JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)
THE GOVERNMENT OF THE UNION OF MYANMAR

Myanmar-Japan Joint Study
for

Economic Structural Adjustment in Myanmar

Trade and Industry Sector

FINAL REPORT

[Summary]

February 2003
SR LIBRARY

QL

1172099(2]

Nomura Research Institute, Ltd.

No. 52

R1l

C R(5)

02-21




JAPAN INTERNATIONAL COOPERATION AGENCY (JICA)
THE GOVERNMENT OF THE UNION OF MYANMAR

Myanmar-Japan Joint Study
for

Economic Structural Adjustment in Myanmar

Trade and Industry Sector

FINAL REPORT

[Summary]

February 2003

Nomura Research Institute, Ltd.



LA

1172099(21]

Referential Exchange Rate (January 31, 2003}
One US dollar = 118.95IPY

Source:  Bank of Japan (for USD — Yen conversion)




PREFACE

This report describes the results of the study on the Trade and Industry Policy within the
framework of the project titled Myanmar-Japan Joint Study for Economic Structural Adjustment

in Myanmar.

JICA organized a study team led by the Nomura Research Institute, headed by Mr. Kenji
Shiino. The study team visited Myanmar eight times between July, 2001 and February 2003 to
hold a series of discussions and conduct several field surveys with the kind support of relevant
organizations in the country. It should be noted that this joint research was achieved through
mutual understanding and close cooperation of Myanmar and Japan’s task force members
(Leader, Prof. Masahiko Ebashi, Meiji Gakuin University) and the study team.

I hope that this report, including its useful suggestions, will be used, with due
consideration to confidential natures of the contents, practically not only by JICA’s future aid
programmers but alse by the Government of Myanmar, organizations, officials and experts

concerned to contribute to further development of the Myanmar.

I wish to express my sincere appreciation to the officials concerned in the Government of
Myanmar and to other relevant organizations and people concerned for their close cooperation

and valuable input in the study.

February 2003

W] 2 T% ﬁl%

Takao Kawakami

President

Japan International Cooperation Agency



February 2003
Mr. Takao Kawakami
President

Japan International Cooperation Agency
Letter of Transmittal

We, the members of the JICA Study Team, hereby submit the final report of
“Myanmar-Japan Joint Study for Economic Structural Adjustment in Myanmar.”

The report sets forth the proposed measures for policy reform in the trade and industry
sector, which forms a part of the above-mentioned study.  Concretely, we have chosen i) export
promotion, ii) the promotion of foreign direct investment and iii) the development of private
enterprises {manufacturing) as the priority issues in the trade and industry sector in forfnulating
a long-term industrial vision and industrialization strategy for Myanmar. It presents master
plans for export promotion and the promotion of foreign direct investment as well as measures
for the development of private enterprises (manufacturing). For the execution of these plans
and measures, the study also includes proposals for i) infrastructure development, ii) location of
industries, and iii) for the development of the industrial sector, human resources development.
In addition, development scenarios by industry are presented for the industries which, in our
opinion, Myanmar should nurture as its strategic industrics. Since the garment- and
footwear-manufacturing industries are judged to be among the most important strategic
industries, this study presents master plans for their development. We are convinced that these
diverse policy proposals will make significant and important contributions for the promotion of
economic structural adfustment, cxpansion of the roles of private enterprises in manufacturing

and the development of a wide range of industrial sectors in Myanmar.

We are deeply indebted to the personnel at Japan International Cooperation Agency, the
Ministry of Economy, Trade and Industry and the Ministry of Foreign Affairs in Japan and all
members of the trade and industry sector task forces in Japan and Myanmar for their invaluable
advice and support. We wish to thank the many researchers in Myanmar who have conducted

part of this Myanmar-Japan joint study in their home country.

Mr. Kenji Shiino
Leader
Trade and Industry Sector
Myanmar-Japan Joint Study for
Economic Structural Adjustment in Myanmar



Executive Summary

The Trade and Industry Sector Group (Consulting Group) has conducted various studies
(primarily on the industrial sector) in Myanmar and its neighboring countries and discussions
and joint studies with task members in Myanmar for the formation of an industrial vision and
industrial development strategy (including the location of industries and infrastructure and
human resources development for the manufacturing sector) and the preparation of master plans
for attracting foreign direct investment (FDI), the development of private manufacturing
industries and export promotion, and has arrived at its policy recommendations. The following

1s a summary of the portion of study conducted by the Consulting Group.

= Endowed with abundant labor and agricultural, forestry and fisheries resources and mineral
energy and tourism resources; occupying a strategic location in a high growth region of Asia
sharing its borders with giant China and India; and having, as a late-starting developing
nation, the possibility of leapfrogging other nations amid global technological innovations,
Myanmar has the potential to develop into a major industrial nation in the ASEAN. It is
expected that the progress in regional unification as represented in AFTA and plans for a
free trade agreement between the ASEAN nations and China will heighten the merit of
Myanmar’s strategic location.

On the other hand, Myanmar is currently under economic sanctions by the advanced,
industrialized nations and the realization of Myanmar’s economic potential will depend
largely on when and if such sanctions will be lifted. While a number of scenarios are
possible, if the sanctions are lifted soon and if the government of Myanmar implements
necessary policy reforms, it is possible to draw an industrial vision in which “the status as a
newly industrialized nation will come in sight for Myanmar” by 2020. Then, the
development of industry will have made progress and it is possible that per capita GDP will
have increased to US$1,500-2,000 from the present US$200-400 (estimated); the ratio of
the industrial sector to GDP will have risen to approximately 35% from the present
approximatety 10%; and that of manufactured products to total exports will reach 60%.

While the share of the industrial sector in GDP is over 40% in Thailand, Malaysia and
Indonesia, that in Myanmar is only approximately 10%. The slow development of the
manufacturing sector in Myanmar can be attributed to long vicious cycle, which has
resulted from the combination of the effects of domestic policy factors and foreign
economic sanctions. The policy factors are characterized by i) the delay in the

development of an environment conducive to a market economy, ii) an inward-looking



economic policy which has emphasized import substitution, and iii) inadeguate levels of
transparency and continuity of policies and efficiency of the government. This report
suggests concrete reform measures to correct these shortcomings, They include, for
example, phased reform in the so-called export tax of 10% and the launching of an
aggressive policy for attracting FDI which is equal to that in the neighboring countries.

Prompt policy responses are necessary in a broad range of policies.

It is espccially impartant to implement priority strategies in stages and change the role of
the government in its industrial development strategy to close the gap between the
development potential of the economy and the present low level of industrial development
in Myanmar. Necessary measurcs include i) building of a market economy structure that is
led by the private sector; ii) outward-looking economic policy that is geared to the
promotion of exports and FDI; iii} diversification of the industrial structure; iv)
strengthening Myanmar’s advantage in the location of industries; v) shifting the role of the
government in industrial development to one that will encourage competition among
enterprises and adopting a policy that will indirectly support such competition; and vi) the
creation of a system that will support the shift of industrial policy framework in the area of
knowledge. In the short term (1.¢., from 2003 to 2003), phased implementation of such
priority strategies as the introduction of FDI, the development of private enterprises, and an

improvement of the international balance of payments is suggested.

Myanmar’s strategic industries should be chosen from the perspective of identifying the
industries that will propel the industries as a whole, such as “labor-intensive,
resource-intensive industries” and “agro-based industries” in which the country already has
a comparative advantage, and in terms of the “possibility of utilizing foreign capital” and
“raising the industries to higher levels in the medium- and long-term.” 1In the short term,
the development of export-oriented industries is important to end the vicious cycle
stemming from a foreign exchange shortage. Specifically, such industries include
garment- and footwear-manufacturing, assembly of electronic products, mineral
resources-related industries and fisheries and wood-processing industries.  If the
management and technological capabilities are enhanced, food processing also has large
growth potential and should be nurtured as a strategic industry. Industrial development
should start with sirople labor-intensive industries and then identify more advanced,
labor-intensive industries, such as electronic parts industry, low-cnd machinery
manufacturing and plastics and material industries as strategic industries. New industries,

such as computer software, should also be nurtured.
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The decision-making on and launching of the improvement of the investment environment
to attract FDI on a large scale are the sooner the better.  The FDI policy to be implemented
soon does not necessarily entail large fiscal burden to the government. In the short term,
we suggest launching of a series of policies, including the creation of Myanmar Economic
Zone Authority (MEZA), which will play the leading role in attracting FDI; enactment of
ministerial directives concerning special economic zones (SEZs); and the development of a
model SEZ.  Since Myanmar does not yet even have export processing zones (EPZs), we
may be able to go as far as to say that foreign companies are not yet even contemplating
Myanmar as a possible host for their investment. The following six items are policy

suggestions which should be implemented as soon as possible.

Formulation of a Special Economic Zone Act or ministry directives

Early dissolution of disincentive measures

Organization of a Myanmar Economic Zone Authority (MEZA, preliminary name)
Privatization of electrical power limited to the SEZ

Development of SEZ with a one-stop service function

Admission to the ASEAN-Japan Center (FDI promotion)

As typically demonstrated by Vietnam’s success in forming its economic foundation and
expanding the scale of its economy in recent years through its policy to attract FDI and
promote exports, it goes without saying that a dramatic expansion of Myanmar’s exports is
closely tied to the introduction of FDI. In addition to the issue of the introduction of FDI,
a large number of policy priorities and problems exist in Myanmar concerning export
promotion. The following six items are the concrete measures which should be taken as

soon as possible.

1. Establishment of a government and private export promotion joint committec
sponsored by the prime minister.

2. - Abolishment of the so-called export tax (commercial tax and income tax) and the
provisional introduction of import surcharge and special import surcharge
accounis.

3. Opening up exports to the private sector starting with sesame (the steady opening
up of restricted export items to the private sector).

4.  Abolishment of export and import licenses and the introduction of a “negative list”

in exceptional cases.
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5. Gradual abolishment of restrictions on dollar imports for the purpose of “trade
first,” but not for “exports first” or “imports first” and provisional introduction of a
foreign currency allocation system.

6. The prior introduction of special export processing zones.

With respect to export promotion, an examination by item shows that there are items that
shouid be opened further to the private sector or that are competitive in export markets and
should be newly designated as export promotion items. They include sesame, sesame oil
and copper cathodes, just to name a few, The opening of rice and sesame exports to the
private sector is likely to dramatically improve Myanmar’s trade balance, The government
makes deep interventions in exports by the private sector though the control of exports
themselves, price controls and the exchange rate. The government should reduce its
intervention, such as the application of inferior exchange rates to the sesame and garment
industries and price controls on rice and fish, in the exports of domestic products that are
competitive in export markets; enhance export incentives for the private sector; and work to

INCrcase exports.

The government of Myanmar has been promoting the development of private enterprises
since the second half of the 1980s. However, the efforts to promote the development of
private enterprises (manufacturing) are facing many problems due to the deterioration of the
fiscal balance and foreign cxchange revenues resulting from the Asian currency crisis of
1997, requiring further efforts to attain the government’s objectives. Today, with the
cxception of some large enterprises in the garment, beverage, footwear and wood
processing industries, most of private enterprises in Myanmar are siall and medium-sized
enterprises (SMEs). In the master plans for the development of private (manufacturing}
industries, the macro structure (GDP composition, the number of registered enterprises, the
scale of e¢nterprises based on the number of employees, etc.) was analyzed through
statistical analyses, followed by the identification of micro problems and priorities (power
shortages, shortages of raw materials and parts, difficulties in fund-raising, shortages of
information, various problems, incleding the cumbersome export and import system, etc.)
through questionnaire and interview surveys. Policy proposals by industry
{export-orientation, import substitution, supporting industries, rural industries, etc.) and
policy proposals for SMEs (a redefinition of SMEs, the creation of the government burcau
for SME promotion, an improvement in company registrations, the enhancement of the
functions of chambers of commerce and industry, technological and technical training,

measures for the creation of cooperative businesscs, measures for industrial land, SME
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financing, etc.) were then prepared based on the outcome of these studies. As concrete
examples of policy proposals by industry, the study has formulated development strategies

for the garment and foot-wear industries.

*  With respect to human resources in the industrial sector, which are one of the propellers of
industrial development, there are quite a few problems. They include: i) quantitative and
qualitative shortages of skilled labor, ii} an absolute shortage of human resources with
technological and technical capabilities, iti) a shortage of opportunities for management
education for managers of PMIs/SOEs (Private Manufacturing Industries, State Owned
Enterprises), and iv) a shortage of business management capabilitics. Thus, we suggest the

implementation of the following three priority policies.

1. The establishment of Advanced Vocational Training Centers (A-VTC) and
accelerated modernization of Vocational Education and Skills Tfaining (VEST)

2. The enhancement of managerial education systems, such as PMiIs, for
reinforcement of managerial ability

3. The establishment of an Myanmar Industrial Research Center (MIRC) and the

creation of an industrial information infrastructure.

The government of Myanmar is advised to adopt as priority policies i) obtaining
overseas technological information, ii) attracting FDI, iii) expanding opportunities for
exchange with foreign enterprises, iv) enhancement of management education programs for
business managers, and iv) a dramatic enhancement of various organizations of private
enlerprises and the UMFCCI, which serves as their coordinator, and implement such

policies as soon as possible.

* Thus far, we have presented policy suggestions centering on export promotion, attracting
foreign direct investment and the development of private manufacturing industries as
priority measures to end the vicious cycle that is beleaguering Myanmar’s economy.
Given the present condition of Myanmar’s economy, we will present policy suggestions

which should be given special notice as emergency recommendations.
<A. Promotion of deregulation and liberalization>

1. Abolish the so-called export tax, excepting some commodities

2. Abolish the export license system



Guarantee foreign currency remittance for foreign investors

4. Improve the current unstable condition regarding foreign investors’ rights in the
legai aspect

5. Abolish the compulsory exchange system with the foreign exchange center rate,
which is greatly lower than the market rate, for CMP-based businesses (regarding
workers’ wages)
Improve the transparency and through notification regarding trade and investment
Promote simplified, transparcnt and prompt administrative procedures for the
following: New company or business registration, Export and import license
issuance, Authorization for direct foreign investment, Approval for capital
increases of companies, Customs clearance.

8. Abolish restrictions on direct trade by foreign companies

<B. Creation of special economic zones (SEZs)>

In the present situation, in which even industrial zones in the export processing zone
format, not to speak of special economic zones, do not exist in Myanmar, there is very little
incentive for foreign companies to invest in the country. We may be able to go as far as to say
that Myanmar is not even considered as a host country for a full-fledged foreign direct
investment. Economic sanctions by Western countries and other political situations are
certainly disincentives for investment, but they are not critical factors in the absence of foreign
direct investment in Myanmar. Rather, the deep-rooted perception in foreign countries that
“military regime means a lack of peace and order (public security), a lack of transparency in
government policies and the absence of investment guarantee for foreign companies,” which
can be thought as a partly misguided perception, and the fact that Myanmar does not even have
an export processing zone seem to be the critical factors in the absence of FDI. In the
intensively competitive business environment revolving around China’s strength in production
and cost performance, some Asian enterprises’ investment behaviors are very business-like.
Therefore, it is suggested that the government of Myanmar develop a pilot SEZ and improve the
investment environment through the creation of industrial zones. Along with the “availability
of abundant, inexpensive labor force,” “the existence of peace and order (public security),” “the
pervasive influence of Buddhism and a society of friendly people,” “existence of very few labor
disputes” and “the top-down management stylc and the diligence of workers” should prove to
be major attractions for foreign capital.

If the prompt launching of an SEZ development project proves to be difficult, we suggest

that Myanmar conduct a preparatory stady for attracting foreign capital and a study to find out
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the detail conditions for success for Myanmar-model SEZs. It is extremely important to carry
out analyses of investment behavior, centering on an analysis of cost competition in the Asian
region and an analysis of industrial siting behaviors to choose optimum locations for production
for industries, Asian enterprises and product groups which are likely to become potential
investors or objects of investment in SEZs in Myanmar. The success of Myanmar’s SEZs will

depend largely on such studies.
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Chapter 1

Summary and Conclusion



1. Summary and Conclusion
1.1 Characteristics of Economic Policies of Myanmar

In March 1989, Myanmar officially abandoned its socialist cconomic system and
launched a market economy system. However, traditional nationalistic thought and a
socialistic controlled economy still remain firmly entrenched as elements in the country’s
economic policies, which reflects the following trends even at present.

(1) Priority placed on state-owned enterprises and little emphasis on private sector
(2) Wariness towards foreign capitals

(3) Extensive government control over foreign trade and foreign exchange

(4) State monopoly on foreign trade and domestic sales of important commodities
(5) State control over lands

(6) Extensive government intervention in the financial sector

(7) Government intervention in pricing

{8) Lack of transparency in policies, laws and regulations

In addition, the nation’s “self-sufficient-oriented philosophy” has promoted focusing on
state reserves such as food savings and production for import substitution by state-owned
enterprises, while disregarding profits gained through international division of labor.

The historical reasons behind such Myanmar’s economic policies seem to include: 1)
painful experiences such as foreign economic dominance of the country’s economy during the
colonial era, collapse of domestic industries caused by the free trade system, and the
significant disparity in income levels; 2) the need for government control over capital
accumulation and redistribution to promote national economic development under the
conditions of underdeveloped private capital and domestic markets; and 3) the necessity of
establishing a unified nation-state by suppressing armed struggles for ethnic independence and
anti-government activities of communist groups. In addition, it is undeniable that international
economic sanctions imposed since 1988 have forced the Myanmar government to shift toward
an “inward-looking controlled economy.”

However, these policies have brought about the following negative effects in
Myanmar’s economy, hampering it from exhibiting its full economic potential. Therefore,
Myanmar needs to free itself from its old controlled-type economy and self-sufficient-oriented
philosophy.

(1) Under-utilized foreign capital and technologies

(2) Inefficient resource allocation owing to price distortions

(3) High Expensive transaction costs

(4) Difficulty in accessing capital goods and raw materials at international prices
(5) High cost of domestic matertals which are monopolized by the state



(6) Stagnant market entry and exit of private companies

(7) Inadequate competitive markets

(8) Inefficicnt investment

(9 Repression of entrepreneurship

1.2 Current Stage of the Shift toward Market Economy in Myanmar

It is true that Myanmar’s reforms sincc 1988 atmed at implementing a market cconomy

system have released the economic potential of the private sector and have had a certain cffect

in introducing foreign capital and technologies. However, the reform process toward market

economy, which continued wntil 1996 as shown in Figure 1-1, was halted during the currency

crisis of 1997 in Thailand, and since then Myanmar has been reversing to & controlled

economic system,

Figore 1-1  Adopted Measures for Transition to a Market Economy in Myanmar

Area

1987-1990

1991-1996

1997-1999
(Measures after the Asian Crisis)

Price and Exchange Rate
Reform

Fiscal Reform

SEE Reform

Financial Sysiemn Reform
& Creation of Capital Market

Liberalization of Agricultural Trade
(Sept. 1987)

Issuance of FEC
(Feb. 1993)

Opening FEC Dealing Center
(Drec. 1995)

TIpward adjustment of
Electricity and (3l Prices
{June 19949)

Gradual Depreciation of Exchange
Rate for Custom Evaluation
(June 1996}

Introduction of Commcereial Tax
{Feb. 1990}

Revised Income Tax Law
(Feb. 1951)

Gradual Depreciation of Exchange
Rate for Custom Evaluation
(June 1995}

Upward adjustment of
Electricity and Oil Prices
(June 1999)

Issuance of Mid-term Bond
(Dee. 1993}

Issuance of SEE Law and
Allowed Private Entry into the
Selected SEE Controlled Business

{Muar. 1989}

Hstablishment of Privatization and
Evaluation Committee
(Jun. 1995)

Integration of SEE Account
into SFA
fapr. 1989)

Establishment of Invesiment Commercial Bask

Issuance of Saving Bank Law and

Cancellation of Foreign Exchange Dealing
for 9 Private Banks (Mar. 1998)

Pending of 2 Foreign Joint Venture
Banks (1998

{Sepl. 1984) Establishment of Private Banks
Issuance of Law on Financial Institution, {Mar. 1992)
Central Bank Law, Agriculturzl Rurall Issuance of Myannmar Insuranee Law
Development Bank [aw<{Iuly 1990) [ty 1993;
Issuance of Mid-term Bond
[Dec. 1993}
Opening FEC Dealing Center
(Drec. 1995}

Establishment of
Stock Exchange Center
{June 1994)




. Area

1987-1990

1991-1996

1997-1999
(Measures after the Asian Crisis)

Development of Private
Enterprises

Trade Liberalization

FDI Attraction

Agricnlture Development

Liheralization of Private International Trade
(Ocr. 1988}

Issuance of Cottage Industry
Promotion Law (ge. 1991)

Permit on Opening Foreign Exchange Account
for Private Traders

Issnance of Myanmar Citizen's
Investment Law (Oct. 1994}

(Jan. 1989

Reaopening of UMCCI

Establishment of Indusirial Development
CammitteeJuly 1995

(Jan. 1989

Issuance of SEE Law and
Allowed Private Entry into the
Selected SEE Controlled Business

(Mar. 1989}

Establishment of First Industrial Zone
{1989)

Issuvance of Private Indusirial
Enterprise Law (Nov. 1990)

Liberalization of Privatc Forcign Trade
(Oct. 1988)

Boarder Trade Agreement with India
{Jan, 1994)

Opening of Boarder Trade with China
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Permit on Opening Foreign Exchange Account
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Permit of 100% Foreign Exchange Earnings|
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Issuance of Foreign Investment Law
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Limitation of Foreign Exchange Remiltance
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Limitation of List B Items Import
up to 20% of Total Imports
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(Mar. 1998)

Impasition of 10% Expert Tax in Boarder Trade
(Mar. 1998)
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Liberalization of Agricuitural Trade
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Land 1.ease Permit up to
5000 Acre to the Developer
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Export Permit for Rice Produced 1n
Reclaied Land vp to 30% of the Production
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A Part Revival of Compulsory Delivery

of Rice to the Government (1988)

Source: Masahiko Ebashi, "Myanmar Economy in Transition”, Ritsumeikan Keieigaku, Jan. 2000

Figure 1-2 shows how economic systems have changed in Myanmar, China, and

Vietnam during the transition of economies in Asia toward a market economy. The vertical

axis shows the degree of ownership of resources by the government and the private sector, and

the horizontal axis shows the degree of government intervention in the economy. In this graph

the closer you get to the upper-right corner, the more advanced the market economy of the

country is. Each country’s position is not fixed based on specific quantitative indexes, but




rather on a rough estimation from the viewpoint of the author. The economic system of
Myanmar was nearer to a market economy than that of China or Vietnam in 1987 immediately
before Myanmar started marketization cfforts. Also, domestic private ownership had advanced
and government intervention in the economy decrcased in the country up until 1696. However,
since the Thai currency crisis in July of 1997, the Myanmar government has increased
regulations as shown in Table [-1, and Myanmar reversed to a controlled economic system. In
the ownership of resources, offshore natural gas production by the statc pushed up its share of
the state sector. As a result, the economic system of Myanmar is essentially closer to a
socialist controlled-type cconomy than that of China or Vietnam as of 2002,

One of the direct rcasons Myanmar reversed to a controlled economy was the shortage
of foreign currency in the country. Another reason seems to be a fear held by top government
officials that the government was losing its grip on the economy due to shrinking fiscal
revenue and foreign currency earnings of the state during the marketization process.

Looking hack on the cra of socialism, the state-owned sector had basically controlled all
economic activities. During this era, the government set agricultural prices low and brought
profits to state-owned enterprises by taking advantage of price differences to secure fiscal
revenue and made every investment from state budget. The government also monopolized
foreign tradc and was solely responsible for managing foreign currency. Furthermore, foreign
aid was made available to the government of Myanmar from the mid-1970s.

However, the marketization and libcralization policies since the end of 1988 brought
about several effects including: 1) price increases in agricultural product prices; 2) the private
sector’s entry into the market and its development; and 3) competition with imported products.
As a result, state-owned enterprises ran into deficits and a capital transfer including foreign
currency to the private scctor took place. Further, international economic sanctions imposed
after the insurrection of 1988 in Myanmar virtually suspended the inflow of foreign aid.
Consequently, the fiscal revenue of the state has declined significantly.

Essentially, in order to address such situations, the Myanmar government should have
turther promoted marketization efforts, including: 1) improvement of the financial system to
organize capital in the private sector and direct it toward profitable investment (i.e. financial
intermediation function); 2) reform of the tax system (c.g. income tax, land tax, custom duties,
etc.) to ensure fiscal revenue to replace income from state-owned enterpriscs; 3) correction of
price distortions by abolishing multiple exchange rates and creation of a competitive
environment; 4) restructuring of statc-owned enterprises; 5) abolishment of the government
monopoly on essential goods; 6) nurturing of privatc companies; and 7) reform of the
administration corresponding to a market economy.

China and Victnam also temporarily experienced straitened circumstances regarding
government finances and foreign currency accumulation during their marketization process.
However, as shown in Chart 2, these countries have been addressing such difficult situations
by carrving out further markctization efforts. Differing from the situation in hoth of these
countries, there are two additional reasons why Myanmar had to reverse its economic course.

First, international economic sanctions have had a substantial impact on Myanmar. China



temporarily faced similar international economic sanctions following the 1989 Tienanmen
Incident, however the sanctions were soon relaxed. Also, Vietnam experienced a US-imposed
trade embargo, but this was later lifted in Febrvary 1994. Second, Myanmar started
marketization efforts essentially due to urgency, and it lacked a blueprint for a medium- and
long-term strategy toward a market economy. It is difficult to deny the impression that top
government officials in Myanmar have been less positive than their counterparts in China and

Vietnam in committing to marketization.

Figurc 1-2 Degree of Transition to A Market Economy
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Table 1-1 Trade & Foreign Exchange Control Measures
after the Asia Crisis Adopted by the Trade Council

July, 1997 Limit monthly foreign exchange remittance to max. 50,000 FEC
Aug. Adoption of "Export First Policy”
Nov. LSS scttlement for the border trade
Dec. Imposition of 2% Income tax for the all exports
Mar. 1998 Limit non-essential goods Imports (List B) to max. 20% of each import transactions
Mar. Added 9 Items 1o the list of Import ban items; wine, beer, cigarette, seft drinks, instant noodles, cte..
Mar. Imposition of 2% service charges on the imported goods for CMP
Mar. Imposition of 10% charges on the exports for the border trade (later cut to 8%)
Mar. Cancellation of foreign exchange dealing licenses given to the @ private banks
(centralized to the MFTRB and MICB)
Mar. State control on export of sesame
July Required /L even for the foreign affiliated companies approved by the MIC
Aug. Abolition of /L cxemption to the Government Instifutions and SEEs
Nov. Export ban on sesame
Jan. 1999 Imposition of 8% commercial tax to the all export goods (abolished 5% commercial tax)
Jan. Limit monthly foreign exchange remittance to max. 30,000 FEC
Apr. Limit monthly foreign exchange remittance to max. 20,000 FEC
Aug. 2000 Limit monthly foreign exchange remittance to max. 10,000 FEC
Aug. Compulsory submission of 40% foreign currency earnings by shrimp export to the Bureau of
fishery which will be converted into Kyats lewer than the market ratc.
Jun. 2001 To dampen the foreign exchange demands by strictly controlled V1. issuance
Jun. Probibition of use of bank transfered forcign exchange for import
Aug. Compuisory submission of foretgn currency earnings by CMP exporters to the MFTB or MICB
The withdrawn FEC will be converted to Kyats under the market rate.
Mar. Prohibition of direct trade activities by foreign affiliatcd enterprises
Sept.2002 Prohibition of import by foreign remittance {all import became under L/C basis)

Source: Masahiko Ebashi, made from Myanmar “Trade Bulletin” and other news information.

The reverse to a controlled economy has unexpectedly brought about a vicious cycle of
foreign currency shortages, financial deficits, depreciation of the kyat, and inflation (see
Figurc 1-3). Myanmar needs to break out of this pattern as soon as possible by lifting most of
the economic control actions that have been implemented since July 1997, Further, Myanmar

must immediately resume its interrapied marketization process.



Figure 1-3  Vicious Cycle of Fareign Currency Shortage of Myanmar
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(Evaluation of Marketization in Myanmar)

In general, marketization in transition ecomomies requires reforms in the areas

mentioned below. If we evaluate the current phase of marketization in Myanmar, compared

with the other economies in transition, using a five-grade evaluation on eleven items, the

following evaluations can be generally made (the number inside the parentheses is the

evaluation score).

1) Liberalization of Prices (2): A considerable amount of price control and governmental

adjustment remains.

2) Liberalization of Foreign Exchange and Unification of Exchange Rate (1): Foreign

exchange control remains. And multiple exchange rates exist.

3) State-owned Enterprise Reform and Privatization (2): Self-supporting accounting system

is not introduced. Government investment and subsidies exist. Privatization is limiled to only

a few small state firms.

4) Liberalization of Trade and Investment (2): Extensive export and import control remains.

State monopoly on important commodities reimains.

5) Reform of Banking System (2): Extensive financial restrictions & regulations including

interest rates exist. Although private banks are operating, there are no operating foreign banks.




6) Reform of Tax System (2): Reforms are not sufficient in corresponding to the market
economy, especially regarding value-added tax and agriculturai tax, and tax collection systems
are not well developed.

7y Reform of Administration (2} Reforms are not sufficient in corresponding to a market
economy, including areas related to the Ministry of Industry, the Ministry of Commerce, the
Ministry of National Planning, and Economic Development.

8) Competitive Policy {Prohibition of Monopoly) (2): Laws and policies to promote
competition do not exist.

9 Creation of Capital Market (2): There are laws related to the establishment of securitics
exchange and the stock exchange has been opened. There is also a small scale exchange of
government bonds, however, the capital market is extremely inadequate.

10) Agricultural Reform (3): Rice delivery system by the government, cultivation restriction,
government buying price regulations etc. remain in place.

1) Improvement of Legal System (3): Legal system reforms are delayed in terms of

corresponding o the market cconomy and the open economy.

As mentioned above, Myanmar’s marketization reform is still in its early stages and it is
extremely lagging compared to even China and Vietnam. Therefore, Myanmar must further

promete marketization reform.



1.3 Macro-economy and Challenges of Trade and Industrial Policies .

In order to consider the objectives/challenges of the trade policies in Myanmar, the
following need to be confirmed as (1) goals to be achieved by the Myanmar economy, and (2)
strategic objectives of the Myanmar economy.

(1) Goals to be achieved by the Myanmar economy
1) Increased income levels and eradication of poverty via sustainable economic growth
2) Modernization of the economic society
3) Harmonious development among different ethnic groups

(2) Strategic objectives of the Myanmar economy
I} Stabilization of the macro-economy

i) Inflation control
i) Achievement of fiscal balance
iti) Improvement of current accounts (international balance of payments)

2) Improvement of the social infrastructure

3) Development of human resources

4) Improvement of the legal system environment
5) Environmental preservation

The following five immediate targets of the trade and industrial policies in Myanmar are
expected to achieve the above strategic objectives.

1) Tmprovement of current accounts (international balance of payments)

2) Improvement of productivity and investment efficiency

3) Strengthening of international competitiveness (especially infrastructure for

hardware and software)
4} Reduction of poverty through job creation
5) Integration into the international economy including ASEAN

Above all, the improvement of current accounts (international balance of payments) is
the most important challenge that is ultimately required for macro-economic stability in
Myanmar. Figurel-4 is a correlation diagram showing approaches for stabilizing the
macro-economy in Myanmar, Inflation control and improvement of balance of payments are
indispensable to the macro-economic stability of Myanmar, and they require the reduction of
deficit finance, stabilization of exchange rates, promotion of exports, nurturing of private
companies, and promotion of foreign direct investment attraction etc. Further, improving the
gap between savings and investment gap, encouraging tourism, and promoting remittances
from overseas workers are also indispensable to improve the balance of payments.

In this project, we established the following items as immediate challenges of trade and
industrial policies in Myanmar. Among others, we gave highest priority to items 2) to 4),



aimed at solving the serious shortage of foreign currency in the country. Then attempted to
rescarch the business-related laws indispensable to these challenges and also drew up an
industrial vision and development strategy. Also we conducted preliminary research
concerning the development of the industrial infrastructures and human resources required for
designing such strategy. Although the reform of state-owned entcrpriscs is an important
challenge for trade and industrial policies and also an essential arca for macro-economic
stability, especially with the aim of reducing fiscal deficit, we were not able to cover the
subject in our research due to various constraints. If this project continues from next year
onward, it 1s expected that the areas not covered in the current project -- including reform of

state-owned enterprises -- will be subsequently researched.

(Immediate challenges of trade and industrial policies in Myanmiar)
* D) Optimization of resource allocation by designing industrial vision and
development strategy
¥ Promotion of exports
*3) Promotion of foreign direct investment attraction
¥4 Nurturing of private enterprises (especially manufacturing industries)
* 5] Improvement of business-related legal cnvironment
6) Improvement of industrial infrastructures
T Human resource development
) Reform of state-owned enterprises
9 Promotion of the development of science and technology
13)  Promotion of tourism
11}y  Promotion of rermttances from overseas workers
12)  Improvement of efficiency and transparency of trade & industry-related
administrative services
13)  Establishment of agency {(a think tank) for formulating trade and industrial
policies
14)  Improvement of statistics related to the trade and industry
Note: * means a challenge we began to research in this project, and /A means ones that we

conducted preliminary research on in the project.
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1.4 Industrial and Trade policies—Recommendations
1.4.1 Indaustrial Vision and Development Strategy

<Industrial Vision>

Myanmar has great potential to become one of the industrial powers in ASEAN because
of its relatively abundant labor force, abundant natural and agricultural, forestry and fishery
resources, 1ts strategic location at the center of high growth area in Asia, sharing borders with
China, India and others, and the possibility of lcapfrogging in an cnvironment of rapid
technological innovation in IT and biotechnology. The moves for regional cconomic
integration such as AFTA and the ASEAN/China FTA agreement should enhance the merits of
Mpyanmar’s strategic location. On the other hand, Myanmar is subject to economic sanctions
by advanced countries, and the timing of the lifting of the sanctions will alter Myanmar’s
industrial development potential.

Assuming an early lifting of the sanctions and initiation of necessary economic policy
reforms (Scenario 1), Myanmar will accelerate industrial development and Myanmar industry
can share a vision of being "on the verge of becoming a newly industrialized cconomy” in the
year 2020. Industrial development, fueled by exports, will make progress—The ratio of
manufactured goods to total exports will be 60% or higher; that of cxports to GDP will be
40% or higher; and the ratio of manufacturing industry to GDP, which now stands at around
10%, will be around 35%. Per capita GDP will increase from the present US$200-400 to
US$1,500-2,000. The competitive advantages of Myanmar as an industrial location in
human resources, infrastructure, and industrial clusters have reached significantly higher
levels, and Myanmar will have a diversified industrial structure, consisting of competitive
export industries and efficient domestic market-oriented industries.

Under the assumption that economic sanctions remain for ancther five to ten years
while cconomic reforms take place (Scenarto 2), the level of Myanmar’s industrial
development in the ycar 2020 will still be below the average level of Thailand, the Philippines
and Indonesia currently. Under the assumption of no substantial economic reforms and no
lifting of economic sanctions {Scenario 3), Myanmar’s industrial condition will continue to be
stagnant and there is a possibility of economic crisis. We do not think Scenario 3 is likely.
Our industrial development strategy is based on Scenario 1 and the basic direction of the

strategy for Scenario 2 is similar to that for Scenario 1.

<Factors for the Current Low Level of Industrial Development>

At only around 10% the industrial sector's share of GNP in Myanmar is well below that
in neighboring Thailand (40%), Malaysia (48%), or Indonesia (43%). Myanmar's stagnant
industrialization despite its great potential is caused by a vicious c¢ycle created by
developments in the external environment, i.c. the economic sanctions, and domestic policy
factors.

The domestic policy developments in relation to Myanmar's industrialization have been
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a delay in installing the market economy system, inward looking economic policies, and a
lack of transparency and consistency and government efficiency.

With regard to the delay in installing the market economy system, state intervention in
industrial activities in the form of price controls, trade restrictions and the SOE system, has
weakened the market mechanism. Moreover, since policies favoring SOEs have been in
place and the construction of a level playing field with the private enterprises has been
delayed, the inefficient SOEs have maintained a high share and the development of potentially
more efficient private enterprises has been suppressed. Privatization of SOEs and the reform
of SOEs as a preparation stage for privatization have lagged substantially compared with other
transition economies such as China.

Among the inward-looking economic polices are policies restricting exports and
encouraging imports, such as the 10% cxport duties, the assessment of import tariffs with
exchange rates substantially overvalued against market rates, and multi-layered exchange
rates with official rates substantially overvalued against market rates. On the other hand, in
reaction to the deteriorating bafance of trade condition very strong direct intervention policies
to restrict imports such as import controls and foreign exchange quotas have been put in place.
Myanmar has not invited FDI (Foreign Direct Investment) as aggressively as neighboring
countries have.

The confluence of these policy factors and the economic sanctions has generated a
vicious cycle by deteriorating balance of payments and creating a shortage of foreign
exchange. In particular, the extremely small inflow of FDI in comparison with neighboring
countries has prevented Myanmar from developing viable export industries in the

manufacturing sector.

<Industrial Development Strategy>

We will show an industrial development strategy for Myanmar to fill the gap between
the industrial vision and the current industrial structure. In this process, we take notice of the
need to turn the vicious cycle to a virtuous cycle. We believe that Myanmar’s industrial
development strategy should consist of three dimensions: major thrusts, the changed role of

government, and the sequencing of policy applications.

Major Thrusts
The main thrusts of industrial development strategy for Myanmar are fourfold: First,

establish a market economy-based industrial system with the private sector leading industrial
development. Second, adopt an outward-looking policy framework that promotes exports
and FDI with an initial focus on regional markets. Third, diversify the industrial base
centered on industries with comparative advantage and erhance accumulation of industrial
clusters. And fourth, strengthen Myanmar’s competitive advantage as an industrial location
through human resource development, infrastructure development, and legal and institutional
development.

Marketization of the industrial system is the utmost priority for Myanmar's
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industrialization.  Direct government involvement in industrial activities such as price
controls, import and export controls, and the SO system should be minimized. The
modification of the multiple exchange rate system is crucial to give proper signals {o market
participants and to reduce the distortions in resource allocation.  While privatization should
be undertaken as a long-term project, SOE reform should be started immediately to improve
the efficiency of management and lighten the fiscal burden. We think it advisable to start
with fast privatization of smail-scate SOEs. Myanmar should proceed cautiously with the
privatization of large and medium SOEs because of the complexity of the problem while
strengthening their financial discipline and establishing and pursuing the long-term goal of
privatization.  As long as there is no level playing field between SOEs and private enterprises,
large-scale investments by SOEs should be minimized. Reduction or termmnation of market
protection and fiscal subsidies together with managerial autonomy is necessary. In order to
shift the financing of SOEs from market protection and fiscal subsidies to a financial system, a
healthy and efficient banking system and capital markets nced to be created.

With regard to the outward-looking policies, the major emphasis in the short term
should be placed on the export- und FDI-oriented development strategy in view of the fact that
Myanmar’s current competitive advantages lic in unskilled workers and natural, agricultural,
forestry and fishery resources.  Since most export industries to attract investment by foreign
and domestic enterprises will be in labor-intensive industries, they should coniribute
substantially to generating employment.

With regard to the enhancement of Myanmar’s competitive advantages as an industrial
location, the country should strive to upgrade the elements of competitive advantage by
increasing the supply of knowledge workers through human resource development, improving
the infrastructure, developing the financial system, enhancing competition among enterprises,
and supporting the formation of industrial clusters. The government, for cxample, can
support the development of umversities and public research institutions to complement
tcchnology transter, develop electricity, transport and communication infrastructure in the area,

reduce regulatory impediments to interactions, and invite FDIs in missing links of the clusters.

Changing Role of Government

Our industrial development strategy of market orientation, government nceds to
implement it with indirect policy measures by avoiding direct intervention and generating
market competition. It is necessary to implement privatization and develop legal
infrastructure such as competition laws in order to engender competition. Moreover, the
government needs to implement comprehensive and flexible polices to upgrade Myanmar’s
competitive advantages. Government needs to make a fundamental shift of policy
framework from the traditional framework of planned economy. It might be useful to
establish a policy think tank to sapport such a wholesale transformation of policy framework,
Myanmar may need foreign assistance in the cstablishment such a new function of

government.
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Sequential Application of Industrial Development Strategy

We think that the industrial development strategy needs to be applied sequentially to
minimize the disruptions in the balance of payments, employment, and inflation. We see three
phases: a short-term strategy (from 2003 to 2005), a medium-term strategy (from 2006 to
2010) and a long-term strategy (from 2011 to 2020) to meet the evolving agenda. In this
regard, the attraction of FDI and the promotion of private enterprises, particularly the former,
should precede reform and privatization of SOEs, in order to generate cmployment and
foreign currency to offset the cost of reform.

The major purpose of the short-term development strategy should be set at reversing the
current vicious cycle for a virtuous cycle. We believe this could be done with a twofold
strategy of firstly eliminating the bottlenecks in supply of electricity and parts and
components and secondly announcing and stating implementation of a policy package
containing measures for marketization, outward-orientation, and the transparency and
continuity of industry-related policies. A few SEZs should be established to embody the two
elements.  Moreover, SOE reforms are urgently required. In order to clarify the
government’s commiiment to the new policy framework, it should initiate a reform of
government organizations that manage industrial development strategy. That should include
specialized organizations for promoting export and FDI. Furthermore, it is desirable to
establish a policy think tank early in order to support intellectually the fundamental policy
changes and their sequential implementation.

In the medium term, we expect that export-oriented development will gradually be
established and foreign exchange constraints will be steadily resolved while there will be
substantial increase in employment from FDI and some development of private enterprises.
With the increased room to maneuver, it is necessary to consolidate the market economy
system by proceeding with privatization. The government should also implement measures
to enhance industrial diversification and upgrading by supporting domestic market-oriented
industries and supporting industries.

By the time the long-term period starts, the market economy infrastructure should have
mostly been established. Competition policy should be effectively implemented to maintain
competition among domestic and foreign private firms. Moreover, as foreign exchange
constraints should have dissipated, FDI in import substitution industries should also be
promoted to diversify the industrial structure. There should be more emphasis on industrial
upgrading through human resource development and technology transfer and development.

1.4.2 Strategic Industries and Strategies for Development Based on Cemparative
Advantages in Myanmar '

In this study project an analysis of the actual status of individual industries, except for
the garment-manufacturing and footwear industries, or issues related to industry growth
strategies, does not fall within the scope of the full-scale study. However, in more practical
terms, a rough analysis was carried out on which industries need to be nurtured as strategic
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industries for the futore or on which industries are more likely to expand and develop.

Basically, since each industry is unique, promotional measures need to be tailored specifically

to the industry. However, according to the individual industry analysis results, the political

policies that are common and important to the major industries are indicated below,

<Reform of the Relationship between SOEs (State owned enterprises) and Private

Companics>

®1

*2

Clarification of the role-sharing relationships between $0OEs and private companies
and the cooperation and competition viewpoints of both. In parallel with that,
expansion of the areas where private companies can operate their businesscs. Also,
attempts should be made to use the vitality of private companies, which enables them
to expand their businesses and management systems based on economic rationality, as
a large growth engine for industrial development.

Even in the industries where SOEs have already become a major driving force, such
as agricultural machinery, fertilizers and nataral gas, outsourcing to private companies
for parts orders and maintenance of facilities is possible. The procurement of facilities,
software and engineering from private companies will need to be promoted in order to
open up the present closed production system inside the SOEs to the public.

<The Attraction of FDI>

*3

In the industrial sector, attracting FDI plays an important role in many industries. FDI
is essential for the creation of next-gencration industrial infrastructure in Myanmar,
for example, strengthening the competitiveness of domestic industries (technological
and management capabilities), developing industrial personnel, creating new
industries and significantly expanding the acquisition of foreign currency. A specialist
office that cuts across thc boundaries between ministries and agencies should be
established and given comprehensive FDI strategy functions as well as responsibility
for setting industry-specific solicitation priorities and implementing measures to
attract FDIL. Urgent measures should be taken, for example, assigning a minister who

deals specifically with FDI strategies, without directly taking charge of SOFs.

<Regulatory Reform>

*4

Looking at each industry, there are regulations everywhere inhibiting the cxpansion of
business activities in private compantes, for example, the prohibition of imports of
secondhand machinery and the issue of tourist visas. These regulations need to bhe

reformed. (For example, Japanese tourists should be allowed to visit without visas.)

<The Accumulation and Provision of Information and the Formulation of Development Plans

for Individual Industries=

*5

Industries with a higher probability of growing significantly by utihizing

comparatively smaller investments, such as the software industry and, particularly, the
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export industry, need to be nurtured urgently and given higher priority. Higher priority
also needs to be given to the tourism industry, which needs to be urgently expanded to
at least a few times its current size in terms of the number of tourists. To accomplish
these purposes, the immediate stndy and setting of priorities for industrial promotion
as well as the formulation of an urgent development plan needs to be carried out.

*6 Not only must there be reinforcement and expansion of competitiveness in the current
major industries, but attempts must be made to nurture strategic industries, attract FDI
from neighboring Asian countries, analyze possibilities for expansion of exports to
Asian and western countries, and formulate strategies for it, accumulate information
regarding each industry, provide this information to a wide range of related parties
and promote the use of this information. To achieve these purposes, an “Myanmar
Industrial Research Center” {preliminary name) possessing a survey function for each
industry needs to be established in order to provide industrial information.

The key points from the analysis of individual industries in Myanmar are as shown
below. The analysis has become the background to these policies.

The most important perspectives when selecting strategic industries in Myanmar are as
follows.

*1 “Labor-intensive and resource-intensive industries” in which Myanmar enjoys a
comparative advantage.

*2 “Agro-based industries,” assumed to be the core of industrial development even by
the government.

*3 The possibility of utilizing FDIL.

¥4 Industry that leads to increasing sophistication over the mid to long term.

*5 Fuature improvements in the lives of citizens and the implementation of social

infrastructure in Myanrnar.

In the short to mid term, it is important to be export oriented in order to break out of the
vicious cycle caused by the shortage of foreign currency. Therefore, it is necessary to give
priority to nurturing export industries based on comparative advantage or industries which
have a higher probability of acquiring foreign currency. Progress with AFTA in the ASEAN
couniries and the FTA between China and the ASEAN countries will accelerate the
restructuring of industries in Myanmar by shifting to comparative advantage industries.

As for labor-intensive industries, in addition to the garment and footwear industries, the
assembly-type electronics industry is promising. As for resource-intensive industries, the
mineral resounrce related industries, such as natural gas, copper and gemstone processing, as
well as agriculture, forestry and fishery related industries, such as woodworking and fish
processing, are promising. Although exporting is difficult with the present management and
technological capabilities, the potential for development is also high in food processing.
Moreover, apart from the manufacturing industry, a tourism industry based on tourism
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resources is also highly important.

These export industries based on comparative advantage need to be rapidly promoted in
the short and mid term by utilizing technological, sales and management capabilities through
foreign investment. Foreign invesiment can be better utilized in the electronics, garment,
footwear, natural gas, copper, gemstone processing, fish processing, woodworking, food
processing and tourism industries. When utilizing foreign investment in this way, it is
important to follow the restructuring trends of industries inside the ASEAN countries and
participate in the international production network.

On the other hand, agriculture accounts for a higher percentage of GDP in Myanmar and
the comparative advantage of agriculture is potentially high. There is potential for the
development of agro-based industries (manufacturing sector), particularly in agricultural
machinery, fertilizers, and so forth. In particular, there is a great necessity to develop the
agricultural machinery industry as a core part of the machinery scctor in Myanmar.

Moreover, if the attraction of FDT and the nurturing of human resources progresses
further, the dcvclopment of skill-intensive industries becoming the future core of the
manufacturing industry in Myanmar will be possible, and will in twrn lead to
tcchnology-intensive industries such as the machinery, electronic parts processing, and
electronics and clectrical industries. It is possible that the sophistication of these industries
will gradually grow over the mid to long term. The plastics industry will have an opportunity
to develop because of its role in supporting a wide range of other industries. The software
industry will also have the opportunity to develop through the creation of new industries.

Centered on the strategic industries and from the viewpoint of sclecting the industries

mentioned previously, the orientation of industrial development in Myanmar is as follows.
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Figure 1-5 Directions of Industry Development in Myanmar
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With regard to two or three industries, i.e. the agricultural and fishery related industries
(in terms of manufacturing), the software industry and the tourism industry, possibilities for
development are provided as examples. (See the separate reference materials for the various
individual industry analyses.)

The food processing industry in Myanmar has been strongly characterized as an
import-substitute industry up till now. From the perspective of utilizing agricultural and
fishery resources in Myanmar, this industry has the potential to grow into an export industry.
The conditions necessary for promoting full-scale exports will be the determination of the
needs of overscas markets, the introduction of processing know-how and facilities supported
by the latest technologies, and the securing of users and sales channels. If these factors are
considered, the degree of dependence on foreign currency must inevitably increase. Most of
the technology, funds and sales channel issues will be solved by attracting foreign investment.
It is desirable that Myanmar pursues active policies towards introducing FDI and
implementing business environments in terms of both hardware and software.

The main agro-based industries other than food processing are the fertilizer, agriculturat
chemical, agricultural machinery and agricultural equipment industries. The production of
urea ferrilizers is restricted due to the supply of natural gas and plant procurement
{investment) and the production of agricultural chemicals requires the procurement of foreign
investment and technologies through FDI. The agricuitural machinery industry is the core of
the present machinery sector and one in which China is rapidly expanding its participation,
starting with the supply of engines. The restructuring and expansion of agricultural machinery
businesses s important n order o improve the productivity of agriculture and to nurture the
machinery sector in Myanmar.

As for the fishery-related industries, the present industrial areas consist of shipbuilding,
fish nets, aquaculture of prawns, ice making machinery and refrigerated warehouses. However,
they are still at a very basic level. Since the fish catch is restricted duc to Myanmar only
having about 2,000 offshore fishing vessels of around 100 tons, the acquisition and expansion
of shipbuilding capability will be the key to development of these industries. At the same time,
since the number of ships is the largest barrier to the expanston of exports, the shipbuilding
industry must be nurtured somehow. Some of the ice making machinery is manufactured in
Myanmar. However, most of the industrial goods, including refrigerated warehouses, must be
imported and there is sirong demand by fishing-industry-related partics for domestic
manufacture of these items. There is also a high demand for development of a ship rcpair
industry.

The software industry in Myanmar has the potential to expand rapidly. In this industry,
the major investment is in human resource development. Investment efficiency is high and the
possibility of becoming an export industry is also high. In addition to human resource
development, great triggers for industrial development will be the start of marketing
development efforts to secure production orders outsourced from overseas, as well as the
modernization of computers and communication facilities with the support of foreign

governments, for example via ODA.
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In the tourism industry, there is an upper limit on the number of seats available on
airlines flying into Myanmar, i.e. a maximum of 10,000 seats a week. (At present, 200,000
passengers a year.) However, by setting a mid-term target of attracting one million tourists,
which was done in Vietnam in the first half of 90s, foreign currency earnings could potentially
be USS 400 to 500 million. Compared with the current size of exports from Myanmar, this is a
considerable opportunity to acquire foreign currency. It is desirable that a series of measures
be implemented immediately, such as improvements in the issue of visas, expansion of the
government’s efforts to promote tourism, support for package tour development by private
companies, and reform of the taxation applicable to tourist companies in order to strengthen
their competitiveness.

1.4.3 Policy Proposals Regarding the Accelerated Attraction of Foreign Investment

Investment environments are rapidly being improved in the ASEAN countries with
AFTA, and in China, which is attracting large-scale foreign investment. On the other hand, a
certain amount of time is needed for introduction of the special economic zone system and
implementation of infrastructures. Therefore, the earlier the Myanmar government decides on
the introduction of large-scale FDI and begins implementation of the investment environments
the better. The government’s financial burden is not necessarily large in terms of the FDI
measures that need to be promptly implemented. In moving towards the introduction of
large-scale foreign investment, a series of policies needs to be implemented immediately, such
as the establishment of MEZA, which will be a central player, the formulation of ministry
ordinances related to special economic zones (SEZ), and the development of SEZ model
districts. The following six policies need to be given particular importance when moving
towards the introduction of FDI and implemented immediately.

B! Formulation of a Special Economic Zone Act or ministry directives

B2 Early dissolution of disincentive measures

B3 Organization of a Myanmar Economic Zore Authority (MEZA, preliminary name)
B4 Privatization of electrical power limited to the SEZ

M5 Development of SEZ with a one-stop service function

M6 Admission to the ASEAN-Japan Center (FDI promotion)

It did seem that FDI in Myanmar was steadily expanding and it actvally reached US$2.8
billien, the amount approved in 1996, supported by the formulation of a law concerning
foreign investment in 1988 and the expectation of democratization around the middle of the
1990s. However, due to the slow democratization process and the Asian ecopomic crisis after
that, FDI later grew at an extremely slow pace. The cumulative total of approved investments
up until fiscal 2000 was US$7.1 billion, which was only 1.5% of the total of the ASEAN
countries (US$470 billion between 1988 and 2000). Cases of FDI in the manufacturing
industry amounted to 40% but most of these were only for the two years, 1996 and 1997.
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For the first phase, an attemnpt needs to be made to attract FDI at the level of the mid
1990s. Tt has already been proven that FDI has played a significant role in the economic
growth of the ASEAN countries through the expansion of exports, the acquisition of foreign
currency, the creation of cmployment and technelogy transfer. For cxample, a strong
relattonship can be seen in each country between export incomes and cumulative FDI, and
between GDP per head and curnulative FDI per head. Among the ASEAN countrics, both the
Philippines and Vietnam, in particular, have populations of a similar size to Myanmar and
began implementing full-scale policies to introduce foreign investment during the last half of
the 80s. There is an overwhelming difference between Myanmar and these two countries today.
There is also the factor that western countries continued their economic sanctions. However, a
more fundamental reason is that the implementation of the excellent policies needed to
introduce foreign investment or organizational reform of the government, which was seen in
the two previously mentioned countries, was missing in Myanmar. Also, as part of this
fundamental rcason, the minimum investment environments essential for foreign investment
were not implemented, such as improvement of the electrical powcr infrastructure, SEZ.
development and clarification of related regulations and global business rules.

The goal of Myanmar’s industrial vision is to bring its economic standards up to the
level of the ASEAN countries. In order to achieve this goal, FI2T is esscntial. In order to attract
FDI and use its power to develop the economy, first of all, it 1s important that the partics
responsible for the management of the nation all clearly recognize the necessity of FDM in
Myanmar. Secondly, it is essential to implement an investment environment for foreign
investment. These two facts need to be pointed out. The reason is that there is a possibility that
the economic gap between Myanmar and the other ASEAN countrics has become as big as it
has simply because the national leaders responsible for economic development in Myanmar
did not sufficiently recognize the importance of FDI, and it is concetvable that this could be
one of the major reasons for today’s economic downturn.

On the other hand, many companies in advanced countries are becoming more active in
investing in China, more so than in the ASEAN countries. Competition to attract foreign
investment is intensifying among the ASEAN countries. The supply of ODA from Japan and
leans from the International Bank and the IMF have been suspended. These are negative
overseas factors working against the attraction of foreign investment to Myanmar. However,
with the improvement of domestic factors and appropriate strategies for atiraction, and while
cliciting the comparative advantage of Myanmar represented by its labor and resources, a way
of attracting foreign investment will be discovered. Without the active introduction of FDI it is
difficult to foresee the economic development of Myanmar to the same level as the other
ASEAN countries. According to an analysis of the competitive environment created by
surrounding countries and structural changes in the division of labor, processing industries,
such as food, timber and garment, and the electronic parts assembly industry, will utilize
Myanmar’s comparative advantage and there is a high potential for them to actually move
there in the short term.

The creation of 400,000 new jobs at 1,500 companies by 2010, and US$38 billion worth
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of exports in 2010, can be targeted if the economic sanctions imposed by western countrics
are lifted within a few years and there is a remarkable improvement in the investment
environment. In the current situation, these figures seem to be extremely high. However,
taking into account the potential of Myanmar, the dissolution of factors inhibiting FDI and
successful cases in surrounding countries, they are not unachievable.

1.4.4 Policy Proposals Related to the Promotion of Exports

It may not require any further explanation than to simply state the fact that the
promotion of exports is an important key to the economic development of Myanmar. The aims
of measures to promote exports in Myanmar are the growth of the export industries and
economic development through the acquisition of foreign currency in the short term, and the
strengthening of competitiveness in the mid and long term.

As can typically be seen by the creation of an ecomomic infrastructure and the
expansion of the size of Vietnam’s economy due to that government’s measures to introduce
FDI and promote exports in recent years, no further explanation is required to explain the fact
that the promotion of exports in Myanmar is also closely related to the introduction of FDI,
Policy proposals in relation to the introduction of FDI are presented in another section. This
section summarizes policies related to exports based on the present situation regarding exports
in Myanmar, but doesn’t include the promotion of exports through the introduction of FDI.

For a start, it is important to announce that the government will promote the
liberalization of exports inside and outside the country and send a clear message emphasizing
the importance of exports to define the government’s basic standpoint. More practically, it is
necessary to clarify in principle the liberalization of so-called export activities, reduce the
burdens on export industries and remove the disincentives such as export tax, in order to
strengthen competitiveness. The government’s restrictions need to be reformulated as a system
of restrictions based on a “negative list.”

The following six practical policies are important and top priority needs to be given to
their immediate implementation.

B Establishment of a government and private export promotion joint committee
sponsored by the prime minister.

W2 Abolishment of the so-called export tax (commercial tax and income tax) and the
provisional introduction of import surcharge and special import surcharge accounts.

B3  Opening up exports to the private sector starting with sesame (the stcady opening up
of restricted export items to the private sector).

B4  Abolishment of export and import licenses and the introduction of a “negative list”
1n exceptional cases.

M3 Gradual abolishment of restrictions on dollar imports for the purpose of “trade
first,” but not for “exports first™ or “imports first” and provisional introduction of a
foreign currency allocation system.

23



M6  The prior introduction of special export processing zoncs.

The rate of increase in world trade was 6.5% during the 1990s. Trade in Asia was higher
at 8.6% and Asia’s share of world trade was about 23% to 25% during the period between
1996 and 2000, including the period of economic turmoil caused by the currency crisis in
Asia.

Although trade increased in Myanmar by 9.3% every year during the 1990s (according
to statistics by the IMF based on US dollars), among the ASEAN-10, three countries in
Indochina, Cambodia, Vietnam and Laos, which each has a particularly high cost
competitivencss, achieved extremely high growth rates of about 20 to 44%. This shows that if
Myanmar implements the environment needed to promote exports, there will be sufficient
Opportunity to enhance exports.

Due to the “imports first policy,” between 1990 and 1991 and between 1995 and 1998
the trade deficit exceeded the total income from cxports. This fact typically indicates that the
demand for imports in Myanmar 18 persistent while the development of an import substitute
industry is still inadequate. Moreover, a so-called export tax was established and it is
considered that the export environment has been deteriorating in recent years, Therefore, it is
very likely that the trade deficit 1s structurally caused. In the 1980s, rice and rice products,
timber related products, minerals and beans were the top four items comprising 80% of export
products. However, except for beans, which are mainly exported by the private sector, these
export percentages have been declining significantly. The decline in exports of items with
high export competitiveness, such as rice (currently only state owned enterprises can export it)
and sesame was directly related to the deterioration of the trade balance. Of course, it is
necessary to make an effort to export new items in the future. However, this fact indicates that
reactivating exparts for major export products is an extremely important policy issue.

The basic aspects of the present trade policies in Myanmar are the coexistence of the
import substitute policy and the export promotien policy, the opening up to the private scctor
of trade items other than the 32 restricted items, and import restrictions (import approvals
limited to the amount of foreign currency gaincd through exports) placed on the private sector
through the “exports first” policy. By opening up items to the private sector, the cxport
turnovers of private companies exceeded those of state owned enterprises between 1994 and
1995. The further opening up of items monopolized by the government and the activation of
exports by private companies hold the major key to the expansion of exports from Myanmar.

The largest problems in relation to the expansion of exports by private companies are
the loss of export competitiveness caused by the 10% export tax (export tax is the common
name, 1t consists of an 8% commercial tax and a 2% income tax), export restrictions by the
government (the existence of restricted items which includes items with export
competitiveness, and import quantity restrictions which categorize items into essential and
non-essential), frequent and sudden changes to the systems and poticies related to exports and
imports, and the shortage of human resources knowledgeable about the trade business.

On the other hand, as pointed out in the major proposed items, when considering export
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ttemns it can be seen that there are some items which should be more open to the private sector,
and some items which should preferably be exported more after identifying the ones with
export competitiveness as items recommended for export. At present, there are eight items
recommended by the Ministry of Trade inclueding rice and rice products. It is desirable that
exporting sesame, sesame oil, copper cathodes, metal casting and kenaf under the leadership
of the private sector be recommended. In particular, exports of rice and sesame need to be
immediately opened up to the private sector and the trade balance in Myanmar needs to be
significantly improved. For example, exports of sesame are restricted in order to produce
sesame oil as a substitute for the import of palm oil. If the total amount of sesame were
exported, more than US$120 million in foreign currency could be procured (1999), which is
equivalent to 8% of the export income (for the same year). When comparing the
manufacturing costs of sesame oil with the import price for palm oil, exports of sesame are

economically more bencficial,

Figure 1-6 “Trade-off' Relationship between Private Sector Initiatives and Government
Intervention (Myanmar’s Exports to Japan in the Past Five Years)
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As seen in the cases of rice and sesame, the government strongly intervenes in exports
by the private sector through restrictions on exports themselves, price control and exchange
rates. The government needs to rednce its intervention in domestic products with export
competitiveness, for example, by not applying subordinated rates to sesame and the garment
industry, which is at present a major industry in Myanmar, and by not controlling the price of
rice and fish. It also needs to increase export incentives to the private sector and drastically
change its policies in relation to exports so that opportunities for exporting major individual

items are given maximum utilization.
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1.4.5 Nurtaring of Private Manufacturers

The government of Myanmar has been promoting the development of private enterprises
since the second half of the 1980s. However, the efforts to promote the development of
private enterprises (manufacturing) are facing many problems due to the deterioration of the
fiscal balancc and foreign exchange revenues resulting from the Asian currency crisis of 1997,
requiring further efforts to achieve the government’s objectives.

In the master plans for the development of private manufacturing enterprises, the macro
structure, such as GIDP composition, the number of company registrations and the scale of
enterprises based on the nember of employees, was analyzed through statistical analyses, and
micro issues have been identified based on questionnaire and interview surveys. The results
of these studics have revealed the following problems and priorities: power shortages,
shortages of raw materials and parts, difficultics in fund-raising, shortages of technological
information, aging of equipment, shortages of experts, cumbersomeness of and frequent
changes in the export and import system, inadequate industrial infrastructure, multiple
exchange rates, the 10% tax on export sales, labor practices in favor of employees which are
disadvantageous to employers, high costs of doing business and a lack of a level playing field
for state-owned enterprises (SOEs) and private enterprises.

An analysis of characteristics of private manufacturing industrics is necessary for
proposing countermeasures against the problems faced by these industries and measures for
their development. The identification of the characteristics of private manufacturing
enterprises cnables the formulation of an SME policy {or rather a household enterprise policy)
that can respond to the problems and priorities faced by household enterprises, which account
for the bulk of private manufacturing enterprises. Such measures will help develop a
development policy for private manufacturing industries which will also respond to the
problems faced of human-tie enterprises and capital-tie enterprises, which are expected to
grow in thc future, albeit in small numbers. The largest characteristic of private
manufacturing enterprises is that in Myanmar, househeld enterprises, human-tie enterprises
and capital-tie enterprises, each of which represents different stages of development, exist side
by side. Among the 690 businesses that responded to our questionnaire, 86% were
household enterprises, 6% were human-tie enterprises and 8% were capital-tie enterprises,
with the household enterprises {personal enterprises) accounting for a dominant share. The
samc survey has revealed that among all the businesses it covercd, sole proprietorship
accounted for an overwhelming 75%, with family enterprises accounting for the second
largest share with 11%.

Based on this amalysis of the characteristics of private manufacturing industries,
development measures for these industries have been examined from the five perspectives of
export-oriented manufacturing industries, import substitution-type manufacturing industries,
the development of supporting industries, the development of rural industries and the

promotion of joint ventures with foreign companies. Thus, development measures have been
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examined taking into consideration problems and priorities faced by each of these types of
industries. The study then formulated measures for the development of SMEs, which
correspond to stages of the development of the organizational format of the business. In
order to cover enterprises in the three stages of development inclusively, short-, medivm- and
long-term policy systems have been developed. The study discussed rather in detail the
concrete measures that need to be implemented in the short-term in particular. These
measures include the redefinition of SMEs, the creation of the SME Development Agency or a
Development Bureau, measures for SME registrations, the enhancement of the functions of
UMFCCI and human resources development, the creation of technical training centers in
industrial zones, the introduction of a system for the sale of state-owned machinery to the
private sector, measures for creating cooperative businesses, measures for industrial land and
measures for SME financing.

With respect to SME financing, the present status of fund-raising by SMEs and funds
supply to SMEs has been analyzed, and an action plan has been proposed to enhance SME
financing.

In addition, the study presents concrete examples of policy proposals for the two
industries that occupy especially important places as Myanmar’s strategic industrics. The
study has formulated and proposes development strategies for the garment-manufacturing and
footwear-manufacturing industries, in which export ratios are particularly high, based on an
analysis of the international market environment and measurement of export competitiveness.

1.4.6 Analysis of the Availability of Human Resources and Resulting Proposals

The overall educational plans in Myanmar consist of the Special Four-Year Plan by the
MOE (Ministry of Education}, which is ongoing, and a new 30-year plan that the government
1s formulating and for which the content has not yet been released. The JICA study team has
determined nine major issues that are cwrrently facing Myanmar with regard to human
resources in the industrial sector. For example, the lack of numbers and quality of skilled
workers who will be a driving force for industrialization, shortages in the total number of
technical human resources, the weak infrastructure for technical development, the lack of
opportunities for managerial-type education for the managements of PMIs (Private
manufacturing industries) and SOEs (State owned enterprises) and insufficient corporate
managerial ability within these managements. There are many issues related to human
resources that need to be considered when forecasting future industrial development in
Myanmar.

Under such circumstances, the following three issues need to be given priority in
particular, as urgent measures in terms of industrial development.
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M| The establishment of Advanced Vocational Training Centers (A-VTC) and
accelerated modernization of Vocational Education and Skills Training (VEST)

B2 The enhancement of managerial education systems, such as PMISs, for reinforcement
of managerial ability

B3 The establishment of an Myanmar Industrial Rescarch Center (MIRC) and the

creation of an industrial information infrastructure.

Technological progress is very slow in Myanmar, not only because of shortages in the
number and quality of technical human resources but also because, in general, plant facilities
are old and there are not many opportunitics {in terms of investment) to renew them. It is
necessary to create a large trend of activating exchanges with foreign countries, such as the
acquisition of overseas technical information, the attraction of FDI, the return of Myanmar
students studying overseas and the acquisition of new opportunities for students to study
Overseas.

Onc of the other major problems is that there is insufficient corporate managerial ability.
Except for a few corporate managements, who arc participating in overseas exchanges through
imports and exports of raw materials or products, there are few opportunitics to acquire
advanced management know-how or to receive education related to management inside
Myanmar. Although Yangon Institute of Economics and the Union of Myanmar Federation of
Chamber of Commerce 