19 Finance 1.36 0.95 10 

20 RealEstBus 1.35 0.95 11 

21 PubAdmin 1.01 0.71 21 

22 OtherServ 1.46 1.02 8 

Average 1.43     

            Source: Author’s 

 

 

6.2 Macroeconomic Impacts 

 

To filter out and trace the effects of Chinese investments on Cambodia’s macroeconomy, this 

section covers five areas including gross value added (GVA), consumption, import, tariff 

revenues and employment. The detailed distributional effect of gross value added on unskilled 

labor, skilled labor, capital, land and tax revenues are also shown in the following tables. The 

results of the I-O Tables are summarized in Table 10 below.   

 

        

 

 

 

 

 

 

 

 

    



 

28 
 

Table 10: Contribution of Chinese Investments Table 11: Distributional Effect of GVA 

  

Variables $ Million  

Percent of 

2013 

Variables 

Gross Value Added 898 6 

Consumption 193 2 

Import 1,988 21 

Tariff 94 27 

Employment 611,125  

Source: Author’s 
 

Chinese FDI brought about a GVA increase of an estimated US$900 million, equivalent to 

approximately 6% of total 2013 GVA. Out of this increase, US$573 million was return to 

capital, which accounts for 64% of the total GVA, while the labor remuneration for unskilled 

labor and skilled labor received just 27% and 4% respectively. This seems about right in terms 

of gross sales, but not GVA. Land rental/gain gets roughly US$18 million with the percentage 

share of 2%. Furthermore, Chinese investments could generate up to US$25 million for 

revenues in domestic taxes (3% of the increased GVA). This distributional effect of the 

increased GVA could mean that greater gains would go into the pockets of 

capitalist/shareholders or firm owners. However, benefits to workers are not altogether 

disappointing because the Chinese FDI could potentially contribute 611,125 jobs to 

Cambodia’s labor market, mostly believed to be in the textile and garment industries. Since the 

overwhelming numbers of low skilled workers are employed in this industry, these workers 

receive bigger gains of labor remuneration with amounts of US$244 million compared to just 

US$39 million for more skilled workers. Direct employment in the garment industry was about 

700,000 jobs according to the administrative statistics.  

 

Another noteworthy finding is that the dramatic increase of import amounts has stemmed from 

Chinese investments. These import amounts were estimated to be approximately US$2 billion, 

generated tariff revenues of US$94 million or 27% of 2013 tariff revenues. These induced 

import amounts could mean Chinese FDI would likely create a limited consumption effect in 

Cambodia’s economy, which is proved through consumption increase of just US$193 million 

or merely just 2% of 2013 consumption, given the large leakage overseas. This can be 

explained by the fact that Chinese firms use mostly imported raw materials, machinery and 

other intermediate inputs to produce their products. Since textiles and the garment industry has 

Variables $ Million   Share (%) 

Unskilled Labor 244 27 

Skilled Labor 39 4 

Capital 573 64 

Land 18 2 

Tax 25 3 

Total 898 100 
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low linkage, both backward and forward, and most of Chinese final products are exported from 

Cambodia to sell in the foreign markets, this would create a partial inter-industry with the rest 

of the economy. However, as found in the firm survey, horizontal spillover effects were 

beneficial, despite the little horizontal effects. Increased consumption is just a result of 

increased labor remuneration, especially in textiles and garment industry. Nevertheless, 

Chinese investments stimulate a favorable effect, particularly job creation for unskilled 

workers, mostly in Phnom Penh, drawing on workers from rural areas.   

6.3 Sectoral Impacts 

 

Looking at impacts of Chinese investments at the sectoral level, it is clear that benefits hugely 

go to the TCF sector with the spillover effects carrying over to other sectors as well. Chinese 

investments could generate up to US$539 million in the TCF sector or about 60% of the total 

GVA. Trade, TranspComm and Otherserv are the next sectors receiving GVA of US$134 

million, US$41 million, and US$38 million respectively. Sectors benefiting less from GVA 

increase include Mining, ChemRubPlas, NonMetMin, and BasFabMtlPrd. Furthermore, aside 

from most gains of unskilled labor remuneration, in TCF and Trade sectors, unskilled 

employees in agriculture sector of Paddy, OthCrops and Livestock also experience a 

considerable labor remuneration of US$9 million, US$14 million, and US$7 million, 

accounting for 4%, 6% and 3% of the total labor remuneration. On the other hand, the skilled 

labor remuneration share of TCF is US$22 million, equivalent to around 56% of the total skilled 

labor remuneration. The majority remaining goes to Trade and other industries in service sector. 

Likewise, TCF acquires a big capital return of US$352 million, followed by US$87 million, 

US$36 million, and US$31 million in Trade, TranspComm and Otherserv. It is also not 

surprising that increased domestic tax collection mainly comes from these three sectors, with 

taxes from TCF accounting for 68% (US$17 million) out of the total tax revenue.      
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  Table 12: Sectoral Impacts on Gross Value Added and Its Components 

 

Sectors GVA/GDP Unskilled Skilled Capital Land Tax 

1 Paddy          14.72             8.98             0.03             0.68             4.95             0.09  

2 OthCrops          18.58           14.12             0.03             0.53             3.88             0.01  

3 Livestock            9.64             6.51             0.02             0.37             2.73             0.01  

4 Forestry          10.10             0.64             0.00             7.87             1.21             0.38  

5 Fishery          15.51             5.92             0.02             4.82             4.70             0.05  

6 Mining            0.49             0.13             0.02             0.27             0.07             0.01  

7 FoodBevTbaco            6.93             1.96             0.38             3.89                 -               0.70  

8 TCF        538.70         148.65           21.91         351.09                 -             17.05  

9 WoodPaperPrt            3.72             0.36             0.05             3.13                 -               0.18  

10 ChemRubPlas            0.90             0.17             0.04             0.53                 -               0.15  

11 NonMetlMin            0.47             0.08             0.01             0.36                 -               0.02  

12 BasFabMtlPrd            0.91             0.21             0.04             0.64                 -               0.02  

13 OthManuf          27.85             5.60             0.96           20.30                 -               1.00  

14 ElecGasWater            4.46             0.54             0.26             3.51                 -               0.15  

15 Construction            4.44             1.23             0.22             2.87                 -               0.11  

16 Trade        133.90           36.83             7.74           86.72                 -               2.62  

17 TranspComm          40.90             3.34             0.85           36.16                 -               0.56  

18 HotelRest            6.63             1.82             0.38             4.29                 -               0.13  

19 Finance            8.86             0.63             0.49             7.35                 -               0.40  

20 RealEstBus            4.58             1.01             0.77             2.66                 -               0.14  

21 PubAdmin            7.61             1.27             1.95             4.39                 -                   -    

22 OtherServ          38.47             3.93             2.82           30.50                 -               1.22  

Total       898.37        243.92          39.00        572.92          17.53          25.00  

  Source: Author’s 
 

As shown in the Macroeconomic impacts section, Chinese investment prompted a very sharp 

increase of imported goods, valued at almost US$2 billion. Out of this amount, nearly 70% or 

US$1,342 million were imported intermediate inputs/raw materials for the TCF sector. The 

induced imports are quite concentrated in this sector. Imports for OthManuf sector accounts 

for US$582 million or 29%. The other 1% is imported goods used in other sectors. Though the 

import amount in TCF is the highest, tariff revenues from this industry are ranked second with 

the total revenues of US$28 million or 29%. Tariff revenues in OthManuf sector are estimated 

to be around US$62 million, representing the majority share of 66% in total. The zero/low tariff 

rates applied to imported goods for TCF industry explains the lower tariff revenues compared 

to revenues in OthManuf sector. This is an incentive policy of the Cambodia government to 

encourage investments in TCF industry. Concerning the sectoral impacts of Chinese 
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investment on employment3, 260,793 jobs or 43% out of the total 611,125 were created in the 

Trade industry while TCF industry received 184,095 new jobs or 30%. The agricultural sector 

altogether obtained new job creation of 82,851, accounting for almost 13% of total new jobs, 

and another 6% or 34,220 jobs go OtherServ sector. It can be said that Chinese investment 

could have a considerable spillover effect on services and agricultural sectors, but is limited to 

industrial sectors, except the TCF which is the dominant sector of Chinese investments.  

 

                                                     

        Table 13: Sectoral Impacts on Import           Table 14: Sectoral Impacts on Employment 

 

Sectors  Tariff Import  Sectors Employment  

1 Paddy             0.01              0.10   1 Paddy 

                69,711  2 OthCrops             0.03              2.39   2 OthCrops 

3 Livestock                -                0.01   3 Livestock 

4 Forestry                -                    -     4 Forestry                   2,654  

5 Fishery                -                0.00   5 Fishery                 10,485  

6 Mining                -                    -     6 Mining                      456  

7 FoodBevTbaco             0.65              9.09   7 TCF               184,095  

8 TCF           27.68       1,342.23   8 FoodBevTbaco 

                14,685  

9 WoodPaperPrt             0.02              1.77   9 WoodPaperPrt 

10 ChemRubPlas             2.08            15.15   10 ChemRubPlas 

11 NonMetlMin             0.03              2.39   11 NonMetlMin 

12 BasFabMtlPrd             0.96            12.32   12 BasFabMtlPrd 

13 OthManuf           62.17          581.59   13 OthManuf 

14 ElecGasWater             0.04              2.63   14 ElecGasWater                   2,578  

15 Construction             0.00              0.21   15 Construction                   3,101  

16 Trade             0.01              0.46   16 Trade               260,793  

17 TranspComm             0.42            13.47   17 TranspComm                 18,589  

18 HotelRest             0.01              0.68   18 HotelRest                   1,660  

19 Finance             0.01              0.47   19 Finance                   3,595  

20 RealEstBus             0.03              2.14   20 RealEstBus                      674  

21 PubAdmin             0.00              0.23   21 PubAdmin                   3,829  

22 OtherServ             0.00              0.31   22 OtherServ                 34,220  

Total         94.16     1,987.63   Total             611,125  

         Source: Author’s             Source: Author’s 

 

It is, however, important to note that results from any I-O model are determined by the 

coefficients and their realization, and how sensitive these results are to a change in these 

coefficients. As the coefficients are not up to date, these results should be taken with some 

caveats.  

 

                                                 
3 The newly created jobs are aggregated for some industries which includes Paddy, OthCrops, Livestock; 

FoodBevTbaco, WoodPaperPrt, etc. since there is no available initial data on numbers of employed workers in 

those industries. 
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7. Survey Findings 
 

7.1. Survey Methods 

 

In order to determine the impact of Chinese FDI, on local firms in Cambodia, a firm survey 

was conducted in the first half of 2015. However, the sampling frame is a serious issue because 

there seemed to be few interactions or linkages between Chinese FDI and local firms, while 

the number of firms in Cambodia was reported as nearly 500,000 by the economic census in 

2011. A random sampling approach was not feasible, due to the limited resources for the survey 

and the accessibility to firms.  

 

The study surveyed 308 firms that are located nearby the Chinese FDI firms, especially in the 

capital and a number of provinces. Strictly speaking, the survey findings could not be 

extrapolated to represent the whole of local firms in Cambodia. Nevertheless, the 308 firms 

selected, in the areas nearby to Chinese enterprises operating in Cambodia, is significant 

enough to address the research questions about the effects of Chinese firms on local enterprises.  

 

The survey was based on face-to-face interviews with local firms. The interviewees were 

mostly managers of the firms or those who had adequate knowledge of the issues being studied. 

A team of three key personnel, from the Centre for Policy Studies (CPS), formerly part of the 

Cambodian Economic Association (CEA), was responsible for managing/conducting the 

survey and delivering the results.  

 

Data entry was done in Excel programme, which could be converted into STATA and SPSS. 

Data analysis employed basic methods of statistics at first before any appropriate regression 

models could be conducted. Given the limitations of the representativeness of the sample, only 

descriptive statistics were generated for the current stage of the report.   

 

Following the survey, in-depth interviews, in the target sectors where Chinese FDI has 

considerable presence\, were conducted in late 2015 and early 2016, in order to gauge insights 

and comprehensive effects of the Chinese FDI. The cases were chosen because of the ways that 

they illustrate the backward linkages, forward linkages and competitive pressures on local firms. 

Efforts were made to conduct case studies in the agriculture and mining sectors, but these failed 

due to the current sensitivity of the investment climate in these sectors.   
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  7.2. Sample Characteristics 

 

The surveyed firms can be grouped by main economic activity as shown in Figure 9. The two 

biggest categories are “Hotel and Restaurant” and “Food and Beverage” firms, each of which 

accounts for about one fifth of the total firms under study. “Construction” firms account for 

8% while “Health”, “Furniture” and “Whole&Retail” firms represent about 7% and 5% 

respectively. “Transport” and “WearingApp” firms hold the same share of 3%, and only 2% 

from the “Metal” firms. It should be noted that the surveyed firms are highly diverse as can be 

seen by the “Others” category, which represents about 28% of total firms. 

 

Figure 9: Distribution of all firms by economic activity 

 
Source: Survey of 308 local firms in January-May 2015 

 

Regarding the annual sales per worker of the local firms, with Chinese competition by 

economic activity, Figure 10 shows that “Metal”, “Machinery”, “Hotel and Restaurant”, 

“Motor Vehicle” and “Whole & Retail” firms are the top five and  see the highest annual sales 

per worker. They have annual sales per worker of around US$110,000, US$84,000, US$66,000, 

US$60,000 and US$46,000 respectively. It is noted that “Wearing Apparel” firms have one of 

the lowest annual sales per worker, given its labor-intensive characteristics.  
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Figure 10: Annual sales per worker (local firms with Chinese competitive pressure) 

 

 

 
Source: Survey of 308 local firms in January-May 2015 

 

In order to understand their perception of competitiveness in the market, local firms were asked 

to compare their status with other competitors. Figure 11 shows a set of comparisons between 

firms with and without Chinese competitive pressure, based on six aspects of firm 

characteristics. The firms were asked if they have an “advantage”, “disadvantage” or “similar” 

position, as compared to other related firms in terms of (1) machines and equipment, (2) 

technology, (3) marketing, (4) management, (5) skills of employees, and (6) location.    

 

In all aspects, firms feeling the Chinese competitive pressure more confidently, reported that 

they have an “advantage” over their competitors, who do not feel such pressure. This can be 

reflected by the larger share of the “advantage” answer from the firms with the competition. In 

contrast, local firms, without Chinese competition, tend to think that their competitiveness is 

somewhat similar to other firms. In terms of machines and technology, firms with Chinese 

competitive pressure think they have an upper hand over their competitors, but they reported 

to similar competitiveness in terms of marketing, management, and skills of employees.  

 

Interestingly, about two thirds of firms, with Chinese competition, are confident that they are 

geographically located in a better place than their competitors. As discussed above, these firms 

are probably capital-intensive, which may affect their choice and the affordability of a good 

location. 
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Figure 11: Characteristics of local firms in comparison with other firms 
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Source: Survey of 308 local firms in January-May 2015 
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One of the primary objectives of the study is to discover linkages between local firms and 

Chinese direct investment enterprises. Such relationships are in the form of forward and 

backward linkages and competitive pressure. Spillover effects are also identified through the 

survey and presented afterwards.  

7.3.1. Local firms purchasing inputs from Chinese suppliers  
 

The local firms surveyed were asked if they purchased inputs and training from Chinese 

suppliers, as well as from other foreign firms. For each category of inputs, the Chinese firms, 

in comparison with suppliers from the rest of the world, have a notable share in the supply of 

raw materials/components, machines and equipment (Figure 12). About 25% of the local firms 

reported they have sometimes, frequently or always purchased raw materials, components, 

machines and equipment from Chinese suppliers. This is quite significant in terms of backward 

linkages. A caveat, to this, is that Chinese suppliers include traders of products made in China.  

 

Local firms do not seem to care much about training provided by foreign firms. They do not 

procure significant training from Chinese or other foreign firms.   

 

Figure 12: Backward linkage to Chinese firms as suppliers 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Survey of 308 local firms in January-May 2015 
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Cases Study 1: Medium-Size Rice Miller – Mom Sophal 

 
Company Background:  
Mom Sophal Rice Mill is a sole proprietorship company, entirely owned by a Cambodian citizen. 

This firm is located on the outskirts of Phnom Penh capital— in the southwest part of Phnom Penh. 

Despite its establishment in 2000, the company was just formally incorporated as a company with 

the Ministry of Commerce in 2014. In 2014, the company’s net-income was around US$30,000 and 

total debt is about US$200,000.  
 

The firm’s main activity is to mill rice. 70% of its total output is sold to local consumers. The rest 

is for rice exporters. This company has been a source of employment for local people. Currently, 

the firm hires 15 employees (5 female) including 3 technicians, 3 managerial employees (1 female), 

and another 2 employees who graduated above the high school level. The number of employees is 

estimated to be double during rice harvesting season given higher production capacity per day.The 

company is cited as one of main players contributing to local development by creating employment 

for local people and providing gender equity.  
 

Through business experience over the last few years, it is noted that there have been some changes. 

Production costs have increased, while income has been stable. However, there is some 

improvement in output quality and productivity because of a more skillful labor force. The company 

has also been able to decrease the size of its bank loans. It is also cited that in the last three years, 

the change of taxation policy has had no impact on the company performance. The company 

management has also perceived that investment services, the enforcement of a one-window-service-

office, lack of clarity of national policy and regulations, unstable and expensive water and electricity 

supply, and shortage of working capital have negatively impacted the company’s operations and 

posed a major obstacle for business expansion. 
 

Less significant hurdles impacting on the company are land policy, unstable sources of inputs, lack 

of product marketing, low capacity of paddy storage, limited road and expensive transportation 

costs, lack of raw materials, and shortage of skilled labor force, low level of technology, the 

increasing of domestic competition, business tax, import tariff on production equipment, safety-

work regulations and investment certificate. Given that the firm’s main business operation is to 

supply to local market, it has no exposure to international regulations.  

 

Findings on Linkage to Chinese Investment: 

The interview was done with General Manager (GM) of Mon Sopha; Rice Mill. A Bachelor degree 

holder, the GM has four-years of experience working for this firm. During this interview some 

linkages were found between the local firm and Chinese investment.  
 

One of those linkages is the increase of competition from Chinese direct investment in rice milling. 

The competition has put pressure on the firm to invest more substantial capital to improve its 

production and output quality. As a result, milling equipment and technology have been modernized, 

managerial strategies and financial position have been improved. More critically, the firm has 

adjusted its market positioning by leveraging the existing market networking to sell its product. 
 

The second linkage is through acquisition of milling equipment from Chinese firms. However, 

purchase of equipment from Chinese firm was less than 1% of its 2014 total expenses. The rest of 

its expenses were on paddy acquisition and production equipment supplied by local firms. More 

recently however, the expenses on equipment supplied by Chinese firms has gone up to 3%.  

Interaction with Chinese firms has also increasing. The company technicians have been provided 

with training, directly by the Chinese supplier, on how to operate and maintain the machinery.  
 

The third linkage is an indirect one. Part of the company output is to sell semi-milled paddy to larger 

rice millers for polishing and packaging for export. The firm believes that most of its output is 

polished and exported to the Chinese market. Therefore, the demand of Chinese markets has been 

an indirect link to the company income.  
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In the case that local firms do not purchase inputs from Chinese companies, the reasons are 

summarized in Figure 13. About 70% of the respondents said they could not find or there were 

no Chinese firms in their supply chain. Only about 11% reported an insufficient quality of 

supply while no other business-related reasons are significant. This is due to the fact that most 

Chinese firms, investing in Cambodia, look to export their product to foreign markets rather 

than supplying to other firms in the domestic market. Furthermore, both Chinese and local 

firms vastly use inputs/raw materials and other equipment imported from China itself and 

Cambodia’s neighboring countries i.e. Thailand and Vietnam. 

 

Figure 13: Reasons of not buying inputs from Chinese firms 

 
Source: Survey of 308 local firms in January-May 2015 

7.3.2. Local firms supplying Chinese firms 
 

In terms of forward linkages, not many local firms supply their goods or services to Chinese 

firms. Only 13% reported doing so in the survey (Figure 14). This appears to be well in line 

with the findings in the macro section discussed above. However, up to 39% of the local firms 
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reported that they supplied their products to Chinese individuals. This includes small 

enterprises that supply food and services to Chinese residents in Cambodia.   

 

 

 

  

Figure 15: Forward linkage to Chinese buyers 

 

 

 

 

 

 

 

Source: Survey of 308 local firms in January-May 2015 

 

Buyers may demand or require better quality of products, therefore resulting in improvement 

of local firms. In this case, only 8% of the local firms reported that their Chinese customers 

required special/additional investment in production/technology and/or human capital 

upgrading (Figure 15). This actually suggests quite a high proportion of those with Chinese 

customers experienced the pressure for upgrading, given that only 13% of the local firms enjoy 

purchases by Chinese firms.  

 

Figure 16: Pressure from Chinese buyers for upgrading 
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Source: Survey of 308 local firms in January-May 2015 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

7.3.3. Local firms feeling competitive pressure from Chinese firms 

 

Case Study 2: Fish Sauce Producer – Thai Hong Keat Fish Sauce Handicraft  

 

Company Background:  

Thai Kong Keat Fish Sauce Handicraft has been operating for 27 years. The company is a sole proprietorship 

business. It is a leading fish sauce handicraft in Cambodia. This enterprise is invested and owned by a Cambodian 

national. The company was formally incorporated with the Ministry of Commerce in 2014. The location of this 

handicraft is in Phnom Penh capital, along national road number 5. The firm primarily produces fish and bean 

sauce for the local market. Its outputs are mainly supplied to customers through retailors, nation-wide.  

 

The company employs 33 female employees, 3  of whom are technicians, and 3 are management staff. Two of 

the employees have graduated above grade 12. It is cited that administrative management and internal 

communication are reasonably good, which can also help improve productivity. Comparing with other peers, the 

firm has invested more on machinery, technology, management, marketing strategy, skills training, and the 

premises of the handicraft, to ensure stronger competitiveness. 

 

The firm production costs and revenues have been stable over the last three years although it is believed that 

output quality has improved. The productivity in general is increasing while the company has managed to 

decrease its financial debt.  It is the  company’s  perception that Taxation Policy has markedly impacted the 

company. Income tax, custom tariff and expenses on “informal” fees are cited to be a burden for the company.  

 

Poor quality of infrastructure, unstable water and electricity supply have some, but limited, impact on the firms 

operations. The firm has no issue with land policy, law and regulation for investment services, and international 

trade regulation. 

 

Findings on Linkage to Chinese Investment: 

 

The company has limited exposure to Chinese investment in Cambodia, but has experienced a significant 

horizontal spillover effect from it. The company has observed that there is increasing Chinese investment in 

Cambodia lately, but not necessary in the same sector. Such investment is more in the garment sector. To take 

advantage of this investment, the firm has hired a Human Resource manager, from Chinese firm, who has 

managed a larger pool of people to help run the company.  

 

The second linkage is through raw material, machinery and equipment acquisition from Chinese firms. Through 

these acquisitions, Chinese suppliers provide technical training to the firm’s technical staff. Looking at total 

expenses, 10.15% has been spent on acquiring raw materials and equipment from Chinese suppliers while 

28.03% from other foreign suppliers and 61.8% from local suppliers. The proportion of expenses spent on 

Chinese supplies is expected to keep increasing, however. 

 

In addition, 70% of its output is sold for local consumption and the rest is exported to Korea and China. For local 

consumption, the company is not able to track the amount that is bought by Chinese consumers and Chinese-

owned restaurants. However, the firm believes that there is some linkage with Chinese demand located in 

Cambodia. 
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For the local firms that do not source inputs from Chinese firms, or sell their products to them, 

they may still be affected by the presence of Chinese firms in the country. Overall, 22% or 67 

of the 308 local firms reported they felt competitive pressure from Chinese firms (Figure 16). 

This is not insignificant.   

 

Figure 17: Competitive pressure from Chinese firms 

 

Figure 18: Competitive pressure from Chinese firm 

 

 

 

 

 

 

 

 

 

 

Source: Survey of 308 local firms in January-May 2015 

 

Competition is not only in selling products but also in purchasing inputs, including skilled and 

unskilled labour. Of the local firms surveyed, 11% reported they face competition from Chinese 

enterprises in the labour market (Figure 17). When asked if they hired employees from Chinese 

firms, the local employers reported very few. 

 

Figure 19: Competitive pressure from Chinese firms in the labour market 
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Competitive pressure is not necessarily a bad thing. It has proven to push local firms to catch 

up or improve further, in order to keep up with the Chinese firms. Up to 14% of the firms, 

which means the majority of those feeling the competitive pressure, has changed production 

techniques/processes, in order to be able to compete with Chinese firms within the same sector 

(Figure 18).    

 

  

 

 

 

 

 

 

 

 

 

Source: Survey of 308 local firms in January-May 2015 
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Figure 20: Positive effect of competitive pressure by Chinese firms 

Case study 3: Restaurant - Master Suki Soup 

Company Background: 

Master Suki Soup, starting its operations in 1999, is one of the most popular Cambodian restaurants 

in Phnom Penh. This restaurant specializes in serving Cambodian-style hot pot soup, which is 

commonly known as Suki soup. Over its 16 years of operations, the restaurant has expanded the 

business up to 11 branches, 9 of which are located in Phnom Penh and the other 2 in Siem Reap and 

Sihanouk Ville province. It is a sizeable firm in terms of employment.  

 

Per branch, the company employs around 50 to 80 people of which 30 percent are women. It opens 

from 11:00 AM to 22:00 PM every single day. On average, the company is able to earn revenue of 

nearly US$290,000 per year, per branch. Two thirds of the revenue goes to production costs and 

management expenses.  Per branch, it is estimated that net profit is around US$72,000. The company 

believes that, by any measures, it has a better edge compared to its peers. Those include high 

technology machinery and equipment, better management, higher skill of employees, great location, 

and bigger market share. This is due to the latest improvements in production costs, profit margin, 

quality of products/service, labor efficiency, technological advancement, skilled labor, and 

productivity. 

 

The firm perceives that government policy on business, including tax, land, investment service, 

financial incentive, utility supply and costs has had minor negative effects to its operation. There are 

a few factors, including lack of capital, high labor cost, shortage of skilled labor force, access to 

good location that the firm perceives to be hurdles. 

 

Findings on Linkage to Chinese Investment: 
The restaurant has very limited interaction with Chinese investment, but believes it is affected by 

competition with many Chinese restaurants in town. The firm stated that it had progressed positively 

by learning from Chinese styles and technologies. It also saved some expenditures by sourcing 

inputs, such as raw materials and equipment from Chinese suppliers.  
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1.4. Spillover effects 

 

Spillover effect is one of the major occurrences from the interactions or competition between 

local and foreign firms within the same country. It can be very useful for local firms. The 

survey found only 10% (or 32 firms) of the 308 local firms have directly adopted production 

techniques/processes (by observing or copying) from Chinese competitors (Table 15).  Nearly 

all of these local companies felt that Chinese firms try to prevent this technology transfer from 

occurring, which is understandable.  Efforts were made to explore whether local firms benefited 

significantly from human resources that were trained by Chinese firms previously. However, 

little was reported.   

 

Table 15: Spillover effects from Chinese to local firms 

 Yes No 

Has your firm ever directly adopted production techniques/processes (by 

observing or copying) from Chinese competitors? (n=308) 10% 90% 

If Yes (1), have you ever felt that Chinese firms try to prevent this 

technology transfer from occurring? (n=32) 94% 6% 

 

Source: Survey of 308 local firms in January-May 2015 

 

It was important to dig further into the 67 local firms that felt competitive pressure from 

Chinese firms. Of those surveyed, 43% agree or totally agree that such competitive pressure 

forced them to improve their equipment, processing technology or product innovation. This 

suggests a significant positive effect of upward competition. Furthermore, 24% of the 67 firms 

took steps to improve management (in terms of personnel and finance, etc.) and employees’ 

skills, while 39% had to improve their marketing strategy (pricing, product categories, 

marketing channel, promotions, etc.) in order to keep up with the Chinese firms (Table 14).    

 

Table 16: Spillover effects from competitive pressures 

(Among the 67 firms feeling competitive pressure) 
Agree or totally 

agree 

Equipment, processing technology or product innovation 43% 

Management (personnel, finance, etc.) 24% 

Employee’s skill development 24% 

Marketing strategy (pricing, product categories, marketing 

channel, promotions, etc.) 39% 

Source: Survey of 308 local firms in January-May 2015 
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8. Conclusions with Policy Implications  
 

Having examined the analysis at both the macro and firm levels, it can be concluded that 

Chinese direct investment in Cambodia could have the following effects: 

 

Chinese investment does not create a strong multiplier effect for both backward and forward 

linkages with other industries mostly due to the structure of Cambodian economy, but it 

creates a high level of employment effect for the Cambodian people. The employment effect 

of the Chinese FDI is satisfactorily strong, creating 611,125 new jobs mostly in the trade 

industry (43%) and garment industry (30%). Chinese investment has remarkably contributed 

to workers’ remittances, poverty reduction, and employment generation, especially for rural 

women. This points to continued welcoming of Chinese direct investment in order to 

create more jobs in Cambodia, since more new jobs, with better pay, are needed in the 

rural areas where land/population ratio is shrinking fast and outmigration is 

significant.    

 

About 25% of the local firms reported they have sometimes, frequently or always purchased 

raw materials, components, machines and equipment from Chinese suppliers, which includes 

traders of products made in China. This is quite significant in terms of backward linkages to 

Chinese supply of raw materials and technology. However, in terms of forward linkages, few 

local firms supply their goods or services to Chinese firms. Only 13% of the surveyed firms, 

which are mostly among those near Chinese investment projects, reported doing so in the 

survey. This appears to be well in line with the findings in the macro section of the current 

study. However, up to 39% of the local firms reported that they supplied their products to 

Chinese individuals. This includes small enterprises that carter for food and services to 

Chinese business persons in Cambodia. Most of these people are said to require a better quality 

of products, therefore resulting in improvement of local firms. The Cambodian government 

should come up with policies to improve forward linkages of the local firms to Chinese 

firms. This would entail targeting within each industry that could provide advantage to 

local firms to succeed.   
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Spillover effect is one of the major occurrences from the interactions or competition between 

local and foreign firms within the same country. It can be very useful for local firms. The 

survey found only 10% (or 32 firms) of the 308 local firms surveyed have directly adopted 

production techniques/processes (by observing or copying) from Chinese competitors. Most of 

these felt that Chinese firms try to prevent this technology transfer from occurring. Efforts were 

made to explore whether local firms benefited significantly from human resources that were 

trained by Chinese firms previously. However, little was reported. It is recommended that 

Chinese firms should be more open to technology transfer to local firms. However, this 

may need incentives regulated in the Investment Law for the Chinese firms to do so. 

 

Competitive pressure is not necessarily a bad thing for local firms. It has proven to push local 

firms to catch up or improve further, in order to keep up with the Chinese firms. Up to 14% of 

the firms, which means the majority of those feeling the competitive pressure, have changed 

production techniques/processes in order to be able to compete with Chinese firms within the 

same sector. Nearly half of the local firms that felt competitive pressure from Chinese firms, 

agree or totally agree that such competitive pressure forced them to improve their equipment, 

processing technology or product innovation. This suggests a significant positive effect of 

upward competition. Furthermore, one fourth of such pressured firms took steps to improve 

management (in terms of personnel and finance, etc.) and employees’ skills, while 39% had to 

improve their marketing strategy (pricing, product categories, marketing channel, promotions, 

etc.) in order to keep up with the Chinese firms. Therefore, it is important to maintain a 

competitive environment, facilitate technology transfers and improve the opportunities 

for local firms to upgrade themselves.   
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