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Confideritial
-1 -
I. Introduction

It is an accepted fact that Myanmar's economic potential is
considerable given the rich natural and human resources. It is also agreed
that an infusion of capital and technology is needed to develop the existing
natural and human resources, given ﬁle relatively low level of savings and
mvestment at present.

Myanmar is in a transitional stage of economic development, and is
fully aware that a framework of sound macroeconomic policies and economic
environment is needed to realize its economic potential. This will assist in
Epromotmg ‘export and attracting additional forelgn direct mvestment and
technology fora modem and dynam1c economy. :

With_ this - economic pers_pective[ in view, our working group will
endeavor to identify realistically the basic issues in the fiscal and monetary
areas, and offer recommendations, to-the best of our ablhty, for the
conmderat:on of the Authorities.

IL Current économic situation and need for an Adjustment Program .

- Economic growth rates durmg ‘the past four years have boen fairly
impressive, averaging about 7 per cent per annum. This performance has
- been achieved despite the Asian crisis and economic obstacles imposed by a

few countries outside the Asian Region and the absence of financial =

assistance from International Financial Institutions (IEIs) - for the past decade.
To sustain this level of growth, Myanmar needs to export more, attract
additional foreign direct investments as well as long-term concessionary
finance from friendly countries. These funds are needed to boost investments, -

to overcome shortages of forelgn exchange and to narrow the internal and
external imbalances in the eoonomy for sustained growth.

To achleve the above objectlves we need to undertake a structural
adjustment program, particularly in the fiscal, monetary and foreign
exchange sectors. c -

Therefore in this paper, we propose to identify the basxc issues and
offer recommendatlons for implementations.
Confidential
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2.
IIl1. Recent Developments in the Financial Sector -

(a) Fiscal developments

Available data indicate that the overall fiscal deficit declined in 1997-
98 and 1998-99 to average 5.4 % of GDP and further declined in 1999-2000
to 5% of GDP, mainly duc to sharp cuts in capital expenditures. However,
the fiscal deficit for FY 2000-2001 is expected to widen as a result of a five-
fold i increase in salaries to government employees

In line w1th the declme in fiscal deﬁ(:lt in the past three years, the rate
of inflation also-declined in FY 1999 2000 from the hlgh levels recorded in
~earlier years -

In - recent months, the deterioration in the market rate of foreign
exchange threatens to disrupt price stability.  Therefore, maintaining: price
stability becomes a priority issue to be addressed. Application of disciplinary
fiscal and monetary measures within a framework of targets, plus adoption of
supply-side measures, such as increasing raw materials and, food and
"agrlcultural produeuon are all1ed issues to combat mﬂauon :

It is observed that desp1te the increase in GDP the tax / GDP Ratio

has declined from 4.5% in 1997-98 to 3.5% in 1998-99, although tax

revenues have increased -in-value. Thus, ralslng the tax/ GDP ratio to narrow

- the fiscal deficit ~becomes an urgent issue to be addressed. The

_performances of the State Economic Enterprises influence considerably their -

net contributions to the Central Government. "Ihe1r capamty -utilization is also
a problem to be addressed : : :

It is encouragmg to note that, in recent years, increasing " Treasury
bond financing " of the fiscal deficit has tended to decrease direct central
~ bank financing, which is more mﬂatlonary ‘This favorable trend must be

~ reinforced by establishing the capital markets whlch is an lssue that must be
addressed in the short term analy31s .

(b) Monetary developments '

- Monetary developments in terms of Broad Money was relatwely high
in recent years mainly ‘as a result of monetization of fiscal deficits by the
" Central Bank. However, with the decline in fiscal deficits, monetary

- expansion has slowed down since 1998-99. Total liquidity (M2) growth fell

to an average annual rate of 27 percent durmg FY 1998- 99 and 1999- 2000
Conﬁdentlal :
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-3 .

from a level of 30 percent in 1997-98. Total bank credit also-slowed down to
22 percent since 1998-99, Correspondingly, the inflation rate also slowed
down from the high levels of previous years to single digit levels.

To counter the decline in economic activity “arising partly from the
Asian Crisis, the Central Bank followed an. easy monetary policy. The
Central Bank's discount rate was lowered from 15 % to 12 % in April 1999 -
and further to 10 % as of April 2000. - The 3-Year and .5-Year Treasury
Bonds interest rates were also lowered to 8 5 % and 9 % respectlvely

 Compliance to CBM law that restnct the lendmg hmlt to the
government should be considered to achieve fiscal discipline. : :

~ In line with the easy monetary policy, private commercial banks'
“lending rate was also reduced from 17 % to 15 % with effect from April 1,
2000. At the same time, a preferentlal lending rate of 13 percent to local -
entrepreneurs - entrusted -to -~ develop . agricultural - production and " to
industrialists in the 1ndustr1al Z0nes, was. put mto pIace : S

- The above monetary measures would 1ndlcate that monetary pohcy has
become more active than in earlier years. The main objective has been to
channel bank credit to priority areas in the agricultural and industrial sectors.

“The Central Bank also used moral suasion by encouragmg commercial banks
to form syndlcates to lend to productwe areas. ' - '

: At the same tlme-, the Central Ba_nk of Myanmar.is enforcing Bank
Supervision and Inspection measures to ensure proper appraisal of loan
applications by commercial banks. The number of banks' branches has also
increased considerably, in recent years, promoting financial intermediation.

(¢) Exc'hange Rate Dev'elopments

The- ex1stence of multlple exchange rate system w1th the ofﬁc1a1 rate_f-
of about XK 6 per US dollar and a w1denmg market determined exchange
rates at present has caused = price dlstomons in the market, creating
uncertainties and risks for traders and investors, " Hence, this’ problem has
become an urgent :ssue to be addressed if the economy is to have a sustamed
growth. : .

. The Govemment found a part1a1 solution by mtroducmg I“orexgn”
Exchange Certlﬁcatet; in 1993 representlng a de facto deprematlon of the
Kyat.

Conﬁdential
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The Kyaf depreciated sharply in 1997/98 following the currency crisis
in Thailand. Because of the considerable border trade with Thailand, the
Kyat is elosely linked to the Thai Baht at present.

At the present time, the parallel market rate is around K 400 per US
dollar, while the market determined FEC rate is currently tradmg at about K
370 per FEC one unlt

The underlymg economic reason for the depreCIation of the Kyat is the
widening trade gap - imports rising more rapidly than exports. At the same
time, speculative transactions and uncertainties at the border trade is another

‘reason for the depreciation. ‘ :

It has been estimated that about 70 percent of external trade, mostly
private trade, is conducted at the market-determined exchange rate, while
about 30 per cent (all public) and debt servicing are conducted. at the fixed
official exchange rate. This has led to segmentation of markets and existence |
of multiple rates, particularly for custom valuation, and for exports and
imports. In this regard, since Myanmar authorities have already agreed to
apply market-based exchange rate for customs valuation under the WTO
requirements, we may deduce that an mltlal step towards unification has
already been agreed upon : :

IV. L__pllcatlons for Umﬁcanon of the Exehange Rate

- A strategy should be dev1sed to overcome the dlstortxons in prices and
- the risks in trade and investments, resulting from the multiple exchange rates
now ex1st1ng - : '

The -impact of the unification of the exchange rate - its
" costs and benefits " may be calculated partlcularly in five different areas:

(1) Impact on inflation :

~ (2) Impact on the_budget :

(3) Impact on State Economic Enterprises

(4) Impact on trade and investments & '

- (5) Impact on social. sector . S Lo

While a detailed analysis is not posmble it may be summarised that
the impact on inflation. would be fairly modest (estimated increase in the CPI
of 15-20 per cent), considering that the bulk (70 per cent) of private trade
transactions are already conducted 'at ‘market-determined exchange rates,

although customs Valuatlon may be affected at different rates.
Conﬁdentlal
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- The net - effect on the budgetary transactions would be mixed. Firstly,
customs revenue will increase substantially because of the valuation at near
market rates. Secondly, State Economic Enterprises (SEEs) using imported
inputs at the official rate will feel the fiscal burden and their contributions to
the Central Government would be reduced. On the other hand export -earning
of SEEs (rice and timber) will benefit from the unification in terms
of Kyats proceeds Thirdly, budget expendttures for repayment of fore1gn
debt will increase in terms of kyats, but not in US dollars.

- On balance, there could be a deterioration in budgetary balances in the
short-run; but as the economic activity increascs on account of the unlﬁeatlon
revenues may rise faster than expendltures in the medium term :

- The impact on trade and investment (BOP) would be favorable in the
medium term, because foreign investors' (FDI) confidence will rise upon
adoption of a reahstlc ﬂexxble exchange rate system. :

Also, exports w1I! be stlmulated if production of agrlcuiture ﬁsheneq
minerals * and timber continues to rise at present rates '
(FY 1999 2000)

The success of the unlﬁcatton program would depend largely on the
~ positive " dynamics” of the economy, particularly, expectations of 1ncreased _
exports and increased 1nﬂ0w of foreign direct mvestment '

_ The strategy would be a gradual phasmg of the umﬁcatlon process
wnhln three years, by reducmg the volume of transact:ons at the fixed official
rate by one third (1/3) each year in the next three years FY 2001- FY 2003.
At the end of the 3 years, there would be a flexible exchange rate system in

_ plaee and the ﬂxed rate Would become meffectwe and 1noperat1ve '

A stablhzatton fund equtvalent to about six months.of 1mports would
be helpful to pay for mcreased lmports and to- 1nst11 conﬁdence among -
traders and investors. : : : o

It is assumed that the weaker SEEs using imports will have more time
to adjust to market exchange rate than stronger SEEs. The ad]ustment would

be a gradual process.

Confidential :
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To minimize the social costs of unification such as redundancies, a
"social safety-net " program can be devised.

At the same time, positive steps must be taken to prevent further
deterioration of the market exchange rate by implementing effectively
reforms in the fiscal and monetary sectors as recommended in this paper.
" A package of measures" approach should be adopted in the form of tight
macroeconomic policies to support the Adjustment Program.

V. Issues on Strategies and Constraints

For Structural Adjustments to be effective, we may need to
adopt the followmg strategles '

Export led Growth Strategy

All crisis hlt ASEAN countncs have adopted strategy to stimulate the
real sector by promoting exports. In the context of Myanmar , the
‘government has been promoting exports particularly by the private sector's
participation. Nevertheless , for this strategy to be successful we will need to

‘address anumber of constraints as follows: .
 (a) - First, the distortion and uncertainties are created in the foreign
: _exchange market , due to existence of multiple- exchange rates.
- This problem is aIl the more compounded by the recent sharp
depreciation of the Kyat in the parallel market basically caused
-by - frequent ~and direct intervention . in the market .A certain
measure of stabilization of the market-based exchange rates
can be maintained through mdlrect methods of measures that
need to be taken by the monetary authorities . Unification of the
- .exchange rates must have to be considered at this stage of
L development because the longer we postpone the lager will be

the gap in the official and market rates .
-(b) Liberalization of the domestic rates ( in partlcular those of
- tradable goods ) is essential to safeguard a free flow of
- commodities  to be operated under fair competition . Recent
‘measures to restrict free flow of goods and intervention by some
~ ministries. in the conduct of private sector's export trade should
“be avoided. In this context consideration should be made for
‘private traders to engage in export of rice and other agricultural
~products on a continual basis after providing a buffer stock for
rice and other strategtc products

Conﬁdentlal
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(d)

S A _

Export Processing Zones ( EPZ ) shouid be created glvmg in
effect sufficient incentives for the fore1gn investors to enjoy tax
free and other facilities

Independent Power Producers ( IPP ) should be permitted on a
more broader  base fo create a constant power supply
partzcularly to mdustnes

Strategy to Reform the Financial Sector

(@)

)

()

@

Presently Myanmar priVate sector is difficult to expand further
due to lack of formal market to frade -their shares . Capital
matkets ( stock market ) should be established in order to

promote further expansion of the private sector - through

increased capitalization = The emergence of the stock market
will also facilitate full and partial privatization of the SEEs; _
One of the main reasons that foreign investors are reluctant to

invest in Myanmar is due to absence of foreign banks.
Accordingly, consideration should be made a limited number of

“offshore banks in Myanmar for the convenience of foreign
- investors only. The Central Bank of Myanmar will need to help
~ enact the new offshore banking law and regulations ;

In order to encourage Myanmar citizens = working abroad to

- remit foreign exchange to Myanma Foreign Trade Bank, the
“proper and sufficient incentives should be pr0v1ded to Myanmar
- citizens working abroad. - ,
Long-term bonds ( in the range of 7- 10 years } may be

considered to issue by providing premium interest rates over

. ‘and above that are allowed for short-term bonds . This measure

®)

®

- will provide additional liquidity for the' government to finance,

in the face of declining severe budget constraints;

“In order to encourage moblhzatlon of " domestic financial

resources by the central bank, it is important for the Central

- Bank of Myanmar to adopt flexible interest rate policy.

Auction Markets - for trading of Foreign Currency under the

superv1310n of the Central Bank of Myanmar, rnay be conmdered .
~in order to stabihze the Forelgn Exchange market

- _: Confidentlal _}
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Strategy to establish Resource based Industries and Services Industries
of Information Technology (IT)

(a)

(b)

Constraints

Establishment of resource based industries are now becoming
more feasible as Myanmar is facing a severe constraint in its
foreign exchange resources;

Myanmar can move from labour intensive to technology &
knowledge intensive industries to be able to compete regionally
and internationally;

In the medium and long term it will be beneficial for Myanmar
to focus on introduction of Information Technology services
industries. Myanmar may be able to forge ahead more rapidly in
these area as Myanmar people possess a high 1Q level;

On the other hand the following constraints to be addressed and resources
 that are needed to be considered, are :

1.

First and foremost, in efforts to restructure State-owned banks
and to establish financial and capital markets within well
functioning course, Myanmar needs an intensive infusion of
technical as well as financial a331stance for both the public and

~ the private sectors.

Secondly, to successfuily nnplement exchange rate reform
within a wider scope of exchange reform, Myanmar also
requires technical expertise and sufficient fmanoial Iesources as
a back up in this direction.

Thirdly, the change in the present status of the central bank
needs to be strengthened gradually.

Fourthly, the procedures and regulations governing forelgn
investments which have involved numerous steps that needs to
be streamlined and simplified.

~Fifthly, - the economy may be really market based Wthh 18
- determined by demand and supply with less official intervention

and the existence of fair play of competition. -
Finally, transparency in all sectors of the economy is an
important prerequisite to achieve a stable market environment.

- Part of these efforts is to correct deficiencies in statistical data.

C..oﬁi.‘ident..ial.
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VI. Summary of Basic Issues

On the basis of analysis on recent financial developments, the basic
issues to be addressed are: :

E.coriomic:

L Maihtaining inflation at single digit levels -

2. Raising fhe Jevel of - investn_leht/GDP‘ratio & Saving/GDP ratio
3. Loweringr the Ieﬁel e_f tfade deﬁcits by increasihge){port :

4,  Encouraging inflow of FDI&-Teehnology :

Fiscal:
5, Lowering the 1evei of.budget deficits not more.than 5 % of GDP a

6. - Ralslng the level of revenue/ GDP ratm by w1den1ng the tax base to
encompass new areas. :

7. Mam_tammg fiscal dlsmpline within stipulated targets |
Monetary:
8. Adoptmg a ﬂex1bie exchange rate system in stages :
- 9. Stabilizing the market exchange rate (FEC rate)
~10. Mamtammg interest rate_s at posm\_/e levels
11. Maintaining monetary"d'is“eipline'\allithin credit ceilings. -
12. - Building foreign exchange reserves to 6 months of imports |
Con‘fidential
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YII. A Summary of Recommendations to be implemented is as {ollows:

Objective Policy measures for

Period to be

implementation implemented
(Short/Medium/Long)
Economic Policy
\.  Lowering inflation - Increasing agricultural & Short -term
Industrial production in
a "crash" program
( at least 7 % p.a.-growth)
- Liberalize imports of Short -term
fertilizer, raw materials
~ and spare parts.”
- - Liberalize export trade Short -term
- Fiscal Polic‘y |
2. " Lowering fiscal —'..Tér_get revenue income Medium-term
deficits - at10-12% OfGDP in
: two years ‘ _
- Raising of tax/(JDP rat1o Medium-term

- Strengthen tax administration
especially on tax evasion

- Curtail non-productive
‘expenditures and target
current expenditures -
increases at (12 % p.a.)
while expenditures on social

~ services should be enhanced

Exter_hal Policy

3, Narrowing -Target for ﬂéXiBlé'foreign
External . exchange system by gradually
imbalances = deprecxatmg official rate

~on yearly phase by phase
- basis, ‘within next 3 years;
(FY 2001 to 2003 )
.- Confidential '
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Medium-term

- Medium-term

Medium-term
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Objective  Policy measures for Period to be
: implementation implemented
(Short/Medium/Long)
- Streamline " Export First "

policy by using

(1) Retention of FE . Short -term
-~ byexporters

(2) Reducing or eliminating Shott ~term
- the export tax '

(3) Providing adequate credits Short -term

1o Exporters |
(4) Finding export markets for  Short -term
- producers in agriculture

and SMEs. | | |
(5) Establishing Export Medium-term-
Processing Zone (EPZ) -
- Provide proper and sufficient Sh‘ort.-term' o

incentives & facilities to
Myanmar citizens working abroad,
~ to encourage their foreign exchange
o rermttances to Myanmar _

Implementing our - Imtratmg the letter of 1ntent on

own programme package measures ' '

on Unification of

the Exchange - Makmg serious dlalogue with IMF

Rate Process ~ to assist in drawing up our own
. gconomic program

- Commitm_ent to exchange rate
reform process

- Request for Japanese financial and
‘technical assistance under the ASEAN
~ Bilateral Swap Arrangement (BSA)
for regional ﬁnanemg facilities by

initiating - our own unification program
Confidential
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Obiective.

Monétary Policy
5. Narrowing
 internal

imbalances

- 12 -
Policy measures for
- implementation

- - Target increase in bank

credit at 20 % p.a.
(next 3 years)
- Target Money Supply |
(M 2) increase
- at(15-20)% p.a.
- Adopt flexible interest
~ ratepolicy |
- Establish offshore banks

- Issue long-term bonds with

appropriate premium interest
to generate liquidity of
the government

- - Strengthen the status of the

- central bank gradually

“Macroeconomic Policy |

| 6. Improving

Macroeconomic

Stability

- Increase gradual liberalization

measures on production and
* trade for agricultural products

- after making safeguards for

domestic consumption.
- To permit Independent

- Power Producers (IPP)

or any alternative facility,
" for energy sector to encourage
FDI and domestic industries
- Reduce market intervention -
- as much as possible
- Restructuring of inefficient -
and unprofitable SEEs
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Period to be

implemented '

Medium -term
Medium -term
Medium -term

Medium-term
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FEC Paraliel Market Exchange Rates & Percent Changes

1997

1999

T " YEAR 1998 2000
MONTH
Monthly avg. rate
(Kyat / FEC)
January 166.64 292,65 326.68 324.63
February 165.01 | 246.46 321.19 328.05
March 164.93] 24261 3316 330.33
 April 165.18|  253.22 332.41 345.94
May - 176.94| 30174 335.90]  341.71
Jun ' 186.45 313.10] . 328.27 346.32
- July 1 2088| - 33250 330,60 357.30
August 19539| - 324.84 348.14 370.91
September 199.2 36328  357.72 386.43
~ October 20000  359.41| 35312  393.75
‘November 200.00] . 346.63 3399 370.00
_ December 200.00 343.83 330.74| _
Yearly avg. rate - 18572 . 310.02 336.44 354.12| -
Kyat! FEC ‘ -
FEC / Kyat . 0.0054]  0.0032 0030, 0.0028
Percent Changes * 1 () 40.7 % (- 6.7%

()63%

*

Minus ( - ) sign indicates depreciation of Kyat &

Plus (+) sign indicates appreéiatioh of Kya.t
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Parallel Market Exchange Rates & Percent Changes

| YEAR 1997 1998 1999 2000
MONTH L g __ |
Monthly avg. rate

(Kyat / US$) S S

January - 167.26 312.18 328.26 32553

February | 18611 - 27363 32843 328;5_0

March | 166.03 262.74 339.85 330.31

 April 18747 272.48| . 34671 - 35213

May 177.89 301.87 356.33| 35567

Jun | 1se85| 33496 34850 36548
Sy 23994 35264]  34595| 37780

CAugust | 24077 376.86|  356.05|  389.52
Septemper | 24853  37427|  36043]  405.00]
October | 26198 36420 35320  421.56|
. November - | 28845 347.53 340.05 415,88

 ‘December | 329.27|  344.93 332.07 S
Yearly avq. rate o - | | e

1 Kyat/uss 22002 32652 344 64 369.73

US$/Kyat - | 00045 - 00031 00020  00027)
PercentChanqes* : _ - () 31.0% (-) 65% () 6.8 %] .
ok

- Minus ( -) sign indicates depreciation.'of Kyat & -

 Plus (+) sign indicates appreciation of - Kyat
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MYANMAR : ECONOMIC

Restricted _
INDICATORS, 1892/93-1999/2

{As of 7 August, 2000}

000

1992/93] 1993/94] 1994/95]1995/96] 1996/97| 1997/98] 1968/99]1999/2000
: _ ' : : - | ProvaAct] - -
1|Population { milfion) 4233 43.12] 43.02] 44.74] 4557|  46.40] 47.25|  48.10
Growth Rate (%) 1.9 1.9 1.9 1.9 1.8 18 18 18
2|GDP ( 1985186 Price) _ _ _
(Kyats in million) 54,757| 58,064| 62,406 66,742| 71,042] 75123| 79.460] 88,134
Growlh Rate (%) 9.7 8.0 751 88| 64 5.7 5.8 10.9
Agriculture : ' .
| (Kyats in miliion) 21,029] 22,000 23,483| 24,765{ 25698 26480 27417 30,29
Growth Rate (%) - 12.4 47 67| . 55 3.8 3.0 3.5 10.5
Share in Real GDP (%) 38.4] 379l are| 371| 362 35.2 34.5 34.4
Share in Nominal GDP (%] 506  54.1f 552 532 532 - 524| . 523 52.2|
3{GDP (Current Price) _ _ - :
NKyats in million)” 249,395| 360,321|472,774|604,729] 791,980 1,119,509| 1,609,776 2,190,301
Growth Rate (%) 335  445] 312 279 310 401 43.8 36.1
41GDP Per Capita {Kyats) 7
1(1985/86 Price) - 1,203 1,347 1421| 1492 1,558] 1619 1,682 1,832}
(Current Price) 5,891 8,357| 10,764] 13515 17,381] 24,127 34,089 - 45,536
5|Inflation | | | B | . - |
CPI Changes (%) - - 223|  s36f 225 218|200 33.9 49.1 11.4]
6{Exports (Kyats inmillion) | 3,590 4249| 5405| 5255 5496 6200 6,975 7.634]
7|Imports (Kyats inmillion) |  6,140{ - 7952 8,766| 10,205] 11,500 14257 ~ 16,541| . 15248
8{Trade Balance . ()2,550| (93,703] (113,361] (15,040 (-16,004| - (17,967 (-)9,566] (7,614
( Kyats in million) S R S 1o .
9|Current Account Balance | (1813 (:1,145| (310()1,767| (11,804] ()2.471| ()3.182| . (92,027
(With Grants) ‘ : e ' :
(as % of GDP) 0.3 0.3 0.1 0.3 0.2 02| - 02 Rl
10iExchange Rate
* {Official Rate 8.0 E U EERERR.
Market Rate - . - - - 227.2 ‘338,91 . 3438
o Restricted
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(As of 7 August, 2000)

Restricted
MYANMAR ; FINANCIAL INDICATORS, 1992/93-1999/2000

" { Kyats in million

1992/931 1993/94] 1994/95] 1995/961 1996/97| 1997/98| 1998/991999/2000
: : . Prov.Act,
i
11Government Finance : .
Budget Deficit (112,095| (15517 (129.647] (-)38,820] ()51,738] () 57.241] (91,878 (100,725
(as % of GDP) ()4.8 (4.3 (8.3 (6.4 (6.5 (5.1 (5.7 (5.0
2{Monetary Sﬁn-ey _ o . . _ :

"~ | Met Foreign Asset 1,614 1,400 1,818 1,751 731 1,460 1,820 1,526
Domestic Credit 102,510] 118460{ 151,814 22,004| 283095 366,059 444997 558,869
‘Money (M1) 70.428] 84381| 119,061] 152605 205577 272,672 325637 403,211
clc _ 63871 76749 108,388| 136429) 183,782  2368.4] 277,886 321,932
Quasl-Money : of which 19,114| 25568 ~ 37.016] 58835 88,247] 100,971| 162609 231,949
Savings Deposit 15619]  21558] 31,818]  51,647] . 77.694| 96,265 141,560 220,876
Savings Certificates 3,394 3,815 4,656 5444 7,281 8,380 10,i35¢ 11,073

3iInterest rate (%} : ' _

Central Bank 110 11.0f 125 15.0 15.0 150 - 150 12.0
Savings Deposit 100 10.0 10.0 12.0 12.0 12.0 12.0 10.0
Savings Certificates 12.0 12.0 120 15.0 15.0 15.0 15.0 12.0
4 Treasury Bonds (outst.anding) 42.8 97,5 9704 33604 7572.1| 33224.5]. 754235
5{Tax Revenue 12,563] 17,038| 20101] 22644 31,357] 49,429 56,653 49,920
6|Official Reserves 2 - 2019|  20798) 2453 2213 1768 2088 2432 2171
- |{As months of Imports) 43 : 34 34 286 1.8 i8 1.8 1.7
7linvestment 31,184 37466 s4508| 82562 118313 150240 206912 241 694
(As % of GDP) 125] 104 115 13.7 14.0 135 12.9 110
8{Approved Forelgn Investment 2/ 8207 1216.00| 25602] 3237.4] 0518|6820 68585 6905.0
(US $ million} ' - : ' - '
Number of projects 27 75 130 169 247 303 313 324
Memeorandum item (%} _ _ ‘
9| savings (GDSYGDP ratio 128 18] 119 13.5 16 11.9 12.0 130

10} Quasi Money/GDP ratio 7.1 71 78 0.7 111 9.8 10.1 106

11|MI/GDP ratio 282|234 252] 262 26.0 244 202 185

12} CIC/GDP ratis - 258 213 229 226 2320 212 113 147

13| Tax Revenue / GDP ratio 5.0 47 43 37 40 45 3.5 .

. 1/ Revised Estimate
2/ Actual N _
: :  'Restricted
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_ Restricted _ _
: Basic Macro-Econormic Data of Myanmar
{Kyats in million unless otherwise mentioned : As of 7 August, 2000)

. |Gross Reserves
{month of Imporis)

1.8

1992/93 [1993/04 [1994/95 11995/96 [1996/97 |1997/98 |1998/99 |1999/2000
: : : Prov.Acl,
. 1Gross Domestic Product 54757 58064| 624068] 667421 71042 75123 79460 86134
1. GDP '
{At 1985/86 Constant Prices) .
- Agticuliure 21029| = 22008| 23483 24765 25698 26480] 27417 30296
- Livestock & Fishery 3000 4182| 4438  4587| 5109 5472 5984 6089
- Forestry ' : 896 905 775 740 756 777 - 802 838
- Manufacturing and processing 4850 53086 5757 61062 6476 6800 7222 8268
-Mining 590 655 752 878 964 1210 1365 1856
-Power 475 | Bg4 620 860 - 745 877 830 947
-Services 9225 0063 10956} 11979 12072 14116 15224 16543
-Others 13702} 14453} 15628 16961| 18322 19391 20616 22398
2.Growth rate of G.D.P {Percent) 271 - 80 75 8.9 6.4 5.7 58 - 108
3. G.D.P. at Current Prices 249395{ 360321| 472774] 604729} 791980} 1119509 1609776] 2150301
4. Per Capita G.D.P (Kyat) 5891 8357} 10764]  13515| 17381 241271  34089| . - 45538
. |Prices =~ : . ' : - S
1. Consumer Price Index 360.1|  493.0] 6037 7355 8828 . 11821 1762.2 1063.5
2. CPI Changes (Percent) 223 336 22.5 21.8 20.0 33.9] . 4941 g 1.4
. |Budget L : : : : — C
|4, Totat Revenue 65033] 81105 104854] 126739 163979] 273074 361860} 423873
| . Tax Revenue 12563]  17036| . 20101| 22644| 31357]  49420| 56653 49920
2. Total Expenditure 77128]  96622| 134501| 166559 215718| 330315] 453735 5335998
+ 13. Budget deficit -12005| -15617{ -20647| -38820f -51739; . -5724%| . -91876] -109725
4. Budgé! deficit (% of GDP) ° 4.8 4.3 6.3 6.4 6.5 -5.1 5.7 - -5.0
. |Money and Credit '
(annuat changes in percent) S o : o - oo
1. Money Supply 348 198 411 2841 347 326l  194] 238
2. Quasi-money {savings) 32.0 3371 449 592 49.5 246 47.9 - 428
3.Domestic Credit 26.4 156 28.2 449 28,7 29,3 216 25.6
. {Batance of Payments ' '
1.Goods _ o ] ‘ . o . :
| - Exports (FOB) 3590.0] 4249.0] 5405.2] 52545 5496.3] 6280.8] 69748 - 76336
| - imports(FOB}) -6139.5] -7951.5| -8765.6 -10285.4} -11500.5] -14257.2] -16540.7] -15247.6
-Trade Bafance 25495 -3702.5] -3360.4] -5040.0| -6004.2| -7967.4| -9565.8] = -7614.0
2. Services (Nef) - 561.47 2864 - 5227 -57.2{ 8559 . 9940| 27828 21836
3, Transfers (Nef) 1175.6| 2271.6] 2527.4{ 33316| 3344.5| 45022 3631.7] 34039
4, Current Account Balance -812.5] -1144,5| .310.3| -1766.5) -1803.8] = -2471.2] -3151.6| -20265
5. Capital Account (Net) - -~ gan7| 9010l 11385 157430 1181.3| . 31215 30841) - 14519
6. Errors and Omissions 2134] 103.7| -454.2] -480]  177.3]  -3302] 4119 3127
7. Overall Balance -44.8] © -139.8]  374.0{ -240.2[ -445.2 320.4] 3444 -261.9
8. Monetary Movement 449 138.8| -374.0 240.2 4452 -320.14 -344 4 261.9
9.Current A/C Deficit (% of GDP) 03 0.3 0.1 0.3 0.2 02l 02 0.1
‘ 4.3 3.1 34 26 1.8 1.8 1.7

1/ Revised Estimate




December 4, 2000

Myanmar’s Macroeconomic Issues and Priority Measures

Presentation OQutline
H. Shishido
1. Introduction

Myaumar is endowed with favorable human and natural resources and potential for

achieving high and sustained growth is significant.

To unleash the po‘oentia]; the government needs to take policies to increase incentives of
dom'estic and foreign investors to voluntarily place resources in Myanmar. These
pohcxee 1nolude among others, conservative fiscal and monetary policy, a unified -
excllange rate sysbem that leaves no room for rent seeklng actwmes a clear and
transparent investment ohmate a level playing field for the pubhc and private entltles

and establishment of a sound banking system.

But economic policies taken so far have prevented the economy’s potential from being

realized.
2. Fiscal and Monetary Policy Issues

- On the macroeconomlc pohc1es the foremost concern is extromely limited fiscal
revenues of around 2-3 percent of GDP. There are a number of reasons for this poor
performance 1nclud1ng weak tax and customs administration, widespread granting of
exemptmns and the use of an apprecmted exchange rate for customs valuatlon The
current level of revenues is: madequa‘oe {or any economy hut espemal]y for Myanmar,
which has huge needs for spendmg for alleviating poverty and mvestmg in productive

1nfrast;ructure the small size of revenues is a serious problem.

The’ ﬁscal plcture is exacerbated by the large losses made by the “.EE sector, wlnch are
in fact much larger than: the Union government deﬁczt The system of the State Fund
Account prov1des SEE managers with no incentive to perform, as they do not get -

rewarded for runnmg proﬁtable enterprlses At the same tlme managers get no penalty
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for making losses. Most, SEEs use the official exchange rate, 60 times more appreelated
than the FEC rate, in their external transactions further reducing transparency of the
accounts of these enterprises. The dual exchange rates also increase rent seeking

activities in the economy and are highly counterproductive.

The fiscal deficit is largely financed by the Central Bank of Myanmar. This exposes the
economy to inflationary pressure, and deprives CMB of ability to conduct effective
monetary policy.

3. Necessary Measures in the Immediate Future

In this situation, steps should be taken to unify the exchange rates in the very near
future, This action not.only eliminates huge distortion and rent seeking activities in the
economy, but also sends a highly positive signal to domestic as well as foreign investors

on the government’s commitment to reforms. -

On the fiscal front, it is urgentiy needed to raise f1scal revenues. Ameasure expected to
be effective mlmedlately in this regard is the use of the FEC rate for cusboms import

valuation. Tax and tariff exemptions should also be substantlaily reduced.

In addition, a crucial action is to harden the budget consttaint faced by individual SEEs
while granting management autonomy to SEE managers who should now be

accountable for their performance

To mobilize domestic savings and to reduce monetization of the budget deficit, it is
necessary that above fiscal measures be complemented by interest rates that are kept -

positive in real terms ina forward looklng hasis.

Furthermore, to sustain grthh in the medium term future, measures ar_e ne_eded to
improve the banking sector. -Only a sound banking sector can intermediate financial

_ resources efﬁmently and maintain investment flows into productwe sectors The first,

- step in this regard is to assess the ﬁnanmal health of the commerc1al banks and
address problems of the portfolio quality and underlying management practices. The
‘government in any case should cease to impose quasi fiscal activities on the banking
sector. The_se steps are discussed more fully by Mr. Fukui but let me just.say the earlier
decisive action is taken the better the outcome would be. - o
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4. Time-tested reform strategy

These measures set out above are crucial at this stage of Myanmar’s reform. They may
appear difficult especially as the country’s foreign reserve is limited. But the experience
of the three Indochinese transition economies (Vietnam, Laos, and Cambodia) indicates
that these reforms are doable and have indeed turned these countries around in a very

short period of time.

These three countries suffered from major fiscal imbalances in the late 1980s. This
was the time when foreign aid from the former Sov1et Union was dwindling and these
BCONOIIES a5 a result resorted to monetization of the budget deficit. This immediately

raised inflation to trlple digit causing a significant flight to the parallel market.

,'Policy makers in these economies thus realized that strong action needs to be taken
;despite limited international reserves, limited or no foreign assistance and limited tax
Qase. At about the same time (between 1989-1992) they all carricd out a similar reform

ackage comprising at least three strong measures. Némely, they:

1. Unified multiple exchange rate and mamtamed ﬂex1ble management of the official

rate based on the movement of the market rate;

2. Increased the domestic interest rate drastically to increase resources channeled into

domestic banking.
3. Hardened the budget constraint of state enterprises by eliminating subsidies and
' maklng bank credlt available only to profltable enberprlses while providing state
* enterprise managers with mgmﬁcant management autonomy.
Other policy measures we're also taken but these three measures were the core of the
' JmtzaI reform package These reform measures became the basis for the hlgh growth of
the early 1990s especially in Laoe and Vletnam

4. Conclusion

The road map before you reflects our thinking described above. We believe that actions
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in line with this road map will help Myanmar achieve its e'conofnic goal of higher growth
and better living standard for the people of Myanmar. We look forward to listening to

the comments on the road map of the Myanmar members represented here. In any case,
it is hoped that important measures start to be taken soon to realize the huge economic

potential of the country of Myanmar based on the discussions being carried out here.

e



- December 4, 2600
Memorandum on Areas to be Tackled in the Myanmar Financial Sector

Ryn Fukui

Deputy Director General

- International Coeperation Department
Development Bank of Japan

Summary
'Maeroeconomle stablllty angd estabhshment of CBM autonomy '
Etwahmtlon of bank management and enhanced supervision of CBM
. Plannmg bankmg reform and l:berallzation pol:cy | |

. Modermzatson of bank management practlces through capac:ty bun]dmg of
o f'nancxal experts and part:cnpatmn of forelgn banks

- Improvement of the basic functions of commere:al banks to earn the trust of
the prlvate sector

Efficient resource aliocanon through lmproved cred:t analy51s and momtormg
capacities

.Ti.'ansferal of state-ow'ned enterpri.s.e proj e.cts to cot‘porote m.;tnagement,

Clear definition of pohcy lendmg as separated from commere:ai bankmg

Development of term Iendmg functlons |
Appendlces

.Fmancml envnronment of agncuiture related sectors

: '.‘fDepechpment bahk:’n‘g”:' a case of MI]?B' | |

. SME financing and policy considerations
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1.  Maeroeconomic stability: increasing real interest rates through the reduction of fiscal

deficits, and regaining currency confidence

e It is evident that macroeconomic stability is needed to induce domestic savings and robust
development of the financial sector. Inflation, caused principally by fiscal deficils totaling 6-7% of
GDP, is experiencing a slight downturn, but shows no sign of normalizing. According to
government figures, the Consumer Price Index (CPI) fell sharply from 49% in 1998 to 19% mn
1999, although there have been claims that this is largely due to a change in the evaluation method
{(an expansion in urban coverage and change {o the commodity price basket), and there are
question marks as to how representative this is of the economy.]_Additionally, the government
would appear to be keeping commodity prices down artificially through heavy-handed industry
“guidance” (price contral), and inflationary pressure 1s thought to be as strong as ever in practice.

» Interest rates, on the other hand, are governed by a cap of 15% on loan.s and 10% on savings (in
place from April 1999). As a result of effective interest rates being negative, while the number of
savings accounts continues to rise centering around private banks, the level of increase is coming
down. Principal reasons for the increases in savings accounts are growing numbers of bank
customers (low-scale savings) and the fact that there are few other investment or financial savings
options open to customers in Myanmar (commodities and capital markets do not exist).

* The financial intermediary functionality of Myanmar banks is as limited as ever (there has been no
significant change in the M2:GDP ratio since 1988, and it is lower than in neighboring countries;
additionally, there is a high propoertion of currency in circulation within M2, at around 60%)

o According to a World Bank report (June 1999), previous growth in credit centering around private
sector banks has abated, with the level of dimiﬁishment greater than that for savings. As. a résult,
hyper-liquidity has been accentuated, due to factors including a drop off n investment
opportunities due to a soured business climate, and a lack of access to medium- and long-term
loans _ o _

» Given a real interest rate in the red, medium- to long-term growth in the banking sector is
inconceivable. There is little hope of large-scale foreign capital entering Myanmar given the
current political climate, and iterest rates must be put back in the black for domestic
funds—currently being channeled off into iﬁformal finance in the form of material asscls
(electrical poods, cars, etc.)—to be stimulated {o any degree

» For a fundamental resolution of the problem to take place, inflation must be pegged back by
reducing fiscal debt. Only once inflation levels have dwindled wiil confidence in the local
cuwrrency recovery. For this purpose, reform of stated-owned enterprises—the main cause of fiscal

deficits-—must take place. Inflation will also not be restrained unless the central bank reigns in

' In local interviews carried ont in May-June 2000, many learned sources claimed that present inflation
was 30-50% in reality.
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debt-ridden public finances (i.e. increases the money supply). As pointed out by a number of
analysts, the antonomy of monetary policy at the Central Bank of Myanmar (CBM) will continue

to be a key issue in this respect.

PROPOSED AREAS TO BE TACKLED;

2. Evaluation of bank management and improved supervision by CBM

» Myanmar’s Central Bank Law gives CBM the authority to supervise. It also provides the
foundation for the central bank to promote sound banking principles within the circles of banks
with domestic operations, in the hopes of achieving sound bank administration and a stable
hanking sector. Each bank 1s obliged to periodically provide the central bank with annual reports
as well as details of soundness indicators, based on which CBM carries out on-site audits.

» The central bank has only assumed supervisory responsibilities with the move toward a market
economy, and is relatively inexperienced in this area. The supervision functionality of the central
bank is less than perfect, given the range of problems that have arisen in the banking, including the
increase in bad loans in 1997 (of over 10% to the end of 1997), and a fall in savings deposits until
1998. CBM thus still has work to do in generating an adequate corporate monitoring structure and
general expertise. -

o The Myanmar Economic Bank (MEB), Myanmar’s largest bank with over half of all savings
deposils, has posted a string of losses in the past (1,952 million kyat in 1997 and 568 million kyat
in 1998), and despite finally hitting the black in 1999 (with profits of 833 million kyat), its fiscal
structure is extremely weak (with an in-house capital ratio of only around 2% at the end of March
1999, not including miscellancous public funds and locally setiled accounts), and is buoyed up by
low savings interest rates atiributable to financial regulation. Additionally, loans with a
non-performance record. of 6 months or longer account for as much as 28% of the whole (based on
an inlerview with MEB executives). MEB is in a dire position, peinting to a desperate need for
supervision expertise furtherance on the part of the central bank,

» Including other state-owﬁed banks, hittle 1s known on their accounting, achievements, and overall
business operations, due to the limited disclosure of information. As regards private banks,
“public” entities are only a few: most of their financial statements remain unavailable to anyone
outside.

» To strengthen bank supervision capacities, fundamental are the developed accounting standard and

— 405 —



prudential repulations on bank management. For example, monitoring non-performing, loans is
only possible with developed classification on the quality of financial assets at banks.
» Furthermore, the right use of prudential regulations should be in place. CBM capacities in analysis

and nspection of bank management are to be strengthened.

PROPOSED AREAS TO BE TACKLED:

3. Planning on the banking reform and liberalization policy

+ Although some measures have been taken in the financial/monetary areas after 1988 (Ceniral Bank
Law, establishment of government financial institutions, saving mobilization policies, etc.), the
banking sector functions did not change éubstantially and its financial intermediation is not
effective vet.

» The progress of financial deregulation is currently at a standstill and verging on regression. The
first basic joint venture agreements between domestic banks and [oreign banks with Iocal offices
in Myanmar (established in line with the Myanmar Financial Institution Law), were signed in May
1996 (a total of three agreements were signed, including one between Fuji Bank and Yoma Bank),
only for financial authorities to refuse approval of the projects. Similarly, foreign exchange
agreements were provisionally approved for 2 state-owned and 9 private banks, only for all 9
private sector bank agreements to be revoked in March 1998, leaving only ihe state-owned banks
(MICB and MFTB) with foreign currency involvement. This was caused by shortages of foreign
currency, but went against the general flow of reform.

» In this manner, the heading of financial sector reform is unpredictable at best, producing a range of
il effects. This has been a factor in foreign banks opting out of Myanmar or downsizing
operations, and also decreasing direct investment.

* Reform anthorities must provide a clear indication of their preparedness and further create and

expose a planning the reform agenda of the banking sector.

PROPGSED AREAS TO BE TACKLED:

- 106 -



4. Modernization of bank management practices through the fosterage of specialists and

participation of foreign banks

« Corporate lechnology and automation arc noticeably lacking at Myanmar banks. First, the
executive of most banks is made up of former military personnel and central bank employees from
the mono-bank cra, and modern bank management know-how is barely trickling into Myanmar
due to the obstacles on foreign bank participation in the Jocal banking sector.

e There has been no progress on the automation front at all other than a handful of banks, with
state-owned banks particularly lax in their modernization efforts. According to the Center for
Finance Industry Information Systems in Japan (FISC), which conducted a financial information
systems seminar for the financia} sector in Yangon in February 2000, even MFTB and MICB, the
most technologically advanced of the state-owned banks, own only a handful of stand-alone PCs,
and have no Local Area Network (LAN). Most banks opcrate around a manual office system,
based on hard-copy materials and faxes. '

s Of the private sector banks, only the Mayflower Bank has set up ATMs (a total of 13 of what are
essentially cash dispensers, with only withdrawal and account balance functionality), and banks
including the Myaninar Citizens Bank have an account-linked LAN.

s Technical transfer from foreign banks is essential for the modernization of bank management
practices. For this purpose also, the incremental realization of market participation by foreign

" banks (permission to establish joint venture banks, etc) is desirable.

PROPOSED AREAS TO BE TACKLED:

5. Improvement of the basic functions of commercial banks to earn the trust of the private sector
o In tandem with lags in automation, basic transfer and account settlement services are lacking at
commercial banks, and cash-based transactions are still very much in the main. A select few banks
are éncouraging customers to use checks, but even here, only well-off customers have check
access and opportunities for their use are limited (resuiting in low levels of check misdealing).
Banks including the Mayflower Bank, Myanmar Citizen’s Bank and Yoma Bank are issuing credit
cards. These three banks have an account-linked client-server system up and running, but this is

“supplemented by hand checking, and some branches are not networked together.

— 107 —



e Fund transfers between financial institutions is carried out via fax transmissions of payment
instructions and customer data, in the case of inter-bank exchange, inter-branch exchange and
deposits at branches other than where the account is held. There 1s little handling of inter-bank
exchange, but the 5 principal private banks have signed an agreement to facilifate such
transactions, and on occasion do carry out domestic exchanges.

s Fund transfer/account seitlement services as detailed above are based on highly outdated
procedures in the case of state-owned banks (it is not possible to make deposits at branches other
than where the account 15 held, etc)

 Foreign currency settlement through MFTB and MICB, which have exclusive control over {oretgn
currency dealings at present, must without exception receive approval from high-ranking
government officials to go ahead, presenting difficulties for foreign companies due to the time
taken in this (in determining the order of priority in which transactions should be processed, and in
general paperwork). As such, it is an everyday occurrence to not be able to pet access to L/C or
even if access is possible, for transactions to not be campleted according to schedule, hindering
trade and investment.

s These factors have undermined corporate and individual-level confidence in the banking sector
{only 5% of all households hold a bank account), creating a vicious circle of people avoiding the
use of banks, and financial deepening therefore not eventuating

Direct causes of the underdeveloped natwre of finance information systems, are unreliable power

supplies and setbacks in the development of communication infrastructure, with perhaps the mast
basic cause being insufficient financial trading volume (deposits, transfers, account settlements,
etc) to attract investment in information systems. In order to resolve this situation and gain the
confidence of the Myanmar public, a range of restriciions must be removed, the scope of
operations of private sector banks expanded, discrimination of private sector and state-owned
banks removed, general provision made of conditions conducive to bank operational growth, and
enhancement of services. At the same time, short-term financial markets must be developed and
allowed to grow (at present, deposits between banks are treated in the same manner as personal
accounts, and for core trading, there are no brokers and trading is on a relative .basis). Here again,
the fosterage of specialists (technical experts) is required in order to develop financial

infrastructure

PROPOSED AREAS TO BE TACKLED:
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6. The realization of efficient resource allocation through improvement of credit analysis and

monitoring functions in the banking sector

« The scope of medium- and long-term lending within the Myanmar banking sector is extremely
limited, with the bulk of loans being over the short-term, that is 12 months or less. As a general
trend, practical expertise and experience in cvaluating the remuneration capacity of potential
borrowers is facking.

e Most of the participants in the seminar co-conducted by Development Bank of Japan (DBJ) and
Japan Economic Rescarch Institute (JERI) in May-June 2000 had knowledge of the composition
and details of profit/loss statements and loan statements, and yet lacked expenence at full-on
corporate credit analysis nsing a range of financial document types, and had little or no experience
with decision making in relation to loans and debt managemerit through analysis of debt ratios and
estimation of the term of investment return. The principal reason for this is that loan evaluation in
Myanmar hinges around the presence of collateral, and bank credit analysis skills are generally
lacking. Additionally, in dealing exclusively with short-term loans, there is no accumulation of
monitoring know-how during the duration of the Joan or of recovery measures in the casc of a
non-performing loan.

« In the questionnaire distributed immediately after the DBJ-JERI seminar, participants indicated
that their knowledge levels prior to the seminar were “very low” (a score of 1.6-1.9 on a scale of
5%) for the items of financial analysis, corporate cvaluation, mvestment evaluation, debt
management and corporate monitoring.

« As mentioned above, the ratio of non-performing loans is relatively high in the banking sector
(28% at MEB), and the enhancement of credit analysis and monitoring skills is a pressing issue for
the future. For this purpose, credit analysis staff at state-owned, semi-government and key private
banks should be trained periodically and managers be made more aware of the issues involved.

« CBM, on the other hand, should lead a plan (o establish a training/education center for bank staff,

and consider developing seminar organization services over a variety of sectors.

PROPOSED AREAS TO BE TACKLED:

2 In order to gauge the effectiveness of the seminar, participants were asked lo numerically rate their
knowledge levels on a scale of 3=highly knowledgeable to 1=no knowledge whatsoever.

— 108 -



1.

.

Transferal of state-owned enterprise projects to corporate management

The relative weighting of state-owned enterprises in Myanmar (around 60 companies under the
direction of 18 ministries) is gradually diminishing with the move across to a market cconomy, but
their cconomic impact is still f"clt keenly, as they account for over 20% of the GDP. In 1995, the
government formed a privatization commitiee and embarked upon a course of reform for
state-owned enterpriscs, but to date this has eventuated in only a single sale, as well as industry
link-ups and joint ventures with private companies. No general administrative reform or full-scale
sale of public companies has taken place, and neither have the burgeoning debts of state-owned
enterprises been brought under control.

Since 1989, the finances of state-owned enterprises have been integrated together into a single
state fund account {SFA) into which all revenue is pooled, and from which all expenditure is made.
As a result, the companies are fiscally “cocooned” and at the same time are unable to individually
accumulate retained earnings. Additionally, the characteristic traits of state-owned enterprises are
evident in Myanmar, including a weak sense of administrative autonomy (political intervention), a
general lack of willingness to come together to better the company, and a lack of managenal
resources. Many state-owned enterprises in Myanmar are considered to be extensions of their
controlling ministry, and completely lack autonomy. In any future reform of public companies,
what are clearly unprofitable interests should be liquidated, and corpbrate governance ingrained.
Such measures arc vital options at times when rapid privatization is difficalt for po]itiéal IEASONs.
By transferring acioss to a highly accountable corpofate management structure, the size of
financial burden the company is placing on public accounts becomes evident, opening up the
possibility of transferal from fiscal to private finance for scctors which can be supported by

financial means (high quality projecls).

PROPOSED AREAS TO BE TACKLED:

8. Clear definition of policy lending as separated from conunercial banking

Apart from state-owned enterprise projects, the Myanmar Economic Bank (MEB) is financing
private sector investment in infrastructure projects including roads, bridges and communications.
Almost all of the customers of the Myanmar Investment and Commerce Bank (MICB) are SMEs,
and there is little financing of large-scale projects. Of MEB’s loan balance of 64 bn kyat (current
at the end of March 1999), loans targeted at private sector infrastructure projects account fof

around 10%. MEB offers loans at a modest interest rate of 11%, and is backed by government
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euarantees. The loan procedure starts with a big project being approved by the government, the
news of which finds its way o MEB without any official government notification of directive.
Later, companies approach MEB {or loans, in response to which MEB carries out a feasibility
study. Policy-based loans tend to be large, and individnal loans in excess of 3 milhion kyat must be
approved by the Finance Ministry (appraisal is made by a credit committee composed of exccutive
members of organizations such as the Finance Ministry, central bank, Myanmar Economic Bank
and Myanmar [nvestment and Commerce Bank}.

One point to come out of interviews with MEB was that there is no clear defining hne dividing
projects which benefit {from policy-based loans and those which do not, out of those of the type
described above. At the very least, MEB does not have a clear understanding of the loan
evaluation process. Loan cvaluation is thought to operate along sector-specific lines for
infrastructure-related development, but ne one could provide a clear explanation of just where the
dividing line was for “related investment” in the application of low-interest
government-puaranteed loans.

From the above we can infer that, assuming that some hidden rationale is at play, the government
stipulates target items for low-interest loans on a sector-specific basis, and MEB then evaluates
only the viability of each target item project, and has absolutely no say in the appropriateness of
the project for low-interest loans. However, if this is true and MEB evaluates only projects that are
deemed appropriate for loans by the government, then there is little incentive to carry out thorough
financial evaluation of the viability of that project. This procedure encompasses the potential for
political bias in the project selection process, or at the very least presents a moral hazard.

Thus, the separation of financial activities with policy considerations from commercial banking
activities should take place, and to do so, policy lending needs to be clearly defined. In this area,
lessons can be learned from the experiences of China from 1994 onward, where state-owned
enterprises were gradually reformed and the financial sector restructured through such means as
thé scparation of policy-lending from state-owned commercial banks and the establishment of
independent policy-based finance institutions. Viet Nam is currently following the similar
evolutionary path as China.

The ratio of non-performing loans at MEB at the end of March 1999 was as high as 28%,
mcluding housing loans (bascd on discussions with cxccuttves, where a non-performing loan is
defined to be in arrears by al least 6 months). All loans are “government guaranteed” and it is
unclear whether other loans had been non-performing in the past. What we can say, however, is
that ambiguity in the scope of “policy-based finance” of the type detailed above is leading to
non-performing loans, which eventually puts pressure on public finances and further upsets the

financial equilibrium.
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PROPOSED AREAS TO BE TACKLED:

9. Development of term lending functions

» As was described in the above 6, the scope of term lending within corporate finance is extremely
limited in Myawmar, which is a hampering factor for capital investment in the private sector,
Myanmar banks are not carrying out the “maturity transformation (from deposits to loans)”
function almost at all.

o Generally saying, in the early stage of a country’s development, indirect finance (banks) plays a
more important role than direct finance (stock market) and this looks more true in Myanmar. First,
per capita saving are very small and thus safer assets (deposits) are preferred to risky assets
(stocks). As the infrastructure to develop stock markets, the establishment of good accounting
systems and disclosure of corporate information arc fundamental, but they are yet lagging belﬁnd
even compared to other countries in transition to markel economies. Thus, the problem of
asymmeiric information is serious; banks are expecied to play the main financial intermediary
function than stock markets.

» This does not say that the efforts to develop stock markets are useless. One of problems at banking
system is its vulnerability to political intervention, which might end up with misallocation of
resources. On the other hand, a stock market can bring market discipline into the corporate sector
as well as the financial sector. However, the over-expectation to a stock market in its financial
intermediary function would only harm the appropriate sequencing of the overall financial sector
development, '

« To promote development of term lending functions at banks, the financial resources should be
stable and not be teo liquid. Financial products of deposits are to be attractive including term
deposits, based on the trust to banks from individuals and corporations. In addition, fixed-term
financial resources are needed to refrain from mismatching maturities on deposits and loans. On
the apphication side of funds, banks should be competent to select viable projects from non-viable
ones, with the loan decision-making primarily based on credit analysis (not collateral-based).
[nvestment opportunities should be many for bankers and information on investment as well as
corporate sector is to be more accessible,

*» To achieve these conditions, macroeconomtc stability, good business cnvironment,. sufficient
financial infrastructure, efficient and competent banking management, and resource mobilization

to provide stable funds are indispensable.
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PROPOSED AREAS TO BE TACKLED:
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Appendix

Apart from rl:ésumbmrized items from I to 9 in the above, the following areas are also worth
further investigatioﬁ among the financial sector issues. The first issue refers to the finance to
agriculture-related sectors and/or rural areas; which constitute a significant weight of Myanmuar
econbmy. The second issue is on  functionalities -of banks,  either governmental or
semi-governmental, that were established with implicaﬁéns to pursue d certain policy objectivé,
Appendix-2 only deals with Myanmar Industrial Dévelopment Bank (while Appendix-1 includes
the status of My(mmﬁr Agriculture Development Bank). The third issue is on SME (small and
medium enterprise) ﬁnance and policy considerations, since private sector development is an

“engine for growth and small economic players are most vulnerable to environmental difficulties.

Appendix-1. Finance for the agriculture-related sectors
s Finance for the égriculturai sector, which accounts for 50% of the GDP, is a significant issue. |
Despite agriculture being a key export sector, there has been stagnation of productivity levels and
a diminishment in prbduct quality. In order to rectify this, increased levels of fertilizer use and

aufomation are essenttal, for which purpose agricultural finance is required.

The only formal financial institution in the agricultural sector is the 100% goxrernment .ﬁnanced
Myanmar Agricultural Development Bank (MADB). MADB is a retail bank aimed at farmers, and
was established in 1_953; During the mono-bank (people’s bank) era from 1970-1975, MADB
existed as the Agricultural Finance Division, buf was r_edefihed as the Myanmar Agricilltural Bank
in 1976, before being ren'a_\med the Myanm.ar Agricultural and R_urél Dévelopment Bank in 1990,
and finally becoming the Myanmar Agridultura! Development Bank in 1997. MADB operates
under the MADB Lavw, and has been under the control of the Mmlshy of Agrlculture and Imganon
since 1996, _
« MADB offers seasonal Ioaﬁs, term loans and area development loans, and has no collateral
requirements (land cannot be used as coilatera_l és it is owned by the state)
¢ MADB started a savings deposit.sy@te:h in 1993 under th.e “agriculturat savings encuuragemént
scheme” (allowing farmers to borrow amounts uptoa few times greater than their savmgs) wh;ch
has seen only very limited unhzallon {savings deposits account for 1.2% of bank ﬂnanccs)
. MADB s customer base is Myanmar’s roughly 1.5 million farmers. Seasonal loans are off'ercd for
up to one year, but generatly paid back after 3—4 months at llarvest time. Loans account for %0% of
the MADB porrfoho The maximum loan period is 5 years. Interest is charged at 15%. Legally, it
is possible to charge more than 15%, but MADB has opted to ablde with thc rules laid out by the

central bank for financial mst:lutlons

» Area development loans are special government loans for ethnic minorities llvmg in remote areas
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of Myanmar, offered at a reduced raie of 1%. The total outlay for arca development loans is
extremely small, however,

At the time of its inception in 1953, MADB offered loans throngh village banks (over 12,000
throughout the country), but in 1998 started the transition across to offering loans directly to
farmier cooperatives, a process which is now complete. There are around 300,000 farmer
cooperatives in the whole of Myanmar. Whereas village banks used to cater to 50-200 farmers,
farmer cooperatives are made up of 5~10 people, who act as joint guarantors for one another. The
objectis'e behind the shift from village banks to farmer cooperatives is to atlempt to economize by
having farmer cooperatives approach MADB branches (with the old system, each branch was in
charge of administering the village banks undef its jurisdiction).

MADB has 212 branches throughout the country (with 15-20 employees per branch). Loans are
1round 10,000~ 15 ;000 kyat in size and are used to purchasc fcrtxiuer or pesticide. _

As MADB has only limited savings resources it borrows money for seasonal loans from the
cenlral bank at 10% (and is subject to a central bank audit in the proccss) whereas long-term loans

are-offered out of in-house funds. The bank has never recordcd a loss, and 25% of profits-are hept

© as reserves (the remammg 75%1s pad into government coffers).

The ratio of non- pcrformmg loans is 0.1% (where a non- performmg loan is deﬁned ag bemg in
arrears by 1 month or more) ' _

According to MADB, seasonal loans cover around 30% of farmers® costs, with any ‘additional
Capltal commg from informal finance. As detailed above, the savmgs system 13 only of very
limited size at prescnt as orgaruzed ﬁnance is still genera]ly a novel concept to farmers.

There is no organized finance for the agrlculture -related service or processing industries, that is the
merchants transport compamcs -and agrlculturai product processors that deal with agncultural

products sold publicly. For such industries, informal ﬁnance must be relied upon. Little is known

" about informal ﬁnancc in M) anmar’s rural areas, and a study should be carried-out urgently Given

the vital importance of the agrlcu!tural industry to Myanmar, finance contributing 1o streamlining
distribution operations and promoting the processing industry is essential and not just loans for
farmers,” _ _

In rural dreas in many deveiopmg countries, the formal baung sector plays the role of prov:dmg'

fund transfer functnonahty and basic financial services in key regions. For remote arcas, however,

ﬁnancial services and petty loans are in the greater part econ'omically inefficient. As a result, much

~emphasis s placed on micro-finance methods (for both sa\rmg,s and loans) founded on the

commumt}' shanng of credit: information. Medlators of micro-finance ‘can take marny forms

- ranging from- cooperatwes mutual ald orgamza’uons and industry orgamzanons to NGOs and

= donor support projects. In order to determme which of these mediums is appropriate in Myanmar s

- case, research is needed into naturaily occurring forms of informal finance to ascertain the form of
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micro-finance that is best suited to Myanmar’s historical and social climate. Once the best form of
micro-finance has been determined, its details should be included in the grand design of how the
rural finance system should be.

¢ Items of note to come from MADD’s long history of operation, are that a village bank system was
implemented and operated with reasonable success for some time, and farming communitics
provide high quality credit information, as can be seen from the high levels of loan return. It would
be of benefit to investigate how things have changed with the abolition of socialism and how
things are functioning at present in fight of the transition across to a market economy, and link the

findings up to a series of policy recommendations

POLICY ISSUES:

Appendix-2  “Development Banking”: a case of MIDB

¢ The Myanmar Industry Development Comuntttee {MIDC) was established in 1995 as a framework
for industry furtherance support at the government level. MIDC is made up from representatives
from 135 ministries and government agencies; the current chairman and vice chairman are the First
Minister of Industry and Second Minister of Indusiry, respectively. MIDC governs over a \i'orking
group, which in turn presides over 9 sub-committees. The working group is made up solely of
bureaucrats, but there are representatives of the private sector on the different sub-commiftees.

e Each sub-commitice meets once a month, and while therc is no public disclosure of what is
debated, there is no evidence that sub-commitiee recommended policy coordination across
ministries.

» The 1ssues surrounding financial environment have not been well located as a necessary factor of
industrial development. Based on interviews with the First and Second Ministries of Industry,
finance is considered to be under the exclusive control of the central bank and Ministry of Finance
and Revenue, and there seems to be munimal awareness of the issues sufrounding financial
conditions and litfle interest in making input to palicy recommendations with respect to financial

conditions. In meetings with the MIDC working committee executive (Second Ministry of
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Industry) financial conditions are always pointed out as a problem arca. That is, identification of
problem areas and discussion of policy arc worthy of inclusion in lateral links between ministries
and government agencies (other than MIDC, no cross-sector organizations presently exist), and the
restipulation of the role of MIDC is required to make full use of it as a device for furtherance.

The Myanmar Industry Development Bank (MIDB) was established under the control of MIDC in
1996, as a specialist vehicle for providing medium- and long-term loans to mdustry, MIDB 1s
essentially a private-scetor bank, as its principal shareholder is a public service welfare association
(70%) and it funds the private sector, but for the following reasons, it is freated as a
semi-government bank: (1) it was originally founded under the auspices of the MIDC; (2) the
leading executive officer and head of the audifing committee are originally from the First and
Second Ministries of Industry, respectively; (3) MIDC determines MIDB’s finance guidelines; and
{4) the bank reports to the MIDC working group with respect to loan performance.

The MIDB finance guidelines cover: (1) export-promotional industries, (2) import-substitution
industries, (3) new machinery, and (4} new technologies and the mechanization of agriculture. It
also has the jurisdiction to and does provide loans to other sectors, except that it is banned from
involvement with products such as alcohol, tobacco and soft drinks (the last of which is in a state
of oversupply). For the four priority sectors even, no individual finance objectives are stipulated,
and no directives are forthcoming from MIDC when reporting on loan performance.

The most focused policy assistance is in the form of investment in private companies in the 18
“industry zones” found throughout the country. MIDB offers a reduced interest rate of 13% on
investment in industry zones, as compared to the ceiling rate of 15%. OF the total loan balance,
around 18% is in industry zones {(with loans tending to be over the medium term, that 15 2-3
Yyears).

MIDB has total capital of around 4 bn kyat, a loan balance of 2 bn kyat, deposits of 2.5 bn kyat,
and a total of 140 staff in bwo branches. The company has never recorded a loss, and has relatively
sound finances despite its small size, posting a 1999 profit of 1.65 mi kyat, with dividends of 16%
in 1998 and an expected 11.7% for 1999, and having capital accounts of around 1.2 bn kyat.
According to an MIDB executive, MIDB has the right to refuse to finance an item recommended
by MIDC, and that this right had been exercised in the past.

As detailed above, MIDB has the right format in the sense that it is coniributing to industrial
development as a financial institution genuinely displaced from public accounts. Having said this,
its size is small (it holds a 0.9% of the total savings deposits for Myanmar), and about the only
area in which its loan aclivilies are integrated with policy assistance at the government level, is
related to industry zones, and the ratio of medium- and long-term loans is low. Additionally, in
interviews with the private sector, there were claims that MIDB is both as buréaucratic and as

conservative with ils loans as any of the other state-owned banks. I this is indeed the case, then 1t
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simply represents a state-owned bank offering “shightly lower interest rates”, and is far from
fulfilling a “pump priming role” in remedying shortfalls in levels of medium- and long-term joans

to the private scetor.

POLICY iSSUES:

Appendix-3 SME finance and policy considerations

One area i which Myaomar differs from other countries transitioning across to a market economy,
1s that the relative weighting of privale sector economic activities 1n the national cconomy is high.
Private cconomies account for around 75% of the GDP, or an estimated 85% when the service and
cominercial sectors are factored out of calculations.” The private sector owns 96% of plants and
workshaps, almost all of which have a staff of 10 workers or less.*

Consequently, furtherance and growth of SMEs residing in the private sector can be seen as a key
clement in future economic growth. At present, however, there 1s no SME Basic Law or similar
legal apparatus, and support for the development of SMEs 1s severely lacking.

As described above, there is very little scope for credit creation with current corporate financing,
and companies must pot up with banks being prepared to loan up to only 30% of the evaluated
value of collateral (with after-acquired collateral generally excluded from calculations),
irrespective of the company’s financial record, and there is no doubt that private SMEs are 1n the
hardest position of all. '

In order to develop an adequate {inancial environment, SME furtherance should be positioned
alongside production/administrative lechnical assistance, marketing assistance and pérsonncl
development assistance, as a mainstay-of government policy. In weighing up the ments of the
future introduction of SME financing, consideration should be made of the following factors: (a)
There have been significant global moves to share experiences in this area (e.g. the World Bank).
The successes and failures of SME furtherance in East Asian and other regions should be analyzed
and put to pood effect locally; (b} Public subsidization systems/frameworks are most effective

when coupled with development of a private finance system, and experience teaches us that the

3 Bascd on the findings of U Myint Aung, International Relations Dept., Myanmar Chamber of
Commerce and Industry (based on data published by the Ministry of Planning and Economic
Development for 1996/1997) ' '

4 As above (based on data published by the Ministry of Planining and Economic Development for
1996/1997)
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development of public assistance works well to complement the intermediary functionality of the
private finance sector. A strategy is needed which shadows the development of the private finance
sector; (¢} The varicus means of specialist SME financial institution furtherance, direct and
indirect loans, credit guarantees and additional security (including insurance), credit allocation
(SME finance ratio guidance), and so on that cxist, should be studied to determine the relative
strengths and weaknesses of cach, and determination made of a grand design and sequencing
necessary at present in Myanmar; (d) Ways of keeping subsidization at a level that does not
obstruct loan repayment regulations; and (¢) Linkage with other non-financial SME furtherance

policy.

POLICY 1SSUES:
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Linkage Effects of Trade/Industrial Policy

No more shortage
of foreign currency
and trade deficits

Strengthened <
competitiveness of

export industry

SME Promotion

Improved efficiency
of investment

Improved efﬁ_ciency
of Import substitution
industry '

)

and its development.
A )

Strengthened export
promotion |

| \
Promotion of FDI -

Rationalized public |

investment plan

attraction & inc_reaséd
FDI inflow =~ '

Employment creation
& poverty reduction

- < | ¢ |
Increased savings ﬁ/ \Improved efficiency

4

——of SEEs & promotion

of privatization

Availability of
capital goods and
raw material with
world prices

Strengthened

competitiveness
of domestic
raw material supply

7 A

Deregulation
of trade and
foreign exchange

restrictions

[mprovement of
business

environment

Improvement of l
foreign investment

Improvement of Infrastructure
and its cost reduction

A

Human resource development

Promotion of science & technology

1T promd_tion

climate J
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Table b. Policy Adjustment Package and the Research Plaw {(Draft): Trade and Tndustrial Policy

Arga of Peobidenns

Palicy Ojatians

Cutcrele Tinke

Specifie Shndy Fheme/olicy Memuies

Researgh Acrivities in the Jvg Phase

The Wov el Reveurch

Peevons in Charge

Misalacallen of ressurees €3
bsy 1he adagetan af Incansistent
paodieles

Formulation of 2
Intdustriaf Vision
and a Development
Steatepy

1, Formalstivn of a development
wrarepy and fdentification of
industries with camparative
avaniage

1, Analvais af the present indistriad aed teade polivies and sydtems

2, Effect of trashe likeration whihin the AFTA framework

3. Analvsis of the present industeinl infrastructure and human resources
4. Analysis af capital availabifitny

A Review of corread pubiic Invesinient progeam

4. Anatysie of induserial locations

7, Analysis of trade with ASEAN, Clhina and {ndis

8. Analvsican the prices of traded gomis

1-LoAnalesis of the presend indusdrial and trade palicics and svviems
1-2. Analvsis of frade with ASEAN, Ching and India

Eed. Anaivsis on the prices of fraded goods

-4 Effect of trade liberation within the AFTA fromework

Direct interview research und
consivneal a2 research
institution in Myaamar

Dgucn., linn
[} Muat Thwin

2.Upuradipg statiseics and its pahlication

L. Upgrading 1he siatisties an business esinblishnieny, Dndusirial produgtion, international
trade and its disclasure

1-5 Study on 1he new _hecessan: statistics

Opuen, Tina, U Myat Thein

Under-devetoped privale
enteeprises (manulscturing)

])c\'tlnplncl;l of
private manufaciuriag
industry (SME)

1. Iinpravement of business environment

5. lnprovement of laws and legal Institutions on businesses and the transparency of @t's
application

-Re-nrusnization and simplification of the ¢orpornting law
- Revision of faws an registradons (especinily on eomanercial registration m" lenil

Privale Indncetrinl Foierorise Law, Facsion Disrect livesements Taw andd atner

- Revision of taws relating on funds andd capitnl{the Land Eaw, the Marteogs Taw)
2. Sccuring the leved playing ficld vis-2-vis SEEs

3. Deregulation af various restrictions(such as state eontrolled 2rade feems expart Import
restrictions nal furelgn curvency restrictions)y

4. Efficieney improvement In such wikniniErativeservices us custmms clearuace, sificial
permits, inx coflection and securing the teansparency

A Unification of forelgn cxchanpe rafe

6. Improvement of financial climate

+Better access o Lhe domestic and foreien ftuld

«Improvement nf foreign curcency sctdlement sysiem

T Improvement-of Infrastruciure ’

8. Tax reform .

4. Revisinn of accounting standards to comply with interoutionat standards

10. Pramation of business-supporting inmlusirics (law firms, accounting firms, insurnnce
companics, mivertising agencies, researcl companies, eonsulting comqianics amd ¢thers)

«Revision of luws and regulations on investment (Myanmar Citizen's Invesiment Law,

and recammenttation ef its reform

and rural indust

2-1. Ldentifcstion of business relared legal wad Dnstitutional impediment] Censlgnment te the legal eapern
{both Burmese and Japaneie)

2.1 Survey on private meavfactering Industry { sumple 400, inclndes hof Consignment to 2 Japanese consuliang Ehashi, Kurare, Takeuchi
and 1 rereerch tompany in Myvanmar

Ehashi, Kuene
[ Mvat Theln, U Sein Myin

e Nu Yin
U Scin Myint

2. Foratulation of SATE develnpmicent
nalicy

I, Formadntion of SME and supperting industey developmeds plun

2, Stately om thie SME Nasic Law und the prometion apency for SMEs

3, Estahitshment of flnance system for SMEs{ fnctudes Credit Gueraniee Systemj anil
export ingustries

4. Strengtliening the fumlmns of private lm!mln asvacistions( such 15 U\IFCC. amd
Manulacturers Associgtion)

5. Developmient of industrial zoncs( with antl-pollution measures)

6. Strengehening the incentives for eaport and investineni

7. Impravement of access o the mnrket information( both Jomestic and overseas)

8. Strengthening the cducation for menagers and warkers

9. Encouragemeni ol the folnt ventures with foreign ficms

2-3. Fuemudation of SME sod sepporting industry developmens plan

3. Formulation of master plan an development
af pramigiag industrics

1. Apro ladustry
2. Textilefgarment industry
3. Machinery, electric machinery and clcclmnlrs indus v

3.3, Farmulalinn of 3 master plan en teatile feazment iadussry developny

Consigninent o a Japancic canswliang Ehashi, Karose, MITI]

Cunrigarnent 10 dapancse comultam

Nu Nu ¥in
U Myat Thein
Scin Myint

T:kcuc.hi

Under-develapsd expert Industey
ard chrmmicke shortages of fTorthm curren

Farmulaitan of 2 expoi|
promotinn policy and j
implcmentation

i. Furnmlatinn of a caport promating policy

L. Forautlation nf a master ofap an mpnrl Jrromotinn

2, Dercpulatien of trade restzictinns and the
improvement uf business enviroamem

1. Greadual llerrgulnlluu u(’tlmlv and foreign currency ru|r|ﬂmni
Teanor Ing
- linport priorily #iss A and B
~expost ban temss and export resiriction ftems
-arthier pon-1ariff import cestrictions
« stane controlled trade sysfens and Hems
= rvgulation of oversens remiliance of foreign curcencics
2. Establishment of export pracesding zaises (hooded warchowse)
3. Further stresmbining of export snil inport procedirees

3-1. Fermutation of 2 muster plan on exporl prontion

3.2 Survey on export Industrics (Includer primary cypoaty)

3.3, Survey of the current policy and insitutional [remevwork surroundine
ciport Indusiries
3-1. Krsexech on the eapart promotinn pelicy of neighbering countries

3 implementation of ¢4part peometion alesiares

1. Establishment of expart |bmnmllnn arganization sl provivion of uvericas maricl
infurmution

2, Estabbishurent af export finxnce sysiem

5. bngnwsluction of evport praducts inspection fur -u|=lm 1m|-nnnm‘m

4, g evs envent of infrastrugtuee for cyparty

Consignment lo a Japancse cnnsulland
znd 2 research company in Mysnmar

Ogura, JETRO
U Myat Thein
Seln Myint

Irem(Tcierd nlhrw o D1

Attrsciion of FI

I, Drervgutation of FIH related restrictivas
and improverment of business emvironment

1. 1astaibtinn of Iaeilies for disteibution and stomge of expert primsery produsss

l. Deregulation of trude snd forcign currency resrivijuas
2. Theevpulation of foreign remittance restriction

! Stmplifeation of vxpert impoet pracedures

4 Relavation of Investment restrictions and limplli'h:mln of apprws al pracednres
(inctudes the ectablishmeat of one stop shup)

& Permistion of ¢apisal finance to she fwrvign firms by the I'un.'a,_n banky

& Revision of dual pricing system( equal antional treatmentd

7. Permisyion of vquicy holding of Myzanur firms by the foevign irnun

8 lapruveqnent of Foreign Investnentl Lavw ansd Tndusecial Property Taw

4-1, Foemulation of 8 mater pian fur FDVartraction

4-2. Analviic of the impedimeats fur FDY pitraction ead its causes
Tsed un the survey uf FOL projects
4-3. Compacison of recent investnient slimutes amoag ASEAN

44, Ldentificstion of promiving fpriuril\' area fur FDL attraction andd
the viratepy for inviting such FI

sl[m(rn sad productiyBivy

- [dentification of comparative advaaezee lodusiry (Iruul on thr analviiy

Cansignment 10 3 Jepanesc rnmnllnn!
Questionnaire suevey

Ehashi, Ogurn, JETRO
Kellunren.
1 Mung Maung Yi







3. Establihmeat of Expeet Procesdng Zaae o Shonded Waechmzse ~Anshvds of the impact of tardfT and non-tari(l barrier

er AFTA

2. Kirenpgthened investnest fncentives

< Anadusiy of the effech af trade liberalizztion w

. 1. Extemsion of cuyuivalent jrcentives 1o the ASEAN neiphbere shpalvsiv ef he dmpact of isteenatinaal sanclions
3o Emprovement of cconmmic stalistics J. lmprovement of economic siatistics sl its prehlicatinn
aud ity publicitinn
IeMelristy of SEE apecatton aind It doss [SEE Reforne: 1. ¥Formutation of 2 masier plan for § reflornl ). Vormulaiion af 2 master plun [or SEE veform
thaking Privatization aent 2. Imditutional refarm
improvement of L Review of the SFA und the feasibilisy of self-ncepuniing system
tmasnagement 2. Separallon of ownership and mianagcement
. Revision af e current SEE
A Preparation afdhe Mysomar Carperate Accosnstlng Stamdarsts Baved on the
internssionnd accounting stamiards
S Sepuration al adininiddragive functben of SEEL andd promniion of sguitization . .
3 Farmulatien of an efficiens management saoidel _ S-1 Frrpwrlation af a veform model for trengthening its «fficient end Cansizninent fa 2 Japanese conuleang JONC
and irs implementation L. Fanmulation of ¥ management referm madel for it improved efficicney and compeliriven campelitiveness { dascd on the ¢ave study of vpecific SEE1 in
: 2. lmsproverment of corparnie povernaace and the pramosion of disclasure aharmscentical indusley snd tLeatile)
4, Equitization and privatization .
' L Further pramotien of privetization and equitization .
2 Further pramaotien of manapement Iease to the private and encouragement nf joinl venture
. Development of ssnck market :
Weak tfrastructire relsding 3ielles fmpravement of 1. Furmulatian of s master plan for lufessiructud 1, Formulation af » master pina for kafrastaucture development
infrastructure - 1. Twprovement of kegal & institutional Nramewark

b Review the cnrrent public utitity fees and fts raling sysiom

2. Preparation of legnd arrsngements for introducing forcign eapitel under BOT scheme
3 Introduction of & pelicy o cnconrage competidlon by nvokding monopoly

. hnprravemend ol munogement effickency of SEEwhich monape pubilic udlicy

3 Empravement ol power seclor
5. Lucal clectrification .

L. Minimérstion af distribation lass anad itc cost reducdion

3. Improvement of moasimpement s maimiennnce of existing facilitics

4, Commmunicafion secinr X .
1. Desepwdation on the use of fucsimlies, c-uisil und Tnternel
2. Cost reduction thraugh intraduction of competition policy
. Amprovemant of postal services .
S Trasispartation sector : L Improvement of cond snaf roiieoad

| © L Tmpravement of post fcility
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For the Promotion of Export Industries and Foreign Direct Investment (FDI) within
AFTA and WTO Framework (Draft)

Keiichi Oguro, Mitsuhiro lino (University of Shizuoka)

1 Background

As a developing country and her own historical conditions, Myanmar has many
obstacles for economic development. Drastic policy changes are di.fﬁcult to expect. Thus,
realistic and possible policy measures should be investigated. '
The major oonstraintrof Myanmar’s ‘economy i8 current account deficits, which causes
1mp01t restrictions and hampers investment. Developing export mdustrles is a key to
1mprove trade balance.

In line with the developments of private sectols the role of state- owned enterprises will
be decreased. With increased tax _revenues, government can compensate the liquidated

SOKEs. Abolishing dual exchange rate system can be realized.

. 2 Advantages and Dlsadvantages of Myanmar's Fconomy at present
(l)Advantages ' _
(a) Free from the cost penaltles of past import substltution mdustnahzatmn :
(b) Relatively small external debt, US$5.88billion at the end of March 1999
(9] Relatively equal income dlstrlbutlon
(d) Net exporter of foods and foodstuffs
(e) Abundant supply of entrepreneurs shown in the past experience
—“Private sector has demonstrated an often remarkable resilience, survwmg first
through 26 years of socialism and then through the ups and downs of the transition to a
market eco_nomy.. This resourcefulness is one of Myanmar's greatest ass‘ets.”(WB)
— Excellent records of technology adaptation _
(f) Abundant labors with basic education
(2 Rich 'mineral resources and sufficient water resource

(h) Good security

(2)D1sadvantages
(a) Heavy government mterventlons and lack of incentives
- (b) Underdeveloped mfrastructules

(c) Inexperience in many modern industries

27—



' (d) International obstacles to trade and investment

3 Principal Object
Developing Myanmar’s economy through FDI and the external trade, especially the

export-oriented measures.

4 Manifest Direction for Development
(1)Higher and Sustainable Growth Path
(a) Diversified export industries without a prima donna
—Better to avoid heavy dependence on small numbers of industries -
—Major player's: resources based and labor intensive industries
—Putting emphasis on Export -Substitu‘tion Industrialization
(b) Establishing Good Expansion Cycle
Export expansion= increased aggregate wage income=¥increased domestic market=>
demand for gobds and services produced by SMEs#bigger doﬁlesti(_: market and

employment,

(2) Selected Import Substitution with Strict Requirements o
 —Possible candidate industries: household goods (home electrical appliances, kitchen-
wares, furniture, etc), construction materials (cement, iron bars, etc), motor cycles,

~»Strict limitation of protecting periods

(3) Market and Private Enterprisé Oriented Measures *
(a) Better incentive

(b) Preventive measures to pbtential rent seékers

5 Investigating Possible Policy Measures for;
(1) Reducing current account deficits through export promotion. -

(2) Promoting 'exp_orts and FDIs through AFTA and WTO framework.

6 Scope of Survey

(1) Case Studies

Export promotion :
There are many policy r_xieasures for_expoft‘ proniotion;.'which' had been developed -and
implemented by J apanese Gove.rnn.lent ‘and followed by East Asian coﬁptriés.‘

Basically, such measures tried to give incentive to export business. Entrepreneurs found
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better business opportunities in exports. -

As the diversification of agricultural export shows in Myanmar, farmers are responding
to incentive arisen from overseas demand. The survey is focusing on the necessary
policy measures for increasing incentive to Myanmar industries.

Information plays crucial role for export products development. Overseas buyers could
be important source of information. Export marketing sometimes is expensive and
time-consuming proceeds. = The first stage of export promotion is to invite as many
visitors from overseas as possible. * -

The _t'réde training institute seems to be effective, as a Myanmar economist mentioned

at the meeting in Yangon, November 2000.

(a) Industrial Survey

Though sevefal industrial sectors should have comparative advantages, they have not
realized the their potentialities. Such industries are as follows;

Textile & garments, wooden and rattan furniture, Jewehies food processing 1ndustr1es
etc

First year: Analysis of actual situations among those industries

ﬁ%vxsltmg factories and collecting survey reports w1th Myanmar's counterparts
—consultation by Japanese experts in correspondmg industries, if posqlble

Second year: Finding realistic promotion mea_sures in comparison with Thailand
-+selecting companies for export promotio'n program, which is expected to be organized.

among Japanese and Mya'nmar’s'relating institutions.

(b) Policy recommendations

Basing on the selected industrial surveys, necessary policy measures are to be proposed. '

. FDI . . :
Myanmar had better abide by the rule under AFTA and WTO Once the protected
 sectors are estabhshed 1t is-hard to abolish the protection measures. Arguinent for
externalities from import substltutlon industrialization is still stxong Yet the same
externalities  can be reahzed through - outward looking 1ndustr1ah_zat10n
Contéinplafing the experience in Asian NIEs and ASEAN member countries, fhose
induStries “which are aiin'ing-at export prodnction, contributed better for economic
development . | o | :
Myanmar is requested to’ underqtand the fact that bargamlng power is in favor of

foreign investors’ side in export 1ndustr1es. Many countries are competlng to attract
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such investments, and new comers have to extend better investment bpportunities.

In case of export processing industries, the start is.usually simple assembling. The
tyranny of vollume_s decides the most of supporting industries. The so called CMP
should not be thought little of.

() Investment Promotion o _

There already are several survey results concerning investment climate ﬁom foreign
investors, which are operating in Myanmar. Investment Law per se seems to be liberal |
enough compar’ed_ to neighboring countries. However, actual implementation is
different. First year: Collecting information and suggestions from operating investors in

order to find the conditions, which move them to increase their inves_tment.

(b) Possibilities for Export Processing Zones and Authorized Bonded Warehouse
facilities | . ' . _ N _ '

Pbssible éffects .of exclusive areas in where most of transactions are through us dollars,
free from trade regulations, etc., _
Recent survey shows the role of transactioh cost exceeds more than expected. The
price of raw materials and components includes a lot of transaction costs. Myanmar
badly needs airport with international standards, which allows big airplanes to land.
Reduction of transaction costs is a crucial key for FDI. Fmanclal fac1ht1es, which allow.
free.tr ansactlons of foreign currenmes, also are needed. . , ,

' Legal aspects of special facilities needed in EPZ should be rewewed Myanmaf_

counterparts are requested to contemplate the ex;stmg regulations and pOSSIbility.
{(¢) Policy recommendations

(2) Basic Surveys
A. Overall analys1s

The task in the first year: Analysis of the present trade and FDI cn‘cumstances in
Myanmar. '

—The aim is to ﬁnd the factms w}nch hamper exports and FDIs for the purpose of
finding alternative policy measures as the second best or lesser evils. R
The task in the second year Analys.1s of the effect of trade liberalization within AFTA.
and WTO ﬁ amework

The aim is to find the _systems - whlch exports “and FDIS increase unde1 AFTA

fr amework
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Survey Schemes

| First year

(a) Identifying the industries with comparative advantage.

—Investigation of the prices of major products in main cities and labor productivity of
major industries,

—Estimation of income elasticity of major goods in the domestic market, to identify the

tar'gets for import substitution.

() A survey on the effect of tariffs to major industries.
-»Estimation of effective rate of protection(This research needs data on value added in

main industries.)

(c) Investigation of non-tariff barriers in details. (Especially, investigation of the kinds
and degree of non-tariff barriers.) _ .
—Estimation of rent and research on the effect of non-tariff barriers to private sectors.

(This investigation needs data on the protected goods prices.)

(d) Investigation of intra-ASEAN trade and trade between countries outside the ASEAN

members. _ _ _
- —This includes investigation of the present border trade. (If necessary, conduct a field

survey.)(This study needs the trade statistics by country and by commoditj(.)
: (e) The adverse effects of international sanctions for the people and economies
(f) Analysis of the FDI in Myanmar at present

Second year .

‘Research on the effect of AFTA to the industries with comparatwe advantages

_ _—*Analysm of the effect of replacement non-tariff barriers with tariffs according to AF TA
framework. (Th1s mvestlgatlen needs detailed tariff reductmn schedules under CFPT
scheme in AFTA) _ : '

—Analysis of the effect of mcreased competltmn by AFTA to exports

. —»Analysis of the effect of Forelgn Direct Investment to exports under AF TA framework.

These analyses also concentrate on textlle and garment industries and agro- industries.
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B. Corporate Governance in Myanmar
Introduction by Myanmar researchers is requested at the initial stage. In alonger run;
corporate governance has a critical importance to increase efficitency. The institutional

analysis of Myanmar’s corporations is a starting point.
7 Final Steps.

Making suggestions for establishing the industries with comparative advantage,

promoting FDI and reaping fully the gains from AFTA
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Schedule of Site Visit (5" December 2000)

(Trade and Industry Policy Sub WG, I'T' Promotion Sub WG)

| 12:00—12:40 Lunch at the Room NO. 203 (th.e second floor) of |
Institute for International Cooperation(IFIC).

12:40-14:00 Leavmg IFIC for KUBOTA Corporatlon(Tsukuba Plant)
14:00-16:00  Site visit in the plant
16:00-18:00 Leaving the plant for Hotel Okura

[Partlclpants]

OMember of Myanmar (Draﬂ)
+ U Maung Maung Yi
Dr Sein Mylnt
U Myat Thein
Dr.Daw Nu Nu Yin
. Dr.PeikTin .
. U Pyone Maung Maung

OMember of Japan
Fumio Owaki
Shlgefuml Morlyama (MITI)
Shoji Ishida (interpreter)

Located in the Tsukuba Academic Town Whlch is noted for a natural envn 011me11t as
‘well as its advanced technologlcal and mformatlon systems the Tsukuba Plant
| 7 prod_uc_:es high- qual_lty tractors and engines. '
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