
Abstract 

Microfinance is a main source of capital for small loan borrower which the role of bank 
disappears for such loan. However, the loan provided by microfinance contains both 
negative and positive consequences for rural development. With easy-getting loan, 
borrow do not hesitate to borrow loan with care about their income which cause high 
saturation. 

In order to reduce loan saturation and ability of paying back loan, an interest ceiling is 
set by the Royal Government of Cambodia. So, our research aims to find whether the 
interest ceiling can be applied or not, and the effect on financing to rural business. 
Aftermath, a present of additional fee for loan process was charged to the borrow. 
However, this interest ceiling cannot be applied without the fee.  

The use of loan plays important role for the borrower to pay back. Without business 
guideline and with encouragement from the credit officer, people borrow the loan from 
finance to financing the personal consumption rather than for business processing.  
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Introduction 

Microfinance is a small financial source (Capital) which is provided in rural area in the 
purpose of enhancing in income and development in rural area. The role of 
microfinance is to help low-income people to get capital in order to enhance his/her 
family economy, while banks cannot provide such loans1.  However, the loan provided 
by microfinance contains both negative and positive consequences for rural 
development and especially for the family who does not use the loan properly or on-
track, especially for peoples who losses the source of payment, elder peoples, or 
getting illness.2  

In Cambodia, financial sector especially the microfinance sector has grown remarkably, 
parallel with an enhancing of its economy after experiencing with the civil war, Asian 
economic crisis in 1997, as well as the financial crisis in 2008. 

The contribution of microfinance is promulgated by Royal Government of Cambodia in 
2006 which is the year that microfinance is able to provide credit to remote rural. 
However, the credit growth is still limited. Until 2016, this financial service has grown so 
fast in which a ratio of microfinance credit to GDP is 3.73% in 2010 and increases by 
15.67% in 2016 amounting 3,065 million dollars3. 

The growth of loan size drag 1.921 million households indebted, mostly in rural area 
where there are 68 microfinance institutes and 149 registered microfinance operators 
are in operation. According to MIMOSA (Microfinance Index of Market Outreach and 
Saturation4) report, credit supply in Cambodia reach credit surplus which fells in 
alarming situation in which the MIMOSA score is 6, and the Saturation Index is more 
than 8.8% in November 2015 and 11.3% in June 2016 with an average interest rate is 
28.7% (after tax). 

The high saturated provinces are Kampong Speu which has Saturation index 18.6% 
and Udor Meanchey 17.1% Pailin 16.2% and Preh Vihear 14.6%.5 This loan financing 
is in warning state which the ratio of average loan to average customer income is 2.2 in 
2014. The report of MIMOSA also shows that the Cambodia has the fastest growth rate 
of credit size with customer income in the world. 

The fragility of economic condition and microfinance debt, is that the debt is bigger than 
income as experienced in Bolivia 1986-1998, Bosnia 2001-2008, Thailand 1981-1997, 
Indonesia 1987-1997 and Ukraine 1996-2009. 

1 Vertrivel and Kumarmanglam, Role of Microfinance in rural development, in international journal of 
information technology and knowledge management, jul-dec 2010, vol. 2  no. 2, pp 435 441 

2 Weiss and Montgomery, Great Expections: Microfinance and Poverty Reduction in Asia and Latin 
America, ADB, discussion paper, No 15, 2004 
3 Microfinance association report 
4 MIMOSA, Cambodia: interim report, May 2016 
5 MIMOSA, ibid 

CamEd
Business School110

Application of Interest Ceiling on Microfinance Loan in Cambodia 



Figure1: Loan size to average adult annual income 

The Cambodia Microfinance Association report shows that average annual income 
which is equal annual debt, becomes the economic risk, in which the bearer can only 
make income just only to pay debt and he/she is not able to able make money for daily 
live expense.  

How is microfinance debt affecting Cambodia’s economy, society and politics?  

To prevent socio-economic problem which is come from saturation of credit, the Royal 
Government of Cambodia (RGC) set interest rate ceiling by 18% per annum starting 
from 1st April 2017.6 The fast growing of microfinance credit is completely dependent on 
domestic economy especially the agriculture sector which depends on natural rains, 
weather and migrating youth labor to Thailand. The back bone of family income 
generation for micro-finance is so fragile that the debt repayment is not so confided 
especially for low-educated people whose debt is much bigger than their income. 

In this paper, we want to evaluate whether the interest ceiling on microfinance loan set 
by RGC can be applied or not from perspective of borrower. In the research we want to 
find out the interest set by my microfinance institution and the appearance of the other 
fee after the interest ceiling is set. To do this, we conducted research, studied and 
collected data in 11 provinces such as Prey Veng, Kampong Cham, Battambang, 
Pailin, Banteay Meanchey, Kampong Speu, Takeo, Kampot, Preah Sihanouk, Udor 
Meanchey and Preah Vihear, in total of 47 communes with 512 respondents. The data 
was collected by direct interview with the respondents in the target areas by 10 trained 
interviewers. After data collection, the data was analyzed by using qualitative – content 
analysis.  

6 National bank of Cambodia, Prakas on Interest rate ceiling on loan, B7.017.109P.K 

CamEd
Business School 111

Sereyvath Ky



Overview of Microfinance in Cambodia 

1. Microfinance institute

The number of microfinance institute (MFI) increased to 71 (in 2016) due to the fast 
growth of  Cambodian economy. Nowadays, there are 7 microfinance deposit-taking 
institutes, 64 non deposit-taking microfinance institutes, and 170 loan operators. 

Table1: Microfinance Institute Operation Channel 

Source: National Bank of Cambodia 

MFIs and registered loan operator provide 30,238 jobs and 6,237 operation networks. 
And the offices of MFIs have increased since 2013 as shown in the figure 2 below. 

Figure 2: Number of offices and ATMs per 100,000 People (Age over 15 yrs) 

Source: National Bank of Cambodia 
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2. MFIs Deposits

Microfinance deposit-taking institutions are 7 such as Prasak, Hattha Kaksekar, Amret, 
Kredit, LOLC, Vision Fund, Ankor Microfinance, which has asset of 15,554 billion Riels 
equaling 3.889 Billion dollars. This asset has a 26% growth rate in 2016. These 7 MFIs 
have deposit of 5,947 Billion Riels equaling 1.489 Billion dollars which 47% of total 
credit. From 2015 to 2016, the deposit has increased by 12.7% showing that 
Cambodian people have trust on financial sector. After 2016, about 70% of depositors 
who are women has decreased from in 2005 94.7% to merely 69.9% in 2016. The 
deposit rate in this sector is 5% for deposit in dollar and 7% for deposit in Riel. 

Figure 3: Deposit and Credit of Microfinance 
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Source: National Bank of Cambodia 

3. Loan

The loan of microfinance has grown remarkably since 2014 which is totally is 2.054 
billion dollars and it is 3.165 billion dollars in 2016. The loan is provided to various 
sectors respectively agriculture 33.26%, household 28.43%, trade and business 
18.53%, service 9.88% (see figure 3). Most loans are below 3,000 Dollars in which the 
loan size less than 1,000 dollars is 9.7% and average loan is 851 dollars.  There are 
8% of the total loan is the size from 1,000 to 3,000 dollars and an average loan is 1,859 
dollars in 2015 (see figure 4) 

The report of Cambodia Microfinance Association shows that the increase of loan, 
between 2015 and 2016, is 113.82 Million Riels, equal to 3.92% but the number debtors 
has decreased by 3.92%. 

Figure 4: Loan Portfolio in 2016 

Source: Cambodia Microfinance Association 
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Figure 5: Number of Loan accounts in 2016 

Source: Cambodia Microfinance Association 

Figure 6: Total Annual Credit (Microfinance) 

Source: Cambodia Microfinance Association 
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Figure 7: Number of Customer (Household) 

Source: Cambodia Microfinance Association 

● The loan size as of March 2016 are:
▪ Loan size less than 500$ : 541,000 cases
▪ Loan size between 500$ and 3,000$: 290,000 cases
▪ Loan size above 3,000$: 162,000 cases

● From the third semester of 2015 until first semester of 2016:
▪ Loan size less than 500$: decrease from 27% to 14%
▪ Loan size between 500$ and 3,000$: decrease from 42% to 37%
▪ Loan size above 3,000$: increase 31% to 49%

● Percentages of the debtor who borrow more than one MFI for the first semester
of 2016:

▪ Borrow 1 MFI: 75.98%
▪ Borrow 2 MFIs: 18.16%
▪ Borrow 3 MFIs: 4.86%
▪ Borrow 4 MFIs: 1.04%
▪ Borrow more than 5 MFIs: 0.26%

These credits pose risk-free to MFIs due to collaterals but actually it poses high risk to 
economic and social system, especially the loan used for agriculture in which people 
produce agricultural products relying on natural rains, and the loan of household such 
as for buying motorbike, repairing and enlarging house, curing disease, paying of 
children education fee which have repayment source from selling labor in garment 
sector, construction and migrating to Thailand. According to National Bank of Cambodia 
report, the non-performance loan (NPL) has increased from 0.8% in 2015 to 1.4% in 
2016. 

The actual interest rate has decreased for 33.6% in 2008 to 26.1% in 2012 and 23.6% 
in 2016. 
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Figure 8: Interest Rate of Microfinance Institutes 

Source: National Bank of Cambodia

Result of Research 

The data collection had been done in 47 communes and interviewed with 512 
respondents. Through interview, the data reveals that 80% of the respondents are 
loaned from microfinance and these debts are used to: 

- Repaire or build houses 
- Buy accessaries such as motobikes, cell phones 
- Provide money for children’s education or fee for children’s immigrating abroad 

working   
- Provide capital for businesss or agriculture 
- Cure diseases and daily expenses 

There are 4 types of loan: 
- Individual loan from Microfinance Institutes with collaterals such as land or 

assets which has interest rate below 1.5% per month  
- Group loan from Microfinance Institutes without collaterals but has service fee 

which has interest rate 1.5% per month 
- Non-registered NGOs credits and community loan which has interest rate from 

2% to 3% 
- 1 million Riels Loans (counting money) has 10,000 Riels interest payment per 

day or 1 million Riels loan (slam money) has 50,000 Riels interest payment 
within 10 days. This kind of loan is mostly operated by Village Chief’s wife, police 
chief’s wife and rich people of the Villages. 

In loan funding, most of village chief’s wife and some villagers become operation 
agents of microfinance institutes such as in Chumkreal Village, Chum kreal Commune, 
Tirkchhou District Kampot Province; Beoung Roneal Village Preah Vivear Commune 
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Kongpisey District Kampong Speu Province; Toul Meanchey Village Prehtheat 
Commune Oreangaou District Tboung Khmum Province. 

For agriculture loan, mostly is funding with size from 3,000 dollars to 8,000 dollars such 
as in Takrey Commune, Kamreang District, Battambang Province; in Sangkat Otavao, 
Pailin City; and in Beoungriang Commune, Mongkulborey District, Bonteay Meanchey 
Province. For paying back the debts, farmers use two sources of income; the first is one 
from selling their agriculture product which the price is fluctuated market and another 
source is income from labor migration to Thailand. In the case that lower price of 
agricultural product falls down, or their children who are working in Thailand getting sick 
or losses job, they will be not able to pay back debt.  

According to the research, the data reveals that the main issues that people is not able 
to pay back loan are: 

- The low price of agricultural crops, with high cost. For example, a hectare of 
paddy with 2 to 7 tons of rice crop costs 5 million Riels because the farmer has 
to spend cost for irrigating the paddy field (in Prey Veng province). However, the 
paddy rice can be sold at the price of 700 to 880 Riles/Kg. For cassava 
production, a hectare costs 2.8 million Riels with the production of 25 to 35 tons 
at price of 100 to 150 Riels/Kg. Therefore, the income from selling these crops is 
just to cover cost expended. For the case in Toul Trea village, Chub commune 
(Tbong Khmum Province) the villagers also suffer from the fall of price of 
frangipani flowers.  

- “Ducks eat soil” said the villagers in Peamchor, Preh Veng Province means that 
so many ducks have died because of lack in duck feeding technique. In Dar 
commune, Memut district, the villagers have to sell their pepper farms to get 
money to pay default to microfinance institute.  

- Cambodian agricultural market is Duopsony, in which there are two buyers, 
Vietnam and Thailand. However, in the market, there are many buyers, but all of 
them are brokers, who purchase agricultural product from the farmer and sell it 
to Sailo.  

- In all target villages, there are some villagers who are in debt with 2 or 3 loan 
providers such as (1) individual loan microfinance institute (2) group loan from 
microfinance and (3) money lenders in order to pay default to microfinance 
institute on time, avoiding penalty and borrower black list.   

- When our researcher reaching the target village, some house is closed which its 
owner gets away from paying loan default. The problem is borrower uses the 
loan inefficiently such as not only for agriculture, but also for personal 
consumption (house repairing, buying motorcycle and mobile phone). 

In the for village of Po Ang Krorng commune, Borsed District, Kampong Speu Province, 
such as Kronhoung, Tropearngkeat, Tropeangchhouk, and Preysrol, there are 
respectively flood which destroyed paddy fields for 3 years without solution. Those of 
them, are not able to pay debt default due natural disaster. 
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On other hand, microfinance loan plays a positive role in funding capital for farmer in 
Otaki Commune, Tmorkorl District, Battambang Province; and Chungruk Commune 
and Moharussey Commune, Kampong Speu Province.  

Interest Ceiling Application 

For the 18% ceiling interest rate policy (1.5% per month), the research reveals that all 
microfinance institutes follow the policy. However, there are some other fee appeared 
after the Prakas on interest ceiling is effective on 1st April 2107. The other fee comes up 
three categories: (1) loan-administration fee (2) loan inspection fee and (3) loan 
collection fee which is on average of 5%7 depending on the loan size, microfinance 
institutions, and type customers. The fee is highly charged for loan size equal or less 
than 500$ (first charge) including inspection fee of 15,000 Riels/month plus collection 
fee of 7,500 Riels/month which is charged every month until complete loan repayment. 
(Mohanokor MFI and Niron MFI in Beoung Sala Cheung Commune Kampongtrach 
District Kampot Province). For loan size from 500$ to 1,000$, and over $1,000, the fee 
charged respectively 5%, and 3% by Prasak MFI (in Memut District Tbongkhmum 
Province and Prehchhor District Kampongcham Province). For LOLC MFI, additional 
fee is charged of 3$/month for loan of 500$ (In Preysroleng village, Ampel Commune, 
Borsed District, Kampong Speu Province). 

Besides microfinance institutes, there are NGOs and communities which can not 
comply with 18% ceiling interest rate policy. Some of them charge 3% per month  of 
interest such as Rungroueng Community ( Provincial Department Agriculture); Ponleu 
Kasekor, is an NGO, which the interest rate is charged by 2.5%/week=10%/month 
(without collateral) which operate in Kampongprasat Commune, Peamchor District 
(Prey Veng), Sangkat Otavao, Pailin City, and Preyvihear Commune, Kong Pisey 
district (Kampong Speu Province). Some NGOs such as Vocational Training Center 
and Development Community (Koh Tromoung Village, Boeng Sala Cheung Commune, 
Kampongtrach District, Kampot Province) charge the fixed interest of 1.5% of the loan 
principle per month until loan default (for example at the first month of 1 million Riels 
loan, borrower have to pay 15,000 Riels as interest. Later even though the principle of 
loan remains 83,000 Riels, the interest payment is still 15,000 Riels). 

According to the cost analysis from the microfinance institutes such as AMK, Prasak, 
Amret, Hatha Kaseko, Credit, LOLC and Vision Fund, If they apply 18% of interest rate 
ceiling, some of them will not be able to survive in the microfinance market due to the 
cost are follow:8 

 - AMK: 33.06% 
 - Vision Fund: 26.32% 
 - Kredit: 24.6% 
 - LOLC : 22.16% 
 - Hattha Kaksekar: 17.99% 

7  Author’s calculation 
8 CMA calculation 
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 - Amret: 17.83% 
 - Prasak: 13.92% 

There is no microfinance institute can make profit with ceiling interest rate, and it is not 
applicable. For instant, ACLEDA Bank gave up the small loan below 500$ which was 
charged 3% before interest ceiling policy set.  

Likewise, according the meeting with the Cambodia Microfinance Association, the 18% 
interest rate ceiling policy cannot be applied without additional fees that will make 
85,000 families of people difficult to receive credit for financing to their business and 
agriculture. Then, the people decide harshly to use informal credit sources which have 
much higher interest rate, making them terribly in debt.  

Conclusion 

After data collection in 11 provinces, research provides the conclusion that the 18% 
interest rate ceiling policy is not applicable for all microfinance institutes. The image of 
the applying the 18% interest rate ceiling policy after 1st April 2017 is just disguised 
image because all microfinance institutes charge additional fees (such as 
administration fee, collection fee and inspection fee) including remaining credits from 
previous years which interest rate was charge above 18% (the average interest rate 
before and after policy is 22%9). 

In target areas in Battambang Province, the interest rate charging ib between 1.5% and 
2% per month is not a problem for the farmers because they have stable basis income 
and they also use the loan effectively and efficiently for their business rather than 
personal consumption such as in Otaki Commune, Thmorkurl District, and Takrey 
Commune, Kamreang District in Battambang province on condition of stable crop price.  

To deal with these problems, we have the following recommendations: 

1. The 18% interest rate ceiling policy is applicable with the loan size above 1,000$.
2. Government should create guideline for business and agriculture which

determine capital size and profit for the loan user.
3. Government should create agricultural technical team to prevent and solve

agricultural problems such as animal and crop diseases in order to secure the
farmers’ production. So that they will have enough income to pay back loan.

9 Author’s calculation 
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