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In 2015, as Myanmar prepared for new elections, the United States Agency
for International Development (USAID) commissioned a set of discussion
papers to review Myanmar’s economic status, benchmark its performance
relative to other countries, and identify priority policy reforms, investments,
and institutional innovations to re-establish the country on a new,
inclusive growth path. This effort has been led by Nathan Associates under
the Private Sector Development Activity (PSDA) and the Association
of Southeast Asian Nations (ASEAN) Connectivity through Trade and
Investment project Economic Reform through ASEAN Integration program.
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Nathan Associates has a long history of providing economic analysis of
the Myanmar economy. Originally headed by the economist Robert R.
Nathan, who helped develop the United States’ first national accounts in
the U.S. Department of Commerce, Nathan Associates was founded in
1946 to provide applied economic analysis services to clients in the United
States and around the globe and started working in Burma in 1951 at the
request of the U Nu Government. The latter sought “advice with respect
to various important aspects of the country’s economy and engineering
problems and assistance in solving practical operating difficulties.” Nathan
Associates worked in Burma until 1959 with two U.S. engineering firms to
deliver this advice, initially with funding from the U.S. Technical Cooperation
Administration (a predecessor to USAID) and later with direct support
from the Burmese government.
In 1953, Nathan Associates, along with the firms of Knappen Tippetts
Abbett McCarthy Engineers and Pierce Management, delivered to the U
Nu Government an 8-year economic and social development program. The
comprehensive plan, “Economic and Engineering Development of Burma,”
laid out a strategy of economic and administrative policies to stimulate
growth in agriculture and irrigation, transportation, telecommunications,
power, and industry, along with an analysis of the country’s macroeconomic
conditions. Unfortunately, what the report called a “golden opportunity”
for rapid growth was lost, as many of the recommendations were set aside
due to political developments in the late 1950s and early 1960s.
The present set of discussion papers is designed to revive the initiative
begun more than 60 years ago, providing a careful analysis of conditions
in Myanmar and recommendations on how the country can accelerate its
integration into the global economy and deliver growth and prosperity to
all of the people of the country.
Lynn Salinger, Principal Associate at Nathan Associates, has led the design
and implementation of the discussion paper series in collaboration with
Steve Parker, Chief of Party of the Private Sector Development Activity, and
Tim Buehrer, Chief of Party of the ASEAN Connectivity through Trade and
Investment Project. Daniel Swift has supervised the effort from the U.S.
Agency for International Development Mission to Burma.
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1. INTRODUCTION

T

he field of macroeconomics
encompasses two central
concerns for any economy:
achieving broad-based and equitable
growth and maintaining macro
economic stability along the growth
path. For developing countries like
Myanmar, it is essential to establish
policies and institutions that foster
rapid and inclusive growth over
the long term as the primary driver
for reducing poverty, delivering
shared prosperity, and mitigating
grievances that provoke unrest and
conflict. Equally vital is the need to
maintain macroeconomic stability
as a prerequisite for sustainable
growth1 and as an end in itself to
avert hardships that result from an
economic downturn, high inflation,
or a financial crisis. For this reason,
the World Bank’s 2014 diagnostic
study in Myanmar, Ending Poverty
and Boosting Shared Prosperity, cites
macroeconomic stability as one of
the “critical foundations for growth,
inclusiveness and sustainability.”2
It is also one of the foundations for
Myanmar’s development program,
as expressed in its Framework for
Economic and Social Reforms (FESR).
In this context, the present study
has four objectives: first, to provide
an overview of macroeconomic
trends and conditions in Myanmar;
second, to provide non-specialists
with a concise explanation of how

macroeconomic policies work;
third, to examine key policy issues
relating to the twin objectives of
inclusive growth and macroeconomic
stability; and fourth, to recommend
programmatic priorities for
consideration by the United States
Agency for International Develop
ment (USAID)/Burma through its
Private Sector Development Activity
(PSDA). The study is based on a
review of available data, insights from
recent studies on macroeconomic
policy issues, and interviews in the
field.
Section 2 reviews Myanmar’s recent
macroeconomic performance,
including a note on data problems
and the importance of statistical
development as a key input for policy
management. Section 3 examines
policies for sustainable and inclusive
growth, including a brief explanation
of the determinants of growth, and
the types of policies and reforms that
are conducive to inclusive growth.
Section 4 examines requirements for
maintaining macroeconomic stability,
with detailed discussions, in turn,
of fiscal policy and monetary policy.
The section also touches on interest
rate and exchange rate policies.
Section 5 concludes with a summary
of key findings and a short list of
recommendations on programmatic
priorities for strengthening
macroeconomic policy management.

1
In 2008, the international Commission on Growth and Development produced a report for the World
Bank, The Growth Report: Strategies for Sustained Growth and Inclusive Development. The commission
found that five ingredients have been common to all countries that succeeded in achieving rapid and
sustained growth over the past 50 years: committed and capable leadership; participation in global linkages;
macroeconomic stability; high rates of saving and investment; and a major role for market allocations.

World Bank (2014, 30). The other “critical prerequisites” cited in this report are: facilitating the political
transition; enhancing social inclusion; and strengthening public sector capacity and governance.
2

2
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2. MYANMAR’S
MACROECONOMIC
PERFORMANCE3

T

his background section
presents a statistical portrait
of Myanmar’s recent and
current macroeconomic performance,
covering gross domestic product
(GDP) growth, poverty rates, and key
indicators on fiscal, monetary, and
external sector conditions.4 Before
turning to the numbers, however, a
caution is in order on the quality and
availability of macroeconomic data
for Myanmar.

Data quality has improved
considerably since
unification of the exchange
rate in April 2012 ... But
glaring problems remain...

CAUTIONARY NOTE ON
DATA QUALITY
Anyone studying the economy of
Myanmar has to be aware of
deficiencies in data quality, coverage,
availability, and timeliness. The
World Bank produces an annual
rating of statistical capacity for each
country. On a scale from 0 to 100,
with 100 being best, Myanmar’s
score in 2014 was 47—far below
the average of 71 for developing
countries in the East Asia and Pacific
region.5 The International Monetary
Fund (IMF) provides a more detailed
assessment, particularly for economic

3

data. According to the Fund, data
reports in Myanmar have been
irregular, untimely, or unavailable
even for key statistics such as GDP,
the government budget position, the
external current account balance,
and interest rates.6 The Fund’s
General Data Dissemination System
(GDDS) website reports that only
three macroeconomic data series have
been meeting international standards
for periodicity and timeliness:
data on exchange rates (daily), the
consumer price index (monthly), and
merchandise trade (monthly).7
Data quality has improved
considerably since unification of the
exchange rate in April 2012 because
international transactions are no
longer recorded at an extremely
artificial official exchange rate. But
glaring problems remain, such as (1)
the omission of a large and opaque
amount of off-budget revenue and
expenditure in the fiscal statistics;
(2) non-standard treatment of state
economic enterprises in the budget
data; (3) limited coverage of private

The statistical review in this section is mainly based on data available in English as of October 2015.

The discussion here draws on a variety of data sources but most heavily from the IMF’s Article IV Review
for 2015 (IMF 2015a). The IMF tables include data not yet available through official sources. Some numbers
reported by the IMF deviate from official data due to adjustments made by the Fund mission reflecting
perceived problems with the official statistics or revisions to conform more closely to international
standards for data presentation.
4

Source: World Bank, Statistical Capacity Indicators, http://databank.worldbank.org/data/reports.
aspx?source=Statistical-capacity-indicators#, accessed September 28, 2015. The index is based on an
assessment of three factors characterizing the compilation of statistics: statistical methodology; periodicity
and timeliness; and quality of the source data. For Myanmar, the quality of source data received an
especially low score of 20 (out of 100).
5

6

IMF (2015a), Informational Annex, pp. 14–15.

See the Fund’s GDDS Bulletin Board for Myanmar: http://dsbb.imf.org/Pages/GDDS/SOOCtyCtgList.
aspx?ctycode=MMR.
7
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sector and informal sector activities
in the national accounts statistics,
not to mention illicit activities
such as jade smuggling;8 (4) large
differences in estimates from various
sources on the production of rice,
the country’s predominant crop;9 and
(5) an absence of timely monetary
surveys from the central bank, which
is a straightforward exercise in most
countries.10 Due to data deficiencies,
government officials themselves have
a limited view of economic conditions
and trends, introducing extra
uncertainty into the process of policy
management. These deficiencies also
seriously constrain efforts to produce
evidence-based policy analysis.11
The Myanmar government and
the Central Bank of Myanmar
(CBM) have established a plan for
strengthening and modernizing the
statistical system, with pledges of
support from Japan and the IMF
among others.12 A notable recent
improvement was the activation of
the Myanmar Statistical Information
Service (MMSIS) website in English

(http://www.mmsis.gov.mm),
providing convenient public access
to a variety of economic (and other)
statistics. However, the portal is
still very slow, and the data options
are limited. In addition, much
of the statistical content remains
problematic.13
Far more support is needed to
modernize the statistical foundations
for economic governance,
programming development assistance,
framing business decisions, and
policy advocacy by academia and
civil society. Involvement in statistical
development therefore warrants
close consideration by USAID/
Burma as a potential priority for
PSDA. Specific options for attention
could include providing support for
developing systems for producing
and disseminating monthly reports
on monetary statistics and quarterly
reports on the fiscal performance, as
well as co-funding major statistical
surveys that are needed for improving
national accounts estimates.

A recent report from Global Witness (2015) estimates that the value of illicit production of jade could be
as high as 46 percent of GDP. Myanmar is also considered to be one of the world’s leading sources of illicit
narcotics. This issue is discussed further in Box 3 below.
8

For 2014-2015, the Food and Agriculture Organization estimate for rice production is 19.7 million metric
tons, whereas the U.S. Department of Agriculture estimate is 12.6 million metric tons. Source: World Bank
Myanmar Economic Monitor (2015, 8).
9

As of mid-October 2015, the most recent annual report available on the Central Bank of Myanmar
(CBM) website in English is for fiscal year (FY) 2011/12; the website has no monthly or quarterly reports.
More recently the Central Statistical Organization (CSO) has begun to publish and post a monthly report
on selected economic indicators, which includes data on the money supply and interest rates (see the
MMSIS website). As of late January 2016, the latest money supply data from this source referred to July
2015, giving a 6-month lag.
10

Much of the data analysis in this paper is presented in the form of ratios to GDP. Although GDP
measures are subject to substantial but unknown errors, they do consistently capture most formal sector
activity and at least rough estimates for the informal sector. Thus, it is still useful to express various indictors
as ratios to GDP to obtain perspective on their size relative to measured economic activity.
11

The plans are summarized on the IMF’s GDDS website: http://dsbb.imf.org/Pages/GDDS/
SummaryReport.aspx?ctycode=MMR&catcode=s1.

... per capita income is rising
by more than 7 percent per
year. If this can be sustained,
per capita income can
double in 10 years and rise
four-fold in just 20 years.

ECONOMIC GROWTH
PERFORMANCE
Myanmar’s economy has been
growing rapidly. According to
official statistics (which the IMF
has endorsed), the growth rate has
averaged more than 8 percent per
year for the past 3 years. The Fund
projects that the rate will remain
above 8 percent for at least the next
3 years.14 With an annual rate of
population growth just under 1
percent, per capita income is rising by
more than 7 percent per year. If this
can be sustained, per capita income
can double in 10 years and rise fourfold in just 20 years.
Beyond the overall growth rate, the
structure of growth and the distribution
of benefits are also vitally important.
In the past 2 years, natural resource
extraction—especially exports of
natural gas—has been a magnet for
foreign investment, as has investment
in telecommunications. Energy
production, however, has not been
the main driver for growth of the
economy overall because the sector
is still relatively small as a share of
the economy; for example, according
to the latest available statistics, for
FY2014/15, energy production
accounted for only 6 percent of GDP
(World Bank 2015a).15 The most
important contribution to GDP
growth has
come from the more laborintensive services sector, reflecting
developments in telecommunications,
tourism, and transportation, as well
as financial services, along with steady
growth in retail and wholesale trade.

Regarding income distribution, the
2009-2010 Integrated Household
Living Conditions Assessment
(IHLCA) found that 25.6 percent
of the population were then living
below the poverty line, defined as
an income adequate to satisfy basic
calorie needs given observed patterns
of food and nonfood consumption
(United Nations Development
Program [UNDP] 2011). For rural
households the poverty rate was 29
percent, compared to 15 percent for
urban households. Using the same
methodology, a previous household
survey in 2005 found the poverty
rate to be 31 percent, implying a
drop of six points in the incidence of
poverty between these survey years.
Moreover, the 2010 IHLCA showed
a slight improvement from the 2005
in the bottom quintile’s share of total
household consumption expenditure;
this finding suggests that the pattern
of growth benefited poor households
more or less in proportion to overall
national gains in living standards.
Nonetheless, the incidence of poverty
remains very high, especially among
rural households. This justifies a
strong concentration on creating a
policy environment and business
climate to sustain rapid and inclusive
growth.
Using the same 2010 IHLCA data
and the same calorie consumption
standard for defining the poverty
line, the World Bank produced an
adjusted estimate of the poverty
rate taking into account the need
for expenditures on health care and

12

IMF (2015a, 28). The World Bank (2015a) projects slightly lower growth due to effects of widespread
floods in 2015 and slow implementation of private investment projects.
14

For example, as of early November 2015, the MMSIS table for the Broad Money Survey only had
annual data through 2014; it ought to show up-do-date monthly data. Again, a table providing data on jade
production has a header indicating that the series runs from February 2004 to April 2015, but only the 3
months of figures appeared on the screen. The portal also offers an “analysis” function, but it is difficult to
use, and some spot-check testing found errors in the conversion of annual data into year-to-year growth
rates.
13
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This figure covers the value added in the production of gas, oil, and other energy products. It likely
excludes the value added in processing and transporting these energy products, which would appear under
other industrial subsectors. Data were not available on the contribution to GDP from these downstream
activities from energy production.
15
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consumer durables. By this measure,
the overall poverty rate in 2010 stood
at 37.5 percent, with 76 percent
of the poor living in rural areas in
2010.16 The Bank’s analysis shows
a large clustering of households
just above and below the adjusted
poverty line. Thus, broad-based
growth should produce a rapid
decline in the poverty rate. By the
same token, however, any economic
setback could push many families
back under the poverty line. More
recent data on poverty incidence and
the distribution of gains from growth
should be forthcoming from analysis
of the 2014 census results and,
hopefully soon, another round of the
IHLCA.
A longer look back at the growth
record provides an interesting
perspective on Myanmar’s economic
performance. The historical trends are
blurred by political interference with
national accounts statistics, especially
from the early 1990s to the recent
era of reform.17 One can still gain
insights, though, by using data from
before 1991 and after 2011.18 The
most astonishing observation from
this exercise is the lack of structural
transformation: over the past half
century, both the share of the labor
force in agriculture and agriculture’s
share of GDP have hardly changed.19

Furthermore, a consistent series of
national accounts data from the
United Nations shows that per capita
income growth was negative in real
terms between 1970 and 1990—a
period in which most countries in
the region achieved rapid growth and
economic transformation.
Comparing Myanmar’s GDP at
constant prices for 1990 and 2013
from the United Nations Statistics
database (2013 being the latest
year available from this data series)
one gets an average growth rate of
9.2 percent. This is an impressive
result by any standard, especially
considering the repressive military
rule and international sanctions
that were in place for much of the
period. Even if these numbers are
also questionable, all indicators show
that GDP per capita has indeed
risen substantially over the past
quarter century. These gains reflect
the benefits from a sequence of
economic reforms that began halfheartedly and haltingly in 1987 with
abandonment of the “Burmese way
of Socialism” (World Bank, 2014,
15) and intensified after the election
in 2010. As a result, Myanmar has
emerged from being one of the
poorest countries in the world to
attaining lower-middle income status,
with per capita income of US$1,270,

16

See UNDP (2011) and World Bank (2014, 22–23).

17

Thanks to Prof. Sean Turnell for information on the data history.

The historical national accounts statistics for Myanmar used here are taken from the United Nations
Statistics website (http://unstats.un.org/unsd/economic_main.htm), using the data series on real GDP at
constant 2005 prices (in local currency units). As noted earlier, data quality improved considerably in April
2012 when the statistical effects of using an extremely artificial exchange rate ended.

... with per capita income of
US$1,270...Myanmar is still
the second poorest country
in the region, ahead of only
Cambodia.

using the World Bank’s most recent
estimate. Yet Myanmar is still the
second poorest country in the region,
ahead of only Cambodia.
In summary, Myanmar has achieved
high rates of growth in recent years.
Barring unexpected economic or
political shocks or policy
mismanagement, the economy is
likely to sustain this rapid growth for
the foreseeable future. Evidence from
household surveys in 2005 and 2010
suggest that the pattern of growth
has been moderately pro-poor, but
more up-to-date data on poverty and
income distribution are badly needed.
The challenge now is to devise and
pursue policies to ensure that rapid
growth is not only sustained but
also broad-based, delivering benefits
especially to the many households
living in poverty, and to minority
groups whose participation in the
benefits of growth may be crucial for
consolidating the peace process.
MACROECONOMIC
STABILIZATION POLICY
Turning to macroeconomic
stabilization policy, there are two
primary policy objectives: first, to
avert costly economic contractions;
and second, to keep inflation under
control. To achieve these objectives,

the government has two main
tools: fiscal policies, which operate
through the government budget, and
monetary policies, which operate
through actions of the central
bank affecting the money supply,
interest rates, and credit conditions.
Along with prudent management
of fiscal and monetary policies,
macroeconomic stability also requires
effective supervision of the financial
system to avoid financial crises, as
well as an appropriate exchange rate
policy to prevent crises stemming
from balance of payments problems
and serious economic distortions,
which will be discussed later.
This section reviews Myanmar’s
recent performance in each of these
policy areas, drawing mainly on data
and projections from the 2015 IMF
country review for Myanmar,20 as
summarized in Table 1. The basic
picture is one of expansionary fiscal
policy and rather loose monetary
policy, contributing jointly to rising
inflation and depreciation of the kyat
in the market for foreign exchange.
This combination creates a risk of an
inflationary spiral that the authorities
need to address seriously through
moderate tightening of both policy
levers.21

18

The United Nations Yearbook of National Accounts Statistics: 1965 reported that agriculture accounted
for 32 percent of Burma’s GDP in 1960; the World Bank’s first World Development Report in 1979
reported that 68 percent of Burma’s labor force worked in agriculture in 1960.
19
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IMF (2015a). The IMF budget projections differ in some respects from official government projections,
based on the Fund’s assessment of recent trends and likely outcomes for government revenues and capital
expenditures.
20

In addition to the IMF’s country review for 2015, detailed discussions of macroeconomic policy issues in
Myanmar can be found in the Fund’s paper on Selected Issues (IMF 2015b) and in recent reports from the
World Bank (2015a) and the Asian Development Bank (Oo et al. 2015 and Nijathaworn et al. 2015).
21
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TABLE 1: KEY MACROECONOMIC INDICATORS FOR MYANMAR, BY FISCAL YEAR (FY)

2012/13
A. Output and Prices
Real GDP growth
Inflation (CPI, end-period)

IMF Est.
2013/14

IMF Est.
2014/15

Fiscal Policy
IMF Proj.
2015/16

IMF Proj.
2016/17

7.3
4.7

8.4
6.3

(Percent change)
8.5
7.4

8.5
13.3

8.4
10.2

B. Union Government Budget\1
Revenue and Grants
		 Tax Revenue
		
Transfers from SEE to Union Gov’t
		
Other non-tax revenue
		 Grants
Expenditure
		 Expense
		
Net aquisition of nonfinancial assets
Net lending (+) or borrowing (-)
		
of which: financing from CBM
Public Debt
		
External
		
Internal

9.7
7.1
1.6
0.9
0.1
13.6
7.4
6.2
-3.9
1.4
43
25
18

11.0
7.8
1.4
1.6
0.3
14.2
8.2
6.0
-3.2
0.7
35
18
17

(Percent of GDP)
13.1
8.2
0.5
3.8
0.5
16.6
10.7
5.9
-3.6
2.2
32
14
18

11.6
8.3
0.9
2.0
0.5
16.0
10.7
5.3
-4.4
1.0
33
16
17

11.5
8.5
0.9
1.6
0.5
15.8
10.7
5.1
-4.4
0.5
33
16
17

C. Money and Banking
Reserve money (RM)
Broad money (M2)
Domestic credit to the private sector
Deposits in the banking system

21.2
38.6
10.3
24.6

20.2
51.3
19.2
35.1

19.5
54.3
21.7
37.5

Growth of reserve money (RM)
Growth of broad money (M2)
Growth of domestic credit
		 of which: credit to the private sector
Growth of deposits in the banking system

34.2
46.6
5.1
50.5
67.4

17.9
31.7
34.7
45.2
31.7

16.9
28.4
30.3
36.7
29.3

2.5
2.0
60.8

2.8
1.8
65.7

Money multiplier (=M2/RM)
Velocity of money (=GDP/M2)
Credit to the economy/deposits (in percent)
D. External Sector
Current account balance
Merchandise trade balance
		 Exports
		
of which: gas
		 Imports
CBM reserves (months of total imports)
Exchange rate, end of period (Kyat/US$)

1.8
2.6
44.2

-4.2
-3.8
18.6
6.6
-22.4
2.4
880

(Percent of GDP)
21.7
21.0
44.7
47.4
13.7
16.1
30.2
32.5
(Percent change, year on year)
17.0
11.4
32.7
21.7
24.6
28.8
52.5
35.5
40.6
23.7
Ratios
2.1
2.3
2.2
2.1
48.4
55.1

(Percent of GDP, except as otherwise indicated)
-5.2
-6.1
-8.9
-4.6
-8.2
-11.6
19.9
19.6
18.9
5.8
6.8
5.4
-24.4
-27.8
-30.5
2.8
2.8
2.5
965
1027
na

Source: IMF (2015a)
\1 The IMF (2015a) report presents fiscal data in terms of the Consolidated Nonfinancial Public Sector accounts,
which include receipts and expenditures of State Economic Enterprises, which are not part of the Union Budget as
such. The presentation here excludes these items.

Table 1 shows a variation on the
IMF budget projections, computed
by excluding SEE expenditures and
revenues other than revenue that is
actually transmitted to the Union
government. On this basis, the deficit
has been between 3 and 4 percent of
GDP over the past 3 years. The IMF
expects this (more standard) version
of deficit to increase to over 4 percent
of GDP beginning with the current
fiscal year (FY2015/16).
This budget program requires the
public sector (including SEEs) to
raise approximately 5 percent of GDP
per year in financing through the
issuance of debt. In fact, the Union
budget law for FY2015/16 capped
total government borrowing at kyat
3.9 trillion (World Bank 2015, 29),
which is 5 percent of projected GDP

However, if deficits are too large,
then macroeconomic problems can
arise even when debt financing is
used for the purpose of investment.
Macroeconomic problems can
arise through several channels.
To the extent that government
borrows from the CBM, the effect
is to finance expenditure through
“printing money.” For FY2014/15,
such financing by the central bank
amounted to 2.2 percent of GDP.
The IMF anticipates that financing
by the CBM will decline with
development of the market for
government securities and from larger
flows of support from international
agencies (such as the World Bank
and the Asian Development Bank
[ADB]) for development projects. But
borrowing from international lenders
can also lead to monetary expansion,
inflationary pressure, and possibly
an appreciation of the real exchange
rate, to the extent that the inflows

The present study focuses on Union-level fiscal policy. For a detailed discussion of subnational budget
issues, see Bissinger (2016).
22

For the consolidated public sector, inclusive of SEE budget flows, current expenditures exceed total
revenues. Hence the overall government position entails a negative contribution to national saving. Note
that the IMF data tables refer to current and capital expenditure as “expense” and “net acquisition of
nonfinancial assets.” The terms used here are technically out of date, but they are easier for readers to
understand.
23

Note: CPI = Consumer price index
Source: IMF 2015a
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The government’s stated fiscal target
is to maintain a consolidated budget
deficit—including revenues and
expenditures of non-financial state
economic enterprises (SEEs)—below
5 percent of GDP.22 The deficit, so
defined, was under 3 percent of GDP
over the past 3 years mainly due to
one-off revenues such as the sale of
telecommunications licenses. Looking
ahead, the consolidated government
budget projects that total revenue will
amount to 19.2 percent of GDP, and
that total expenditure will reach 24.9
percent of GDP, yielding a deficit
of 5.7 percent of GDP. The IMF
projects better revenue performance,
yielding a projected deficit of 4.8
percent of GDP, and similar deficits
over at least the next 2 years.

at that time. The borrowed funds can
come from four sources: domestic
savers, domestic banks, international
lenders, or the CBM. Moderate
deficits are not a cause for concern
in terms of macroeconomic stability,
especially if borrowed funds are used
for purposes that enhance economic
growth—such as efficient investment
in economic infrastructure—or in
education and health services. Since
the Union government’s current
revenue has exceeded current expenses
each year (excluding the SEEs), the
government budget has actually been
contributing positively to national
saving, effectively using new debt to
finance capital expenditures.23

STRENGTHENING MACROECONOMIC MANAGEMENT IN MYANMAR

STRENGTHENING MACROECONOMIC MANAGEMENT IN MYANMAR

11

of foreign exchange are converted
to kyat and used on domestic
expenditures. The sale of government
securities to domestic banks also has
a downside: depending on economic
conditions, the borrowing can crowd
out financing that could otherwise be
available for private investment.
As will be discussed in Section 3,
one can only determine the prudent
threshold for sustainable deficit
financing through careful modeling
of the economic conditions. For now,
analysis by the IMF and the World
Bank indicates that the government
debt is on a sustainable path.24 The
Fund still recommends moderate
tightening of the budget, primarily
through tax reforms to strengthen
revenue collection, in order to reduce
the fiscal stimulus to aggregate
demand. It is important to recognize
that when aggregate demand grows
more quickly than aggregate supply
(i.e., production) in the economy,
the imbalance becomes a trigger for
inflation, a larger trade deficit, and
pressure on the exchange rate.
Monetary Policy and Financial
Sector Performance
The financial system in Myanmar has
been rebounding from extraordinarily
low levels of development following
decades of financial repression,
episodes of forced demonetization,
and a banking crisis in 2003. Between
FY2012/13 and FY2014/15, the
money supply (M2) increased
from 38.6 percent of GDP to 47.4
percent, even as GDP itself was
growing rapidly. Over the same
period, deposits in the banking
system increased from 24.6 percent of
GDP to 32.5 percent, and domestic

credit to the private sector rose from
an incredibly low 10.3 percent of
GDP to 16.1 percent. Even with
these gains, all indicators show that
financial deepening in Myanmar
is still very low compared to most
countries in the region. Still, the
rapid increase in these figures shows
that the economy is in the process of
remonetization and that the people of
Myanmar are gaining new confidence
in the banking system. At this point
in the recovery process, however,
such confidence is still fragile and
could easily be reversed by political
reversion or economic instability in
the form of rising inflation or a new
banking crisis.
Along with high GDP growth,
the process of remonetization—
that is, rising demand for money
balances—provides room for allowing
the money supply to grow fairly
rapidly without creating inflationary
pressure. Yet inflation has, in fact,
been accelerating. This is a troubling
signal that the growth of M2 has
been excessive relative to the public’s
demand for money balances. In
simpler terms, monetary policy
has been too loose to maintain
macroeconomic stability. Specifically,
the money supply expanded by 21.7
percent in FY2014/15, following an
increase of 32.7 percent the previous
year. Meanwhile, CPI inflation
increased from a moderate 4.7
percent in FY2012/13 to 7.4 percent
in FY2014/15. The IMF expects
this worrisome trend to continue,
projecting that inflation will climb
above 13 percent in FY2015/16
despite falling world prices for fuel,
raw materials, and staple crops.25 In
sharp contrast, most countries in the

The IMF’s 2015 country report shows that consolidated public debt totaled 32 percent of GDP in
FY2014/15, including just 14 percent for external debt and 17 percent for domestic debt. (IMF 2015a)
(These figures do not add to the total due to rounding.) Both the external and domestic debt loads are
relatively low by most standards, leaving room for prudent financing of moderate budget deficits.

It is very important to deal
with these inflationary
pressure before they build
into a spiral of rising wages
and prices, a depreciating
exchange rate, and loss of
confidence in stability of the
currency.

region are enjoying inflation rates
below 5 percent. It is very important
to deal with these inflationary
pressures before they build into a
spiral of rising wages and prices, a
depreciating exchange rate, and loss of
confidence in stability of the currency.
Why has M2 been growing so
rapidly over the past few years in
Myanmar? In essence, growth of
the money supply is determined by
two factors: an expansion in reserve
money (RM), which is under direct
control of the central bank,26 and
an increase in the ratio of M2 to
RM (called the “money multiplier”),
which is determined mainly by the
extent of deposit creation via bank
lending. Over the past 2 years, the
growth of reserve money was far
less than the growth of M2; indeed,
the ratio of RM to GDP actually
declined slightly. Hence, the growth
of M2 was driven primarily by the
money multiplier, stemming from a
rapid expansion of bank credit to the
economy.
To reduce the pressure on inflation
from excessive growth in the money
supply, the central bank needs to
target slower growth in reserve
money and take steps to tighten
bank liquidity. The first part of this
formula is where fiscal policy enters
the picture. In FY2014/15, the Union
government drew on the CBM for
deficit financing amounting to 2.2
percent of GDP. This single factor
explains most of the increase in RM
that year.27 The government could
therefore facilitate CBM efforts

to reduce inflation by modestly
tightening fiscal policy combined
with further development of the
domestic bond market to enable
greater reliance on nonbank sources
of debt financing.
Another issue suggested by inter
national experience is that rapid
expansion in bank lending can be a
warning sign for possible financial
instability. Over the past 3 fiscal
years, credit to the private sector
in Myanmar increased by 50.5,
52.5, and 35.5 percent per year,
respectively. The IMF projects that
lending will continue to grow rapidly
this year by an estimated 45 percent
(see Table 1). Some recent reports on
the financial system regard this rapid
expansion of credit without alarm
because it started from a very low
base and because banks are lending
on the basis of property as collateral.
These considerations, however, do
not provide a convincing case for
complacency for two reasons. First,
the valuation of collateral can be
problematic, especially where banks
have little experience lending to the
private sector and where property
prices appear to be experiencing
bubble behavior. These risks are
heightened by possible deficiencies
in corporate governance in the banks
that are controlled by the state, the
military, and influential industrial
groups. Second, for banks that have
been relatively inactive for decades as
financial intermediaries, it takes time
to develop experienced personnel
and the operational systems needed

The World Bank (2015a) is slightly more optimistic, projecting that inflation will increase to 11.3 percent
for the current fiscal year.
25

Reserve money consists of cash in circulation outside the banking system, plus cash reserves held by the
banks (including reserves held in the form of deposits parked at the central bank by commercial banks).
The Central Bank can control changes in reserve money directly through transactions with other economic
agents (including the government) that either inject or withdraw currency balances from circulation.
26

24
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At the beginning of the year, RM was 21.7 percent of GDP and RM grew by 11.4 percent during the
year. Combining these figures, RM growth amounted to 2.5 percent of GDP, of which 2.2 percent can be
attributed to central bank financing of the government deficit.
27
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to effectively manage the credit risks
inherent in a surge of lending. In the
interests of macroeconomic stability,
both the government and Myanmar’s
development partners should
therefore place an urgent priority on
modernizing prudential regulations
and strengthening CBM’s capacity for
banking supervision.
Balance of Payments and the
Exchange Rate
Macroeconomic instability can also
arise through a country’s external
accounts, either from unsustainable
balance of payments deficits or
market reactions to government
efforts to maintain a disequilibrium
exchange rate. The external accounts
for Myanmar show reasons for
concern in the form of a large trade
deficit, meager official reserves of
foreign exchange, and pressure on the
exchange rate.
Myanmar’s deficit on trade in goods
has been mushrooming in the past
3 years due to soaring demand
for imports combined with only
moderate growth in exports. The
World Bank (2015a) points out that
imports have grown not only because
of pent-up demand for consumer
goods but also a large demand for
capital goods and intermediate goods,
which accounted for nearly threefourths of total merchandise imports
in the last 2 years. On the other
side of the trade ledger, natural gas
accounted for over one-third of total
exports in FY2014/15, according to
IMF data.28 Although gas production
is increasing from large-scale foreign
investments coming on line, the
dollar value of exports has not kept
pace due to the collapse of world
market prices for fuels. In addition,
there are likely to be very large
28

unrecorded export earnings through
illicit trade in jade and timber (and,
to a lesser extent, drugs).

in the foreign exchange market to
smooth out fluctuations is limited by
the lack of reserves.

This pattern contributed to a
measured deficit for merchandise
trade in FY2014/15 amounting
to 8.2 percent of GDP. The IMF
projects that the trade gap will jump
in FY2015/16 to 11.6 percent of
GDP. The overall current account
deficit is somewhat smaller due to
an improvement in trade in services,
mainly from tourism revenues, and
an expansion in foreign aid in the
form of official transfers (albeit
from a low base). By far the most
important source of financing to
cover the current account deficit
has been from net inflows of foreign
direct investment (FDI)—mainly
for investments in natural gas
and telecommunications, but also
manufacturing. This dependency
on FDI entails risks, in that large,
foreign-financed investment flows can
be erratic and can drop quickly in the
event of political instability or serious
backtracking on economic reforms.
These risks also apply to foreign aid
inflows.

In any case, it is critically important
for the government and the CBM
to refrain from resisting a marketdriven depreciation of the kyat rate
through administrative controls.
Efforts to maintain an artificially
strong currency would cause the
parallel market for foreign exchange
to re-emerge, along with a rush of
distortionary rent-seeking, self-serving
arbitrage on the part of the elites, and
incentives for corrupt practices to
gain access to foreign exchange at the
artificially favorable official rate.

Even under current conditions,
the net inflow of capital has not
been large enough to allow the
CBM to boost its stock of official
foreign exchange reserves. These
reserves continue to cover less than 3
months of total imports, providing
a precarious cushion for stabilizing
transient imbalances that may arise
in the market for foreign exchange
through trade transactions or capital
outflows. With a purely floating
exchange rate, this would not be
much of a concern. Under the
managed float currently in place, the
scope for central bank intervention

The World Bank (2015, 13) reports a higher figure of 42 percent.
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...it is critically important
for the government and
the CBM to refrain from
resisting a market-driven
depreciation of the kyat
rate through administrative
controls.

Since the managed float was
introduced in April 2012, the kyat
has steadily depreciated, from 822
kyat/US$ initially to 1027 kyat/US$
at the end of FY2014/15 and 1277
kyat/US$ at end-October 2015. As
a result, any dollar earnings from
exports now translate into 53 percent
more kyat revenue than they did
in early 2012. But it also takes 53
percent more kyat to purchase each
dollar’s worth of imports. Given that
imports account for nearly 30 percent
of GDP and that most imports are
denominated in dollars, this nominal
depreciation of the kyat has been
a significant factor contributing to
the elevated inflation rate. But this
relationship also works the other way
around: to the extent that Myanmar’s
inflation rate exceeds those of its
trading partners (with Thailand and
China predominating), the divergence
contributes to the weakening of
the kyat in the foreign exchange
market. This is yet another reason
for focusing on the underlying stance
of macroeconomic policy to bring

inflation under control.
It is important to note that
Myanmar’s main trading partners
have also seen their currencies
depreciate against the U.S. dollar
in recent years, as the dollar has
appreciated more or less across
the board due to conditions in the
international financial markets. What
matters for trade competitiveness is
whether the pace of kyat depreciation
against the dollar has been faster or
slower than the corresponding rate of
currency depreciation for Myanmar’s
trading partners. To see this, consider
a hypothetical contract to import
supplies from a company in China.
Even if the contract is denominated
in U.S. dollars, the Chinese supplier
is concerned with the amount earned
when the payment is converted from
dollars into yuan.
After taking into account both
exchange rate movements and
inflation differentials, Myanmar
products became slightly less
competitive between 2013 and late
2015 relative to the country’s full
set of trading partners. Figure 1
presents data on the real effective
exchange rate (REER) for Myanmar,
as estimated by the IMF.29 The
REER is an index number calculated
from a trade-weighted average of
bilateral exchange rates, adjusting
for differences in the rate of inflation
in each country. The graph shows a
mild appreciation of the REER for
Myanmar from mid-2013 through
March 2015. This may have been
a sign of incipient Dutch disease,
which refers to the adverse effect
of rapidly growing natural resource
revenue on the competitiveness of
other domestic industries through

An increase in the REER implies that the currency is strengthening overall relative to its trading partners:
that is, domestic goods are becoming less competitive in the export market, and imports are becoming
more competitive in the domestic market. The author thanks the IMF Myanmar desk economist for
providing REER time series data underlying the graph shown in IMF (2015a, 24).
29
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some combination of exchange rate
effects and inflationary pressures from
monetization of foreign exchange
earnings. It is therefore important
for the authorities to monitor the
REER carefully and to coordinate
monetary and exchange rate policies

to ensure that extractive natural
resource exports do not inhibit
broad-based growth and job creation
through labor-intensive structural
transformation. (This is discussed
further in Section 4.)

FIGURE 1: MYANMAR’S REAL EFFECTIVE EXCHANGE RATE, APRIL 2012 TO JUNE 2015
Real Effective Exchange Rate (REER)
(April 2012 = 100.0)
102.0
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Source: IMF (2015a).

THE ROAD AHEAD?
This section has examined Myanmar’s
performance with regard to the two
primary objectives of macroeconomic
policy: sustaining rapid and
inclusive growth over the medium
to long term and maintaining
macroeconomic stability through
policies to smooth out business cycles
and create resilience to economic
shocks. On both counts, the country
has performed reasonably well
since 2010, when the government
began pursuing major political and
economic reforms, and the high
growth rate is on track to continue
for the immediate future. Yet there
are questions about the structure of
growth—will it be narrowly focused
on extractive industries, or broadbased and inclusive—and concerns

16

about economic stability due to
loose monetary and fiscal policies,
extremely rapid expansion in bank
lending, and the growing gap between
imports and exports.
To gain a clear picture of the road
ahead, it is vitally important to under
stand the economic fundamentals for
effective macroeconomic manage
ment and the requirements for
Myanmar to modernize the policies
and institutions that will drive
macroeconomic performance in the
future. The remainder of the paper
therefore shifts focus to an analysis
of these policies and institutions,
looking first at programming for
inclusive growth in Section 3 and
then at programming for macro
economic stabilization in Section 4.
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3. PROGRAMMING FOR
INCLUSIVE GROWTH
Governments pursue eco
nomic growth not as an end
in itself, but as an essential
and powerful instrument for
reducing poverty, expanding
opportunities, and improving
material welfare for the

G

overnments pursue
economic growth not as
an end in itself, but as an
essential and powerful instrument
for reducing poverty, expanding
opportunities, and improving
material welfare for the citizens.30
If tangible improvements in the
quality of life are widely distributed,
then economic progress can also be
a cornerstone for securing political
legitimacy. Figure 2 illustrates the
power of compound growth for

improving standards of living.
Starting at Myanmar’s actual per
capita income of around US$1250
in 2015, an annual growth rate
averaging 6 percent per capita over
2 decades would nearly quadruple
incomes in a single generation.
In contrast, if per capita growth
averaging 2 percent per annum is
pursued, the ensuing income level 20
years hence would be below that of
Viet Nam today.

citizens.
FIGURE 2: SCENARIOS FOR PER CAPITA INCOME GROWTH, 2015-2035
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This section updates and modifies the framework for growth strategy in Bolnick (2000) to fit conditions
in Myanmar.
30
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Similar arithmetic applies to the link
between growth and social services
for alleviating poverty. Human
development can improve directly
at any level of income through
the provision of better health
services, education opportunities,
or conditional cash transfers. But
resources to finance such programs
are terribly constrained by the low
level of income overall in Myanmar.
Present expenditure on education,
health, and social welfare totals just
3 percent of GDP, which works out
to less than US$40 per person—an
abysmally small budget for such
vital services. Some improvement
can be achieved via tax reforms and
budget reallocations. But only rapid
growth can make it possible to double
financial resources for essential public
services over the next decade and
quadruple those resources over two
decades. In turn, improvements in
education and health contribute to
growth as investments in human
capital, creating a virtuous circle of
positive reinforcements.
Although these calculations are
hypothetical, they reflect reality.
Every country that has sustained
rapid growth for at least two decades
has achieved enormous progress
in poverty reduction and human
development, whereas poverty has
remained deeply entrenched in poor
countries where growth has been slow.
The emphasis here is on sustained
rapid growth. Many countries have
achieved temporary spurts of rapid
growth due, for example, to transient
improvements in the price for natural
resource or commodity exports,
or rebound effects from a crisis or
conflict. Often such temporary
sources of growth fail to establish a
foundation for sustainable growth
that is needed to deliver broad and
transformative benefits (Pritchett

20

2000). Yet many of Myanmar’s
neighbors have shown that rapid
growth can indeed be sustained over
decades.
What, then, are the requirements for
successful growth performance over
the long run? And what policies and
programs can be pursued to ensure
that growth is not only rapid but also
inclusive? To answer these questions,
the remainder of this section begins
with a short primer on the economics
of growth. That framework suggests
a set of policies and reforms that can
contribute to Myanmar’s growth
strategy and influence the structure
of growth to ensure that benefits are
widely shared. The discussion also
touches on major risks to growth
and some institutional factors for
managing growth policies.

accumulation—investment in
physical capital, investment in human
capital, and growth of the labor
force—and a “residual” that goes
by the technical name of total factor
productivity (TFP) growth.
The first component in this growth
formula, investment in physical
capital, is driven by the supply of
saving from two sources: domestic
saving (in both the private and public
sectors) and net foreign financing.31
Public investment is a budget policy
decision, whereas private investment
is determined by the expected returns
to business opportunities, and
perceived risks and uncertainties due
to market conditions, the overall
business climate, and the political
environment.

...only rapid growth can
make it possible to double
financial resources for
essential public services
over the next decade and
quadruple those resources
over two decades.

DETERMINANTS OF
GROWTH: A PRIMER
No single ingredient or universal
formula can guarantee success
in sustaining rapid and inclusive
growth. An appropriate set of
policies, regulations, and institutional
arrangements must be specific to
time and place. Yet there are common
elements to any successful growth
strategy. In 2008, an international
panel of experts engaged by the
World Bank studied every example of
rapid and sustained growth over the
prior 50 years. They found that five
fundamental attributes were shared
by every one of these successful
economies: committed and capable
leadership, macroeconomic stability,
tapping into global linkages, high
rates of saving and investment, and
a major role for market allocations
(Spence 2008).
From a conceptual perspective,
the standard economic theory
decomposes a country’s growth
rate into three types of factor
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The importance of investment in
human capital—through programs
to improve education, technical
training, nutrition, sanitation, and
health care—is common to virtually
every discussion of economic growth
strategy. Broad-based human capital
investment is also essential for poverty
reduction, since it directly enhances
capabilities and opportunities for the
poor.

...an effective growth
strategy must not only
stimulate investment but
also nurture efficiency,
innovation, and structural
change.

Growth of the labor force, of course, is
a primary factor by providing “more
hands to work.” But the population
growth also means “more mouths to
feed.” The effect of demographics on
per capita income depends on the
balance between these two trends.
For Myanmar, 45 percent of the
population in 2014 was below the
age of 25, and the overall population
growth rate was around 1 percent.32
With this demographic structure,

labor force growth should have
positive (though small) effect on
per capita income for many years
to come. Its contribution to growth
will depend, however, on the extent
to which new workers remain in
Myanmar and find productive jobs in
either the formal or informal sector.
The final component in the growth
equation is total factor productivity
growth. This refers to the overall pace
of productivity gains in the economy.
Given sufficient data, TFP growth
is measured by the extent to which
GDP growth exceeds the increase
that would accrue from factor
accumulation alone. Productivity
gains are often attributed to the new
technology, but they can arise from
many different sources of efficiency
enhancement. This includes,
among other things, structural
transformation that shifts labor
and capital into sectors with higher
productivity; innovations in business
management; deeper and more
efficient financial intermediation;
scale economies from penetrating
regional and global markets; and
market competition that causes
efficient firms to grow and the less
efficient ones to shrink or fold.
An important take-away from this
simple framework is that an effective
growth strategy must not only
stimulate investment but also nurture
efficiency, innovation, and structural
change. In China, for example, TFP
growth accounted for an estimated
40 percent of the overall growth
rate between the dawn of reforms
in 1978 and 2005—nearly equaling
the 43 percent share derived from

Net foreign financing includes official loans and grants, borrowing from private foreign creditors, flows of
portfolio capital into domestic financial markets, and foreign direct investment, less net outflows through
capital flight. Public sector saving is defined as current revenue less current expenditure. Private saving
includes household saving and business retained earnings.
31

32

Source: www.indexmundi.com/burma/demographic_profile.html, accessed October 16, 2015.
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China’s extraordinarily high rate of
saving and investment (Perkins 2013,
62). Consideration of productivity
growth is especially pertinent for
Myanmar, which is still at an early
stage of modernization and structural
transformation. In 2014, 31 percent
of GDP was produced in agriculture,
while two-thirds of the economically
active population worked in that
sector. These numbers imply that the
productivity of the average worker
in agriculture is just one-fourth
that of an average worker in other
sectors.33 Furthermore, according to
IMF estimates, labor productivity in
Myanmar lags far behind regional
benchmarks in all major sectors of
the economy (IMF 2015b, 32). Also,
the fact that Myanmar is a latecomer
to the growth process gives it an
advantage in being able to draw on
technologies and systems that have
already been developed elsewhere.
This “catch-up” effect has been an
important source of growth for many
developing countries.
FROM THEORY TO ACTION
The conceptual framework presented
above includes two macroeconomic
variables of special interest here: the
level of investment and the growth of
total factor productivity.34 Focusing
on these variables, the operational
problem is to identify policies and
reforms that contribute to increasing
investment and enhancing overall
efficiency and productivity in the
economy.
As far as one can tell from the limited
availability and weak quality data,
33

Myanmar is already benefiting from a
fairly high rate of investment relative
to the country’s income. The MMSIS
database shows that gross capital
formation in Myanmar amounted
to 35 percent of GDP in FY2014.35
The World Bank’s recent Myanmar
Economic Monitor reports that
private investment has varied between
20 and 30 percent of GDP in recent
years, with government investment
adding another 6 percent of GDP.
For comparison, the average ratio of
gross investment to GDP for lower
middle income countries globally
is 27 percent. Within the region,
corresponding ratios are 27 percent
in Vietnam, 29 percent in Thailand
and Lao People’s Democratic
Republic (PDR), and 33 percent in
Indonesia.36 The investment rate was
no higher even in the Republic of
Korea during its growth take-off in
the early 1970s.
Nonetheless, the investment climate
in Myanmar is far from satisfactory.
This is clearly evident in the country’s
very low (though improving) ranking
of 167 out of 189 countries in the
World Bank’s Doing Business report
for 2016, as well the Bank’s 2014
Enterprise Survey.37 Thus, there is
ample scope for creating a more
attractive business environment to
expand the scope of private sector
investments.
Viewing investment promotion
broadly, Box 1 outlines a variety of
policies drawn from international
experience that can address the
underlying determinants of capital

formation by boosting domestic
saving, increasing the expected
returns to investment, or reducing
perceived risks. Among these paths
to investment promotion, the Bank’s
Enterprise Survey singles out access to
finance as the most serious problem

BOX 1: POLICIES TO PROMOTE INVESTMENT
What policies can governments use to influence the underlying determinants of investment? Consider first the supply of domestic
saving. Growth itself is one driver. As average incomes rise, consumption habits tend to adjust with a lag, resulting in higher saving.
This can create a virtuous circle in support of growth.The government budget contributes to national saving to the extent that
domestic revenues are allocated to capital expenditure. In Myanmar this allocation is already high, but the amount of such saving
can be increased by strengthening revenue mobilization. Other policies to enhance the mobilization and retention of domestic
saving include

...the operational problem
is to identify policies and

These are figures for 2013, from the World Bank’s World Development Indicators online database.

37

The Myanmar Enterprise Survey is available from https://www.enterprisesurveys.org/.
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•

Improving the “Doing Business” climate to encourage businesses to reinvest earnings and dampen incentives for capital flight;

•

Managing monetary policy to avoid negative real interest rate on savings;

•

Developing attractive, convenient saving services for the broad population, including through mobile phone banking;

•

Expanding pension schemes for formal sector employees; and

•

Applying behavioral economics to the design of saving incentives (World Bank, 2015b).

•

Improving infrastructure quality, particularly in transportation, telecommunications, energy, and water;

•

Improving access to finance so that businesses can leverage equity for their investments and obtain adequate working capital
for their operations;

•

Lowering barriers to international trade to reduce the cost of business inputs and provide wider access to regional and global
markets;

•

Investing in education and health services to improve the quality of the labor force;

•

Establishing a tax system with moderate tax rates applying to a wide tax base, and strong tax administration to raise sufficient
revenues fairly, efficiently, and predictably;

•

Eliminating inessential redtape through deregulation, simplification of procedures, and civil service reform; and

•

Establishing laws and institutions to control the “corruption tax” on businesses.

Finally, policies can strengthen investment incentives by reducing risk and uncertainty, through
•

Maintaining a commitment to macroeconomic stability, including low inflation, a sound budget position, transparent fiscal rules,
a sustainable debt profile, and a reasonably stable real exchange rate;

increasing investment and

•

Strengthening institutions to protect property rights, facilitate acquisition of land, enforce contracts, control crime, and settle
business disputes;

•

Preventing financial crises through strong prudential regulations and banking supervision;

•

and productivity in the

Minimizing bureaucratic discretion in the implementation of laws and regulations affecting investments and business
operations;

•

economy.

Ensuring access to foreign exchange for current account transactions and unhindered repatriation of capital and profits from
foreign investment;

•

Enhancing predictability for businesses with a well-defined strategy for tax reforms;

•

Improving transparency in macroeconomic and financial management by adopting international standards for data
dissemination;

•

Reducing balance of payments risk by maintaining a market-based exchange rate, coordinating exchange rate policy with
monetary policy;

enhancing overall efficiency

Since the present paper focuses on macroeconomic issues, the other elements in the basic growth
equation—investment in human capital and population growth—will not be discussed in depth here.
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Managing fiscal and monetary policies to maintain low inflation;

reforms that contribute to
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http://mmsis.gov.mm/statHtml/statHtml.do, accessed December 14, 2015.

•

To enhance returns to investment, the government can pursue policies aimed at

In nonagricultural activities, 34 percent of all workers produced 69 percent of GDP.
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in need of attention, overall. For
manufacturing, more specifically, the
most serious constraint was lack of
access to a steady supply of electricity.
Two other widely cited problems were
access to skilled workers and to land.
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•	Improving the dependability of infrastructure services through private-sector management incentives, budgeting for timely
maintenance, and pricing for cost recovery; and
•

Reducing political risks by respecting basic human rights and establishing participatory approaches to governance.
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Aside from the empirical findings
from the World Bank’s 2014
Enterprise Survey (2014a), several of
the paths to investment promotion
in Myanmar are especially pertinent
to the macroeconomic focus of the
present paper:
• Developing institutional capacity
for fiscal and monetary management
to maintain macroeconomic
stability, including judicious
management of resource revenues;
• Strengthening domestic revenue
mobilization through a welldefined and predictable strategy
for tax reform, with moderate tax
rates applied to a broad tax base;
and
• Statistical development to reduce
investment risk by providing
accurate and timely data on
conditions and trends in the
economy.
Although there are many policy levers
to help increase investment through
effects on the supply of saving or the
balance between risks and returns,
the investment rate in Myanmar is
already relatively high, as just seen,
whereas productivity rates appear to
be extremely low. Hence, there is a
far greater scope to improve growth
performance through policies to
stimulate productivity gains and
improve the quality of investment, as
distinct from policies to increase the
amount of investment.
Box 2 summarizes in general terms
some types of policies that can
contribute to boosting productivity
and efficiency. This is a more difficult
issue because the determinants of
innovation are not well understood,
beyond obvious policies to promote
science and technology education,
invest in research and development,
protect intellectual property rights,
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and develop systems for knowledge
interchange. Much better understood
is the path to enhancing efficiency
based on fundamental tenets of
economics. These include establishing
institutions to support market-based
price signals, market competition,
and private initiative. In addition,
as mentioned earlier, total factor
productivity can be greatly enhanced
through measures to facilitate
structural transformation to reallocate
labor and capital from traditional
activities to newer pursuits with
higher productivity. These measures
involve a variety of microeconomic
reforms and industrial development
policies. Since the present study
focuses on macroeconomics, a more
complete discussion of these issues
lies outside the scope of the paper.
This discussion of the growth policy
would be incomplete without
acknowledging the many reforms
that have already been undertaken
or are currently in progress. These
include the 2012 Foreign Exchange
Management Law, the 2013 Central
Bank Law, the 2014 Special Economic
Zone Law, and the 2015 Tax Law,
with work underway on a new Banks
and Financial Institutions Law,
an Investment Law, and a modern
Company Law, among others. Of
course, work on modernizing the
legal framework has to be matched
by appropriate regulations for
implementing the laws and capacity
development for the institutions
charged with administering and
enforcing each of the laws.

not only by concern for poverty
reduction as a central goal of any
development strategy, but also by the
importance of equity for political
stability and national reconciliation
to end the conflicts that have long
plagued the country. In addition,
recent empirical research based
on international experience has
established that income inequality has
important macroeconomic effects.
Lower inequality benefits both the
medium-term growth rate and the
durability of growth. Conversely,

a rising share of income for the richest
population quintile is associated with
less robust GDP growth. One clear
pathway underlying this relationship
is that equitable growth improves
opportunities for the poor to build
human capital through education
and health. Lower inequality also
supports investment through its effect
on political and economic stability,
while facilitating social consensus
on policies to maintain growth and
adjust to shocks.38

BOX 2: POLICIES TO IMPROVE PRODUCTIVITY AND EFFICIENCY
Continual improvements in productivity and efficiency may be more important than the level
of investment as a driver for sustainable growth in Myanmar. What policies, then, can the
government pursue to motivate productivity gains? Empirical studies provide few clear-cut
answers about specific policies that enhance investment productivity at the firm level (see,
e.g., Tybout 2000). One well-established empirical fact is that aggregate gains in productivity
emerge from a complex process of evolutionary changes as more efficient firms grow and
others shrink or fold in response to market conditions. Joseph Schumpeter long ago identified
this process of “creative destruction” as a central feature of growth dynamics. In addition, the
following policies can make an important contribution to the growth of productivity:
•

Harnessing the power of private initiative and self-interest by letting resource allocation
decisions be determined primarily through the market mechanism, with private
enterprise in the lead;

•

Investing in scientific, technical, and managerial education, including bursaries to send
students abroad for internationally competitive degree programs (as China has done
widely);

...there is a far greater

•

Establishing ICT (information and communications technology) incubators to encourage
entrepreneurship via innovative start-ups;

scope to improve growth

•

Ensuring the protection of intellectual property rights, along with policies and programs
supporting the introduction, adaptation, and development of new technologies;

•

Creating opportunities for innovation by expanding the availability of high-speed internet
services;

•

Improving the efficiency and productivity of government investment directly through the
application of economic analysis to the selection and design of capital projects;

•

Encouraging knowledge externalities by supporting the emergence of business clusters
in strategic locations through targeted infrastructure development and the creation of
special economic zones;

•

Expanding the scope for efficiency gains through specialization and scale economies by
improving transportation and communications infrastructure and facilitating production
for the export market;

•

Strengthening competition by reducing trade barriers, eliminating legal and
administrative impediments to the entry of businesses, simplifying procedures for
closing inefficient businesses, and privatizing or modernizing the management of state
enterprises;

•

Adopting policies to facilitate foreign investment, which can be a major source of
technical and managerial innovation with important spill-over effects for the economy;

•

Easing restrictions on employment of expatriate managers and skilled workers who can
provide another key conduit for technical and managerial transfer of knowledge; and

•

Minimizing tax distortions that promote inefficient investment, production, and resource
allocation decisions.

performance through
policies to stimulate
productivity gains and
improve the quality of
investment...

NOT JUST GROWTH, BUT
INCLUSIVE GROWTH
The government’s stated theme of
“people-centered development”
shows a deep commitment to
ensuring that the benefits of GDP
growth are widely shared. The focus
on inclusive growth is justified
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Dabla-Norris et al. (2015); Ostry et al. (2014).
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Other well-regarded empirical
studies have established that income
shares tend to be fairly stable over
time as countries grow—meaning
that average incomes for the poor
generally increase in line with overall
per capita income. This evidence
provides strong support for the
familiar refrain that economic
growth is itself the primary driver
for poverty reduction.39 Around
this favorable tendency, though,
there is considerable variation from
country to country. In some cases,
growth has been accompanied by
rising inequality (as in China—
where poverty nonetheless has
declined sharply). In other cases,
incomes for the poor have actually
risen faster than overall income, so
that the distribution has improved
(as in Brazil). Such differences in
inclusiveness are determined or
influenced by government policies
that affect the structure of the
transformation process and the
distribution of income and wealth.
The World Bank (2014) conducted
a country diagnostic for Myanmar
to identify prerequisites and “key
pathways” for pursuing “poverty
reduction and shared prosperity.” The
prerequisites involve (1) facilitating
the political transition; (2) enhancing
social inclusion; (3) maintaining
macroeconomic stability; and (4)
strengthening public sector capacity
and governance for policymaking,
coordination, and service delivery.
In turn, the “key pathways” involve
policies and reforms—first, to foster
sustainable growth and job creation,
and second, to ensure that growth is
inclusive. For each pathway the Bank
assessed actions that are most likely
to have a high potential impact in the
near term.

For the growth pathway, the top
priorities, so defined, are

A focus on sustainable

• Opening trade and investment

growth of productive

• Increasing agricultural
productivity
• Increasing the supply of electricity,
finance, and information and
communications technology
(ICT)
And for the inclusion pathway, the
top priority areas for attention are
• Universal access to quality health
and education services (emphasis
added here)
• Increasing access to water and
sanitation
• Increasing access to microfinance
Of course, there are many ways to
address each of the prerequisites
and priority areas identified by the
Bank. A detailed discussion of those
issues is beyond the macroeconomic
focus of the present paper, but
several observations are in order
here. First, it is notable to see that
the Bank highlights macroeconomic
stability as a prerequisite for inclusive
growth, along with strengthening
public sector capacity for policy
management. The importance of
macroeconomic stability stems not
only from its beneficial effects on
investment but also because economic
instability is especially harmful for
the poor. Institutional development
for credible management of fiscal
and monetary policy is therefore a
prominent candidate for support
from USAID and other development
partners. (This is discussed in Section
4.)

Dollar and Kraay (2002); Dollar, Kleineberg, and Kraay (2013). This evidence also flatly contradicts the
common refrain suggesting that “the rich get richer and the poor get poorer” under market-oriented
development policies.
39
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employment is critically
important because labor
is the primary factor of
production available to poor
families.

Second, the Bank links job creation
to sustainable growth in defining
the first pathway. A focus on job
creation—and more to the point,
sustainable growth of productive
employment—is critically important
because labor is the primary factor
of production available to poor
families for gaining their livelihoods.
In addition, for growth to be truly
inclusive, poor women and men must
have a stake in contributing to, as
well as benefiting from, economic
development. These considerations
highlight the need for seriously
increasing the budget resources for
expanding access to quality education
and health care to enhance both job
opportunities and capabilities for
workers from poor households.
An equally important labor issue, as
noted earlier, is that two-thirds of
the economically active population
reside in rural areas. Most of these
people work in small-scale family
farming, mainly producing rice at
very low levels of productivity—
hence the need for programs to
develop rural infrastructure and
increase agricultural productivity
through improved methods for rice
production and diversification to
higher-value nontraditional crops.
In addition, the government’s
development strategy should steer
away from policies that artificially
discriminate against job creation,
such as tax preferences or subsidies
for capital-incentive investments,
or labor market policies that
substantially raise the cost of labor
to potential employers. In addition,
the policy environment should
eliminate unnecessary administrative
or regulatory requirements that create
obstacles for informal businesses,

which will continue to be a major
source of nonfarm job creation for the
foreseeable future.
Third, the World Bank’s focus on
actions that have a near-term impact
underplays the potential role for
public finance policies to enhance
inclusion, on both the revenue and
expenditure sides of the budget. On
the expenditure side, the need for
greater funding of education and
health was already emphasized—
preferably financed in part by a
reduction in expenditure on the
military. Looking to the medium
term, the government should also
begin considering how to design
conditional cash transfers that are
efficiently targeted to benefit the
poorest households, funded in part
by resource revenue. And although
revenue from depletion of mineral
wealth should be devoted primarily
to savings and asset accumulation,
including investment in human
capital, it is not inappropriate for a
poor country with ample mineral
reserves to allocate a moderate share
of this revenue as a direct dividend to
improve welfare for the poor.40
Expenditure measures, of course,
are limited by the availability of
fiscal resources. Hence, measures
to improve domestic resource
mobilization are of paramount
importance. But these reforms should
be developed with careful attention
to equity effects and not just revenue
effects. For example, the plan for tax
reform should include a concerted
effort to strengthen progressive direct
taxation and maximize the revenue
yield from resource extraction. Also,
the design of the new value-added
tax can be made more equitable

See IMF (2012, 10); Oo et al. (2015a, 24-25); and Devarajan and Guigale (2013). The Ministry of Finance
is presently developing plans for a natural resource fund, with technical assistance from Norway, the world
leader in this area. See Chan Mya Htwe (2015).
40
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by exempting a few staple foods
that constitute a large share of
the consumption budget for poor
households—even at the expense of
some loss of tax efficiency.
The government’s commitment to
fiscal decentralization is another
way in which public finance reforms
can lead to more inclusive sharing
of the benefits from growth. This
is especially important for regional
equity, as well as for mitigating
incentives for conflict that are created
when elites capture huge revenues
from mineral extraction, and local
residents are left with little more than
environmental destruction.41
Finally, the World Bank diagnostic
study proposes increasing access
to microfinance. Use of the term
“microfinance” indicates that the
objective is to provide the poor not
just access to credit but also a broader
range of financial services, including
transactions services, saving services,
and insurance services. Among other
opportunities, there is great potential
for improving financial inclusion
through cell-phone banking and
other forms of “branchless banking,”
in addition to the development of
more familiar forms of microfinance.
In broad terms, there are seven
distinct challenges to ensure that
the poor can contribute fully to and
benefit equitably from growth:
• Improving access to productive
assets for the poor;
• Increasing the productivity of
those assets;
• Providing the poor with better
access to markets and public
services, especially education and
health services;

• Helping the poor establish better
mechanisms and support systems
for coping with risks (this includes
access to microfinance);

growth, including a share of revenues
from resource extraction.

• Steering the development path
in the direction of broad-based
and labor-intensive structural
transformation;
• Taking equity objectives fully into
account on both the expenditure
and revenue sides of the budget
program; and
• Strengthening the voice of the
poor in civic affairs that affect
their lives.
RISKS TO INCLUSIVE
GROWTH
As widely recognized, Myanmar
has enormous potential to sustain
rapid and inclusive growth over the
medium- to long-term. But there are
also potential risks to the prospects
for success. At the time of this
writing, the biggest question mark
involves the nature of the historic
political transition following the
national election in November 2015.
The analysis here is premised on the
expectation that the new government
will continue and deepen the “peoplecentered development” agenda that
has driven economic and political
reforms since 2011. Equally essential
is a continued commitment to the
peace process that has gathered
momentum in recent months,
leading to the Nationwide Ceasefire
Agreement with eight armed ethnic
groups (but not the largest militia
forces representing Kachin and Wa).
A stable resolution of the conflicts
likely requires policy reforms that
lead to a more local control and more
equitable sharing of the benefits from

...funding to support
economics education for
current and future leaders
can be one of the most
productive ways for USAID
to support sustainable
reforms, as demonstrated in
Indonesia...

Even with a pro-development
outcome to the political transition
and an effective cessation of ethnic
conflict, there will remain serious
political impediments to effective
reform in many key areas of policy,
due to the influence of entrenched
interests. All available evidence
indicates that senior politicians and
military personnel, well-connected
business leaders, and their respective
families have embedded mechanisms
to reap a large share of the benefits
from formal and illicit economic
growth in recent years; they will be
reluctant to relinquish their control
over resources. On the other side
of the coin, even the pro-reform
contingency in the political class may
be susceptible to short-term populism
at the expense of more effective
policies, by responding to public
opinion without a full understanding
of the relevant economics. This
situation is not helped by sometimes
divergent messages from development
partners. For example, one recent
paper on financial sector reform
urged a very slow process, taking
decades to liberalize interest rates and
open opportunities for participation
by international banks, while other
donors are promoting a much more
ambitious reform agenda in these
areas.
On a more positive note, there are
many countries where self-serving
or corrupt elites have seen that their
self-interest is served by promoting
reforms that attract investment,
stabilize unrest, and generally grow
the size of the national economic
pie. In addition, the economic and

political opening over the past 5 years
has created a social, political, and
diplomatic dynamic that promises
to perpetuate momentum in favor of
pro-development policies and greater
transparency and accountability.
Among these developments,
Myanmar’s membership in the World
Trade Organization (WTO) and
the ASEAN Economic Community
(AEC) may have salutary effects on
locking in reforms.
All of these potentially positive forces
can be nurtured and strengthened
through donor support for training
and institutional capacity building
focused primarily, but not solely,
on the key economic organizations,
along with development-related
education and information programs
aimed at Union and subnational
political leaders, civil society
groups, the media, and citizens at
large. Indeed, funding to support
economics education for current
and future leaders can be one of the
most productive ways for USAID
to support sustainable reforms, as
demonstrated in Indonesia during
early years of that country’s long-term
growth acceleration.
Other major threats to medium- to
long-term growth are the risk of
natural disasters and the impact of
climate change. The effects may take
a variety of forms, including flooding
and landslides from severe storms;
heat waves that affect crop yields;
health problems; discouragement
of tourism; reduction in fresh
water supplies; and a rising sea
level that could inundate coastal
areas, including parts of Yangon.42
Calamities of this sort are obviously
beyond the control of authorities in

The World Bank includes Yangon as one of the cities most vulnerable to rising sea levels. See http://www.
worldbank.org/en/news/press-release/2013/06/19/warmer-world-threatens-livelihoods-in-south-east-asia.
For a more complete assessment of expected impacts from climate change, see http://www.ipcc.ch/pdf/
assessment-report/ar5/syr/AR5_SYR_FINAL_SPM.pdf.
42

Nixon and Joelene (2014). For the extraordinary and discouraging case of revenue from jade production,
see Global Witness (2015).
41
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Myanmar. As an operational matter,
what is needed is the capacity to plan
ahead to deal with these potential
threats through measures to adjust
to changing conditions and mitigate
the economic and social impacts. In
addition, the long-term prospects
for inclusive growth in particular
localities within Myanmar can be
affected adversely by environmental
degradation due to mining or
deforestation. These problems can
be and should be subject to strong
control through environmental
protection measures that have become
standard practice in many other
countries.
INSTITUTIONAL
FOUNDATIONS FOR
FOSTERING INCLUSIVE
GROWTH
Myanmar has a long tradition of
producing elaborate development
plans, most of which failed by virtue
of endorsing isolationist policies,
government controls in lieu of
market forces, restrictions on the
private sector, and neglect of social
services, among other deficiencies.
Since 2011, the planning process,
coordinated by the Ministry of
National Planning and Economic
Development, has been oriented
instead towards market liberalization,
openness to trade, and “peoplecentered” development. These
progressive strategies are expressed
in the FESR for 2012-2015, in
preparation for an intended National
Comprehensive Development Plan
(2011-2031), which was never
issued. More important than the
publication of planning documents
is the government’s commitment
to pursuing legal and operational
reforms across the spectrum of
issues, including public finance
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management, the banking system,
decentralization of authority,
management of state economic
enterprises, the business environment,
telecommunications, and statistical
development.
Important progress has already been
made in passing legal and regulatory
reforms and in modernizing
government operations. For many
reforms, effective implementation will
entail a slow process of institutional
capacity building and behavioral
change. Also, the pace and scope
of reform is still constrained by the
influence of former political elites and
military leaders who have a strong
interest in maintaining control over
key economic resources. On both
counts, achieving the FESR objective
of becoming a modern, developed,
and democratic nation by 2030
requires a sustained commitment to
institutional capacity building and
public administration reforms across
ministries and departments. It also
requires a commitment to expanding
public involvement in the policy
process, and strengthening systems
through which the public can hold
officials accountable for delivering
public services and development
results. This should include
further support for independent
policy research through capacity
development for emerging economic
think tanks as a building block for
improving public-private dialogue on
economic issues.

For many reforms, effective
implementation will entail a
slow process of institutional
capacity building and
behavioral change.

For present purposes, however,
the focus will be on one of the
top priorities in the government’s
growth strategy: strengthening fiscal
and monetary policy to maintain
macroeconomic stability. To this we
now turn.
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4. PROGRAMMING FOR
MACROECONOMIC
STABILITY

A

Although the structure of
revenue and expenditure has
important effects...it is the
overall level of revenue and
expenditure that matters
most for macroeconomic
stabilization policy.
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s noted in the introduction,
Myanmar’s FESR recognizes
macroeconomic stability as
a “phase 1” priority and a foundation
for the overall reform program.
Section 2 above examined Myanmar’s
recent performance in managing
fiscal, monetary, and exchange rate
policies. Here the focus will be on key
issues relating to the macroeconomic
stabilization policy, beginning with
a primer to explain in simple terms
how these policies work.
MACROECONOMIC
STABILIZATION POLICY:
A PRIMER
The role of macroeconomic
stabilization policy can be understood
from a colorful analogy suggested by
Pritchett (2000). Consider a country’s
development path as a sustained
economic climb up a long slope
with dips and bumps along the way.
The country’s growth strategy and
the policy environment determine
whether the overall slope is steep
or shallow, steady or intermittent.
International experience shows
conclusively that governance factors
are more important than the country’s
size or natural resource wealth as
a determinant of the growth path.
Along that path, the frequency and
size of dips and bumps are determined
in part by the country’s vulnerability
to a variety of shocks, such as
fluctuations in aggregate demand,

balance of payments problems,
volatile world market prices, periods
of drought or flood, financial sector
crises, political convulsions, or
economic slumps in countries that
are major trading partners (notably
China, these days, for Myanmar).
The impact of such shocks, and
thus the magnitude of the dips and
bumps, can be mitigated, however,
through judicious macroeconomic
policy management. Or it can be
worsened through mismanagement of
these policies, as many countries have
learned to their own misfortune.
Fiscal Policy
In simple terms, fiscal policy involves
managing the overall level of
government revenue and expenditure
and the balance between the two,
with an eye on how these budget
flows affect the economy. Although
the structure of revenue and
expenditure has important effects on
the economy and on the provision of
social services, it is the overall level of
revenue and expenditure that matters
most for macroeconomic stabilization
policy.
To see this, notice that when the
government collects revenue it pulls
purchasing power out of circulation,
reducing demand for goods and
services to the extent that those funds
would have been spent by the private
sector (rather than saved). In turn,
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when the government expends
money it injects purchasing power
into the economy, adding to the
demand for goods and services. The
balance between these two effects
determines whether fiscal policy has
an expansionary or contractionary
impact on the aggregate demand
for goods and services, and thus on
domestic production.
A large budget deficit (as a percentage
of GDP) is strongly expansionary,
whereas tightening of the budget
has a contractionary effect on the
economy. An excessively large
budget deficit can cause aggregate
demand to outrun the economy’s
capacity to produce, provoking rising
inflation, a growing trade deficit
(via higher demand for imports),
and concomitant pressure for the
domestic currency to depreciate. In
this situation, painful fiscal tightening
is usually required to heal the selfinflicted wound to economic stability
and the costly loss of credibility in
policy management. On the other
hand, countries that run a budget
surplus or a small deficit can maintain
ample “fiscal space” to cushion an
economic shock by loosening the
fiscal reins without creating instability
from excess demand.
As explained in Section 2, any
budget deficit has to be financed
through borrowing from one of
four sources: the general public, the
banking system, the central bank, or
international lenders. Each option
can have problematic macroeconomic
effects. Borrowing from the public
or from the banking system via the
issuance of treasury bills (T-bills)
or government bonds can crowd
out the availability of financing for
non-government economic activities.
Borrowing from the central bank,
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in essence, entails “printing money”
(through electronic balances); if
money creation exceeds the needs of
the economy, this is itself a source of
inflationary pressure. And borrowing
from international lenders creates
external debt that can mushroom into
a debt crisis if not managed carefully.
Countries that maintain a low level of
internal and external debt have more
scope for cushioning economic shocks
by ramping up borrowing to increase
expenditure.
Countries that are rich in natural
resources often accentuate
macroeconomic instability by
boosting spending and borrowing
during periods when the world prices
for their resource exports are high,
followed by sharp cuts in expenditure
and a large debt overhang when
world prices slump. This type of
“pro-cyclical” budget management is
the antithesis of using fiscal policy as
a countercyclical tool to smooth the
dips and bumps in the growth path.

economic impacts with four tools for
intervention:43
• Open market operations, using the
purchase or sale of treasury bills to
manage liquidity and short-term
interest rates;
• The discount rate, which is the
interest rate at which banks can
borrow short-term from the
central bank to smooth out their
cash flow;

... “pro-cyclical” budget
management is the
antithesis of using fiscal
policy as a countercyclical
tool to smooth the dips and
bumps in the growth path.

Monetary Policy
Modern monetary policy operates
through central bank actions that
influence economic activity indirectly
through three traditional channels:
the supply of money balances in the
economy; the availability of credit to
economic agents; and interest rates in
the financial system, which determine
the cost of credit and the return
on savings. Monetary policy can
also have strong effects on financial
markets and real economic activity by
influencing expectations about central
bank behavior and likely trends in the
economy.
Under textbook conditions
with a well-developed financial
system, central banks manage the
transmission of monetary policy into
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• The reserve requirement and/or
liquidity requirement, defining the
level or reserves that banks must
hold (and thus not lend out) as a
proportion of deposits; and
• The “lender of last resort”
window, through which banks
that face a liquidity crisis can
borrow at a penalty rate, on good
collateral, to stave off a potential
default or bank run.
Most central banks today also use
public statements of policy intent
(and private discussions with bankers
and business leaders) to influence
expectations and market conditions.
This works best in situations where
the central bank has a track record of
credibility.44 In effect, a track record
of credibility is another valuable tool
for policy management, perhaps the
most important one.
In countries where financial markets
are shallow and underdeveloped,
as in Myanmar today, monetary
policy typically operates using less
sophisticated tools (see IMF 2015c).

In this situation, central banks often
target the growth of reserve money,
which is under their direct control
(see footnote 26 above). Use of this
tool requires introducing assumptions
or forecasts about how changes in
reserve money will affect the overall
money supply (i.e., the money
multiplier), and the link between
money supply growth and aggregate
demand.
A second tool that has often been
used in this situation is direct control
of interest rates, often accompanied
by administrative direction of bank
lending. By dismissing the market
mechanism, these controls retard
development of the financial system,
impede financial inclusion, and create
huge inefficiencies in the allocation
of financial resources. It is imperative
for a central bank in this situation to
prioritize the development of money
and capital markets while developing
the technical and organizational
capacity to introduce market-based
methods for managing monetary
policy.
Coordination of Fiscal and
Monetary Policy
Although central banks operate most
effectively as autonomous statutory
organizations free from direct political
control, and while finance ministries
are inherently part of the government,
it is still important to develop
procedures for coordination between
these two commanding heights for
macroeconomic management. Fiscal
and monetary policies work best

In the aftermath of the global financial crisis that began in 2007, central banks in the United States and
other developed countries adopted several unconventional tools under the label of “quantitative easing,”
under conditions of extremely weak aggregate demand, high uncertainty, and financial sector vulnerability.
These new tools are of little relevance to Myanmar and are not discussed here because they require
well-developed financial markets and high credibility for monetary management. For a discussion, see Ihrig,
Meade, and Weinbach (2015).
43

Central banks also influence credit conditions in the economy through prudential regulations, such
as requirements for holding capital on the balance sheet to absorb financial sector shocks without
jeopardizing deposit funds. These regulatory tools are usually fixed semipermanently, however, and not used
as a tool for short-term stabilization policy.
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when they push or pull in the same
direction to smooth out the bumps
and dips in the growth path and
mitigate the impact of economic
shocks. In addition, interactions
between these policy tools are
best managed through mutual
deliberation. For example, large
fiscal deficits can impact monetary
policy because the central bank
usually becomes the residual source
of financing for the budget. Similarly,
when monetary policy leads to higher
or lower interest rates, this affects
the fiscal balance through the cost
of interest payments on government
debt.
Factoring in Exchange Rate Policy
Along with interest rates, the
exchange rate is another fundamental
“macroeconomic price” that broadly
influences economic activity. There
are three basic options for exchange
rate policy. The monetary authorities
can adopt (1) a fully floating,
market-driven, exchange rate; (2) a
managed float, in which monetary
authorities intervene in the market by
buying and selling foreign exchange
to smooth out undue fluctuations
or hold the exchange rate within
a prescribed band; or (3) a fixed
exchange rate, pegged to another
country’s currency or a defined basket
of currencies. The choice of regime
and its day-to-day management have
a major effect on monetary and fiscal
policies. Without going into technical
detail here, three examples will suffice
to illustrate these interactions.
First, when a central bank sells
foreign exchange to mitigate pressure
for depreciation of the local currency
or maintain a fixed exchange rate, the
transaction withdraws currency from
circulation and reduces the supply
of funds in the banking system for
extending credit. That chain of logic
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also works in the opposite direction:
when the central bank buys foreign
currency to offset pressures for
appreciation, it injects local currency
into circulation and increases bank
liquidity. When there are large
imbalances between the supply and
demand in the market for foreign
exchange, efforts to maintain a fixed
peg or resist market-driven exchange
rate movements can thus dominate
the management of monetary policy.
Also, central bank intervention to
resist a market-driven depreciation
requires depletion of foreign exchange
reserves. Where reserves are limited—
as in Myanmar—then intervention of
this sort cannot be sustained; trying
to do so in this situation invites
speculation against the currency along
with legal and illegal capital flight,
often leading to a large, abrupt and
destabilizing devaluation: in short, a
balance of payments crisis.

Fiscal and monetary policies
work best when they push
or pull in the same direction
to smooth out the bumps
and dips in the growth path
and mitigate the impact of
economic shocks.

A second example, touched on
earlier, is the interaction between the
exchange rate and the inflation rate.
When excessively loose monetary
and fiscal policies stoke inflation,
they put pressure on the exchange
rate to depreciate, because rising
domestic prices make imports more
competitive and exports less so. In
turn, currency depreciation creates
its own inflationary pressure by
increasing the cost of imported goods
and services, potentially feeding
an inflationary spiral. Under these
conditions, efforts by the central
bank to break the cycle through
exchange controls would invite the
re-emergence of a parallel market
for foreign exchange and create
serious inefficiencies in the allocation
of foreign exchange in the official
market. These interactions highlight
the central importance of maintaining
prudent monetary and fiscal policies
to hold down inflation and create an
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anchor for exchange rate expectations.
The basic lesson here is the need for
coordination not only between fiscal
and monetary policies, but also the
exchange rate policy.
Finally, the exchange rate can be an
important shock absorber helping to
cushion the adjustment that is needed
when a country faces an unsustainable
balance of payments deficit—often
caused by overly expansionary fiscal
and monetary policies. Under these
conditions, depreciation of the
local currency reduces the degree of
austerity needed to bring the balance
of trade and flows of capital towards
equilibrium. This is achieved because
the depreciation enhances the local
currency value of export sales, while
simultaneously increasing the price
of imports that compete against local
products in the domestic market. The
travails in Greece over the past 5 years
amply demonstrate the difficulty of
recovering from a crisis while lacking
exchange rate flexibility as a policy
tool. The strength of this cushioning
effect depends, however, on the extent
to which imports actually decline and
exports actually increase in response
to the higher local-currency price for
foreign exchange.45
IMPLEMENTING FISCAL
POLICY
Fiscal policy management, viewed
broadly, requires a complex web of
difficult and detailed decisions on
how to mobilize revenue, allocate
government expenditures, and finance
any resulting budget deficits. Every
detail can have important effects
on particular industries, regions,

demographic groups, and political
constituencies. As emphasized earlier,
though, macroeconomic stabilization
policy focuses on the big picture: the
overall level of expenditure, revenue,
and financing. For present purposes,
we will use the term “fiscal policy”
to refer to these macroeconomic
considerations rather than the
microeconomic details of budget
management, though the latter are
also very important.
It is useful to begin by recapping
some basic fiscal data from Section
2 (see Table 1). According to IMF
projections, the total expenditures
of the Union government (net
of expenditures by the SEEs) in
FY2015/16 will amount to 16.0
percent of GDP, of which recurrent
expenses account for 10.7 percent
and capital expenditures 5.3 percent.
The IMF projects that tax revenues
for FY2015/16 will amount to
8.3 percent of GDP and that total
revenues (excluding SEE operations)
will reach just 11.6 percent of
GDP. This leaves a deficit—and
a net borrowing requirement—of
4.4 percent of GDP.46 Compared
to most countries at Myanmar’s
stage of development, the total
resources available to the Union
government are very, very low. Yet the
government anticipates only a gradual
improvement in domestic resource
mobilization, targeting an increase
in the tax yield to just 10 percent of
GDP by 2018.47 The IMF expects
even slower improvement, projecting
as a baseline scenario that tax
collections will reach just 8.8 percent
of GDP by 2018.

In slightly more technical terms, the effect of the currency depreciation depends on the price elasticity of
export supplies and the price elasticity of demand for imports.
45

As explained in Section 2, the actual budget presentation is a consolidation of the Union Government
budget and SEE budgets. On this basis, the IMF projects that the deficit for FY2015/16 will reach 4.8
percent of GDP.
46

47

Oo et al. (2015, 3).
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Because of this severe constraint on
the availability of budget revenue,
there is a huge and continuing gap
between the government’s fiscal
resources and the need for essential
public goods and services, especially
in priority areas of infrastructure
development, expansion of essential
social services, and support for
agriculture and rural development.
As a consequence, there will
be correspondingly huge and
continuing pressure to loosen the
government’s fiscal belt and increase
expenditures at the expense of rising
deficits and larger debt obligations.
Fortunately, the government
has recognized the fundamental
importance of fiscal discipline
for maintaining macroeconomic
stability. To strengthen this resolve,
the government needs to develop a
macroeconomic model with which
to establish a credible and consistent
fiscal framework as a foundation for
each year’s budget program.
The Fiscal Framework
To manage fiscal policy effectively as a
tool for macroeconomic stabilization,
the Ministry of Finance (MOF) has
to produce budget projections early
in the annual budget cycle, providing
a quantitative estimate of the ceiling
on resources likely to be available
for the forthcoming fiscal year.
This ceiling, or “resource envelope,”
includes projected levels for (1) tax
and non-tax revenue collection, (2)
the net inflow of budget support from
development partners, (3) sustainable
borrowing from the banking system
and the non-bank public, and (4)
non-inflationary net domestic credit
from the CBM.
These budget projections must be
grounded in realistic assumptions
about underlying economic
conditions, including the GDP
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growth rate, the target for inflation,
credit requirements for the real
economy, interest rates, the balance of
payments, the exchange rate, and debt
sustainability. The model can then
be used to explore different budget
scenarios by varying specifications
for the underlying economic
conditions or behavioral parameters.
For example, when there is concern
about inflation, then one scenario
for the budget might assume that the
government will refrain entirely from
any borrowing from the central bank
to monetize the deficit. In contrast, if
there is concern that the economy is
weakening, then the fiscal framework
could allow for more aggressive
borrowing from the central bank and
the public.
The fiscal framework has to be
forward looking, taking into account
lagged effects on the economy from
budget decisions in any one year
and prospective feedback effects for
future budgets. A multiyear budget
program also provides line ministries
with a basis for planning projects
and programs that have a time frame
in excess of 1 year. Hence, most
countries assess their budget program
in terms of a medium-term fiscal
framework (MTFF), which can also
be called a medium-term expenditure
framework (MTEF). The MOF is
working on the development of this
important tool, which may become
operational for producing the budget
program for FY2017/18.

If large components of
government revenue and
...the government needs to

expenditure remain off-

develop a macroeconomic

budget, then the whole

model with which to

exercise becomes far less

establish a credible and

effective.

consistent fiscal framework as
a foundation for each year’s
budget program.

This macroeconomic approach
to budget programming can be
done with a fairly straightforward
spreadsheet model, but it does
require a strong technical capacity
for macroeconomic analysis within
the MOF. Production of the fiscal
framework also requires that MOF
economists have timely access
to accurate economic statistics.
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As emphasized earlier in Section
2, statistical development is
critically needed in Myanmar for
strengthening macroeconomic
policy management.48 This includes,
vitally, major improvements in the
government’s own budget statistics.
From a macroeconomic perspective,
the whole point of fiscal policy is to
determine prudent levels for total
government revenue, expenditure,
financing, and debt obligations. If
large components of government
revenue and expenditure remain
off-budget, then the whole exercise
becomes far less effective.
Looking beyond the policy process
to the policy substance, any plausible
budget scenario will have to set
a tight lid on total government
expenditure. As stated by the IMF,
Myanmar will for many years face a
situation of “limited fiscal resources
and huge spending needs” (IMF
2015a, 11). By far the most effective
way to loosen the fiscal constraint
is through programming for growth
(see Section 3); as the size of the
economic pie gets bigger, so does
size of the fiscal slice. In contrast,
the worst option for dealing with the
spending constraint would be for the
government to ignore fiscal reality
and pump up spending irrespective
of the macroeconomic consequences;
this is a proven path to spiraling
inflation and an economic crash (such
as in Zimbabwe or Venezuela).
For the near-term, however, there
are three prudent ways for the
government to relax the fiscal
constraint while maintaining
macroeconomic stability:
strengthening domestic resource
mobilization, including revenues from

natural resource extraction; improving
the quality of public finance
management to accomplish more
within a given resource envelope;
and developing financial markets to
expand the scope for non-inflationary
issuance of domestic debt. Although
these are essentially structural rather
than macroeconomic issues, their
linkage to the macroeconomics of
fiscal policy merits further discussion
here.
Domestic Revenue Mobilization
The low level of tax collection
and total revenue in Myanmar has
been and will continue to be the
principle factor constraining the
fiscal resources for the government
budget. In neighboring Lao PDR, tax
revenue amounts to 15.9 percent of
GDP, just above the global average
for low-income countries (LICs) of
15.5 percent.49 If the government
of Myanmar could magically match
the figure for Lao PDR, then the
noninflationary resource envelope
for the budget would be higher by
7.6 percent of GDP—enough to
more than double expenditure on
education and health, with funds to
spare for other purposes.
This hypothetical observation
underscores the critical need for
effective reforms to tax policy and
tax administration with a view to
rationalizing the tax code, establishing
moderate tax rates on a broad tax
base, and improving taxpayer services
and tax compliance. Reforms of this
sort are underway with technical
assistance from the IMF and other
development partners, but progress
is slow. Recent reforms include a new
Union Tax Law in 2015 to modernize

48
As explained by Sherlock Holmes in The Adventure of the Copper Beeches: “Data! Data! Data! I can’t
make bricks without clay.”
49

The figure for Lao PDR and the LIC average are both taken from IMF (2014b, 29).
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the income tax and commercial tax.
The government has also begun
planning for the introduction of a
value-added tax (VAT), but the target
date for implementation is years away,
at FY2020/21.
On the side of tax administration,
one significant reform has been the
establishment of a large taxpayers’
office (LTO) using a self-assessment
system for large taxpayers. This is still
a work in progress, but it promises
to strengthen collections and
improve taxpayer services for major
corporations. But the overall level of
tax compliance is still very weak, as
is the quality of tax administration.
As shown by the example of Lao
PDR and other low-income countries
(LICs), Myanmar’s low level of
income and large informal sector do
not rule out much better revenue
performance.
One important revenue issue flagged
by the IMF in its 2015 Country
Report on Myanmar is the loss of
revenue from special tax preferences.
Recently passed laws on special
economic zones (2011), foreign
investment (2012), and citizen’s
investment (2013) have established
income tax holidays of up to 5 years,
with partial holidays that can last
for 15 years, as well as other special
incentives for investors.50 According
to the PwC Business Guide for
2015, these tax benefits “are granted
by the MIC [Myanmar Investment
Commission] at its discretion.”
Many countries offer such incentives.
Yet empirical studies (summarized
in James 2009) show that their
efficacy is limited, while the revenue
loss can be substantial. The basic
message from these studies is that
tax incentives can be effective for
attracting “footloose” investments that

target the export market. But special
tax breaks are usually unnecessary
and thus very costly to the national
treasury when applied to investments
to exploit valuable natural resources,
or investments attracted by growth in
the domestic market. Furthermore,
discretionary tax preferences are an
open invitation to corrupt practices
and political pressures that lead
to a proliferation of similar favors
for other beneficiaries. As a rule,
tax preferences should be narrowly
restricted to providing incentives
for activities that create clear and
substantial externalities, such as
investments in training or research
and development. Also, any such
preferences should be treated as “tax
expenditures” and reported explicitly
in the budget.
Revenue from Natural Resources
The most prominent challenge
on the revenue side of the budget
is the need for more transparent
and effective capture of revenue
from the exploitation of natural
resources, especially hydrocarbons,
timber, and jade and other
precious stones. The government’s
candidacy for membership in the
Extractive Industries Transparency
Initiative (EITI) is a well-known
and well-regarded step in this
direction. But the follow-through
on EITI membership has yet to be
determined. In particular, it remains
to be seen whether the EITI process
will go beyond a reconciliation of
accounts to uncover and capture
major value flows that are currently
lost to the revenue system (see Box 3).
This will be a major test of the new
government’s commitment to reform
and its political capacity to bring
along vested interests, including the
military.

As a rule, tax preferences
should be narrowly
restricted to providing
incentives for activities that
create clear and substantial

...the preferred policy is
to establish budget rules
that delink expenditure
decisions from the volatility
of resource revenues...

The fiscal treatment of natural
resource revenue raises two distinct
macroeconomic issues: revenue
volatility and balancing expenditure
on consumption versus investment.51
The most obvious problem is that
resource revenues can be highly
unstable due to fluctuating world
market prices for commodities. Yet
governments in many resource-rich
countries mistakenly react to periods
of favorable pricing as if they were
permanent gains, even to the extent
of mortgaging anticipated future
earnings from their natural resources.
This myopic behavior leads to
critical budget problems when world
markets weaken and commodity
prices fall. The result is that fiscal
policy accentuates business cycles
instead of dampening them. As the
IMF has cautioned, the preferred
policy is to establish budget rules that

delink expenditure decisions from the
volatility of resource revenues (IMF
2015b, 8); more on this is explained
below.
In addition to averting large, procyclical fluctuations in expenditure,
a budget rule for managing
resource revenue can also be a tool
for defining the balance between
spending on current consumption
versus investment. This issue is
especially germane for revenues that
arise from the extraction and sale of
non-renewable resources. In essence,
these sales represent the depletion of
national wealth. It makes economic
sense to convert the gains from selling
“natural capital” into other forms
of capital, including investment in
physical infrastructure, human capital
(education, training, health), or
financial savings.

externalities, such as
investments in training or
research and development.

BOX 3: POTENTIAL REVENUE FROM JADE
Although hard evidence is lacking, it is a virtual certainty that the volume and value of jade production in
Myanmar greatly exceed the amounts shown in official statistics. Aside from this gap in the statistics, the
illicit trade in jade also creates a potentially large loss of revenue for the government. By law, jade production
is subject to a 20 percent value-based gem tax at the mine site; the valuations are recorded on the Ministry
of Mines Form MaKaLa—14, along with an assessment of stone quality and the weight and size for each lot.
The valuation and quality assessments are highly dubious, given that producers have a strong incentive to
“negotiate” low figures. It is also highly likely that a large share of the output remains unrecorded altogether.
Another 10 percent tax is levied on a fraction of sales that are channeled through the Myanmar Gems
Emporium. Government revenue should also include profits from a 40 percent production-sharing agreement
under certain mining contracts, a 25 percent income tax on profits of the mining enterprises, and a 15 percent
commercial tax on the export of jade stones.There is another 2 percent tax levied on export sales, but this is
designed as an advance payment that is credited against the exporter’s income tax liability.
A recent study by Global Witness (2015) pulled together information from a variety of sources and found that
the value of Myanmar’s jade production in 2014 could have been as high as US$31 billion. Judging from Chinese
data on jade imports, which spiked in 2014, the value for that year may have been far higher than usual. Even
taking that data spike into account, the Global Witness report estimates that much of the jade revenue that
should have accrued to the government over the past decade never reached the Treasury. Even the 20 percent
mine-site tax has been yielding far less revenue than the amount that should be due on the basis of the recorded
outputs.
The loss of budget revenue is thus a major consequence of illicit trade in jade. Are there other important effects
on the economy? One certainty is that the meager wages for mine workers account for only a tiny fraction of
the earnings from unrecorded jade sales, even though the workforce may number in the hundreds of thousands
(by some estimates).The lion’s share likely accrues to wealthy individuals in Myanmar and China. If those
earnings are held or spent outside Myanmar, they contribute nothing to the domestic economy and represent
a loss of foreign exchange inflows equal to the full value of the unrecorded jade output.To the extent that illicit
earnings stay in Myanmar, they do add to the supply of foreign exchange in the market even though the export
sales go unrecorded in the balance of payments statistics.The economic value of illicit sales is also unrecorded in
the GDP accounts. All of these issues require more careful research.
Source: Global Witness (2015); PwC (2015); KPMG (2015); and personal communications with Dr. Jared Bissinger.

A third macroeconomic issue relating to natural resource revenue involves effects on the exchange rate,
familiarly known as Dutch disease.
51

50

PwC (2015, 23-25).
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On these grounds, many resource-rich
countries have established a sovereign
wealth fund or natural resource fund
as a vehicle for investing proceeds
from the extraction of natural
resources. As noted in the Inclusive
Growth section, a good case can be
made for allocating a share of resource
revenues to social welfare programs as
a “social dividend” to citizens. There
is also a strong case, in the interest
of equity and national harmony, to
share a portion of resource revenues
with subnational governments in
regions where the resources originate.
Nonetheless, most of the revenue
from exploitation of non-renewable
resources should be allocated to
investment. According to news
reports, the government of Norway
has agreed to provide technical
assistance to the Government of
Myanmar (GoM) to develop a fund
of this sort for Myanmar (see footnote
40).
Public Finance Management
Beyond strengthening domestic
revenue mobilization, the Union
government can also relax the
macroeconomic constraint on the
budget, without sacrificing fiscal
discipline, simply by “spending
smarter” to stretch what can be
accomplished with any given amount
of fiscal resources. This can be
achieved through improvements
in budget programming and in
operational procedures along the
chain of expenditure controls,
including, among other steps,
more strategic allocation of funds
across budget programs—most
notably by taking advantage of
any “peace dividend” from ending
domestic conflicts to reduce military
expenditure in favor of development

programs and social services.
Efficiencies can also be found within
each budget area through more
efficient program implementation;
modernizing the use of information
technology to reduce administrative
costs; greater use of project appraisal
to obtain the highest returns from
capital expenditures; stronger
controls to minimize procurement
risks; tightening controls over cash
management; more effective systems
for auditing the use of budget funds;
and greater community participation
in setting priorities and monitoring
the effectiveness of government
programs. All of these pathways fall
under the general label of public
finance management (PFM).
The Union government took a
running start on addressing PFM
reforms in FY2012/13 by cooperating
with the World Bank to produce a
comprehensive PFM Performance
Report (World Bank 2013). This
report resulted in a “PEFA” scorecard52 that identified weaknesses
and reform priorities across the
PFM system, covering budget
credibility (i.e., variations between
the budget plan and the outturn),
comprehensiveness and transparency
of the budget, budget planning,
budget implementation, accounting
and reporting, systems for audit and
external scrutiny, and donor practices.
In one area only—the accuracy of the
revenue estimate in FY2010/11—did
the government earn a grade better
than a C. In short, the assessment
found serious deficiencies throughout
the PFM system.

for PFM reform, taking into account
the full range of issues identified in
the assessment (GoM, undated).
This, along with sector strategies,
can serve as a blueprint for more
strategic programming of budget
resources. In addition, the World
Bank recently completed a Public
Expenditure Review to examine
the alignment of expenditures with
development objectives and identify
priorities for reforming budget
management (World Bank 2015b).
The recommendations from that
review include a “major rebalancing”
in budget priorities towards education
and health, careful attention to fiscal
risks (discussed below), refinement of
spending priorities within the social
sectors, and the need for coordinated
planning of the transition to fiscal
decentralization.

... the Union government
can also relax the
macroeconomic constraint
on the budget...simply by
“spending smarter”...

Following the PEFA assessment, the
Union government established a
PFM working group and produced a
step-by-step, medium-term strategy

PEFA is the acronym for the Public Expenditure and Financial Accountability assessment methodology
that was developed in 2001 and has since been applied in nearly 150 countries. See www.pefa.org for
background.
52
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The reader is referred to the
documents cited above for further
details on these reform priorities.
Without going into technicalities
here, it is clear that a wide range of
PFM reforms merit technical and
financial support from Myanmar’s
development partners, including
USAID. In addition, it would be
useful for the government to begin
planning now for a follow-on to
the PEFA review in order to assess
progress and review priorities and
sequencing for further PFM reforms
in light of the steps taken to date.
Debt Management
It is perfectly normal for
governments, businesses, or
households to issue debt to finance
expenditures. Any entity, however,
must manage its borrowing carefully
to avoid serious financial difficulties.
In the government’s fiscal framework,
the calculation of each year’s budget
ceiling has to include an analysis
of the amount of debt to issue (if

any) as a component of the resource
envelope. Despite the obvious
importance of this analysis, debt
distress has been a major source of
macroeconomic instability in dozens
of countries across the globe, often
requiring many years of difficult,
costly, and divisive adjustments.
Hence, it is imperative for the Union
government to manage its reliance
on debt with a focus on ensuring
sustainability.
Given the importance of debt
management, the IMF and the
World Bank each year produce a
debt sustainability analysis (DSA)
for the government. The analysis
includes medium-term projections
for 5 years and more speculative
long-term projections for 20 years.
The DSA for 2015 concludes that
Myanmar is currently “at low risk of
debt distress,” but that the authorities
“need to maintain fiscal discipline
to ensure debt sustainability” (IMF
2015a, DSA 4-5). In that light,
the Fund recommends moderate
tightening of the fiscal deficit targets.
The report also mentions that the
IMF will coordinate with the PFM
working group on technical assistance
to help develop the government’s
capacity for this type of analysis as an
integral part of macroeconomic policy
management.
The DSA applies standard
benchmarks and thresholds
indicating risk of debt distress based
on international experience. The
benchmark indicators include the
present discounted value (PDV) of
government debt service obligations
as a percentage of GDP and the ratios
of annual debt service obligations
to export earnings and to budget
revenue. From the definition of these
benchmarks as ratios, one can see that
the space for government to borrow
responsibly expands with economic
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growth. For example, if nominal
GDP increases by 14 percent (i.e.,
8 percent real growth and 6 percent
inflation), then the government’s
debt service obligations can rise by
14 percent without an increase in the
ratio of PDV debt to GDP.
The DSA also includes sensitivity
analysis to assess how the debt path
would change under several scenarios
involving possible economic shocks.
The risk factors examined by the
Bank and the Fund include tightening
in the terms of borrowing, such as
interest rates or the grant element of
external loans, and a slowdown in the
growth of GDP or export earnings.
One possible source of trouble is
that debt denominated in foreign
currency creates extra vulnerability
in the event of depreciation of the
local currency, which can abruptly
increase the budgetary cost of the
debt service payments. Because of
these risks, there is a strong case for
targeting debt levels well below any
threat benchmark and setting the
macroeconomic framework for the
budget accordingly. Holding down
the debt ratios also contributes to
macroeconomic resilience by leaving
room for more expansionary fiscal
policy at times when the economy
needs a stimulus.
The target for government borrowing
as part of the budget program also
depends on the supply of funds
in the domestic financial markets.
Although these markets are presently
rudimentary and very thin, the
government has established an
auction mechanism for issuing T-bills
through the central bank. Presently,
this wholesale T-bill auction is only
open to financial institutions. Posted
results show that the T-bill rate (as
of mid-November 2015) has been

in the range of 7 to 8 percent, but
also that auctions are generally
undersubscribed by a large margin.
The CBM also handles the sale of
treasury bonds to the public, mostly
with a 2-year term; interest rates on
these obligations range from 8.75
to 9.5 percent.53 The government
recognizes the need to develop and
deepen these markets, as well as the
importance of these developments
for fiscal policy (and monetary)
management. Furthermore, the sale
of government securities at various
maturities on the open market can
help to develop money and capital
markets more broadly by establishing
benchmark interest rate and a yield
curve (i.e., the pattern of interest
rates, by maturity).
In determining the target for
borrowing in the budget program,
the government must also take
into account the potential for that
borrowing to crowd out financing for
the private sector, either by raising
interest rates or constraining the
availability of funds. This should
not be a problem currently because
the market for government debt
is very thin, the banks have ample
liquidity, and interest rates in the
banking system are still controlled
administratively. But looking forward,
this consideration has to be part
of analysis for the macroeconomic
framework for fiscal policy
management.

and a gradual process of delivering
consistently on political rhetoric.
Once credibility is gained, it
can quickly be lost through
mismanagement of economic policies.
For this reason, many governments
have adopted an explicit fiscal rule as
an instrument for self-restraint.

...there is a strong case
for targeting debt levels
well below any threat
benchmark and setting the
macroeconomic framework
for the budget accordingly.

Fiscal Rules
By influencing expectations
throughout the economy, the
credibility of policy management is
itself a valuable tool for maintaining
macroeconomic stability. Establishing
credibility, however, requires
committed political leadership

...the important point is to
precommit to a rule that
limits discretion for possibly
profligate government
spending.

Fiscal rules can be simple or complex.
An early example of a simple rule was
Indonesia’s policy of zero domestic
borrowing during the 1970s, when
the economy was emerging from a
period of severe instability and high
inflation. This limited expenditure
to the sum of revenue plus net donor
funding. In the early 1990s, under
similar conditions, the Zambian
government adopted a less restrictive
rule of zero inflationary financing
from the central bank; this approach
allowed the expenditure ceiling to
include domestic borrowing in an
incipient market for treasury bills. At
a minimum, the Union government
in Myanmar should end automatic
financing of the fiscal deficit by
the CBM, as proposed by the IMF
(2015a, 8), and preferably impose
a rule similar to that adopted in
Zambia. The World Bank, similarly,
recommends an end to all monetary
financing of the deficit, but doing so
“gradually” (World Bank 2015, 3).
A more complex rule would be
needed to delink government
expenditures from the volatility
of revenue from natural resource
exports, especially from the unstable
world market price of hydrocarbons.
Without such a mechanism for
cushioning volatility, fiscal policy
can actually accentuate instability
by adopting expansionary budgets
in good years for export earnings,
followed by painfully contractionary

adjustments in bad years. Chile has
been a world leader in establishing
a fiscal rule that uses the longterm trend in the price of its main
export, copper, to set the structural
budget ceiling each year, allowing
the actual budget ceiling to vary
with business cycle conditions;
moreover, the Chilean government
delegates to an independent group
of experts the task of determining
the value of this key parameter for
the fiscal framework.54 As a simpler
approach, the fiscal rule could place
a predetermined portion of resource
revenues in a sovereign wealth fund.
Whatever approach is used, the
important point is to precommit to a
rule that limits discretion for possibly
profligate government spending. As
noted earlier, work on developing this
type of mechanism has begun with
technical assistance from Norway.
Macroeconomics of Fiscal
Decentralization
The government’s policy of fiscal
decentralization is a centerpiece of
its commitment to “people-centered
development.” As reported by The
Asia Foundation, the government has
been rapidly increasing the scale of
budgetary transfers to the states and
regions, with a target of allocating
as much as 15 percent of total
spending “to support decentralized
development” (Nixon and Joelene
2015, 14). The steps being taken
to devolve or decentralize political,
administrative, and fiscal authority
to subnational governments—if well
sequenced, carefully managed, and
supported by capacity building—can
yield valuable efficiency and equity
benefits in the delivery of social and
economic services. With equitable
and transparent allocation rules, they

This description is an oversimplification of the system in Chile. For more information, see Kumhof and
Laxton (2009) and Marcel (2013).
54
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http://www.cbm.gov.mm/content/issuance-government-treasury-bonds, accessed November 12, 2015.
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can also help to ameliorate regional
inequities that have been one source
of conflict.55

contingent liability for the Union
government that must be carefully
and transparently managed.

Although the pattern of government
spending may be heavily affected by
decentralization, the macroeconomic
effects of such fiscal transfers will
be virtually the same as the effects
of direct spending by the central
government. One aspect of the fiscal
decentralization process does stand
out, however, as being especially
pertinent to the present focus on
macroeconomic stabilization policy:
the need for strong rules to impose
discipline on borrowing by state and
regional governments. Without such
rules, the risk of debt distress can be
much more likely at the subnational
level than at the national level for
three reasons. First, there are simply
more subnational government
units that might err in their budget
management—especially if their
revenue assignments are inadequate
to cover expenditure assignments
plus unfunded mandates, let alone
other political exigencies. Second, the
technical and administrative capacity
for fiscal management is likely to
be much weaker at the subnational
level than at the Union level. Thirdly,
fiscal management at the subnational
level may be subject to moral hazard
stemming from an expectation that
the Union government would have to
step in to cover a debt default. If that
might be the case, then subnational
debt must be treated as an implicit

Fiscal Risks

56

• Cuts or delays in donor funding,
in the event of possible political
setbacks or administrative
problems (such as happened in
Tanzania and Malawi);

The discussion of fiscal policy
several times has touched in general
terms on the need for maintaining
“fiscal space” to cushion unforeseen
shocks. A recent ADB study on fiscal
management (Oo et al., 2015) in
Myanmar singles out five major risks
to fiscal sustainability:
• Economic assumptions in the
macroeconomic framework that
turn out to be invalid, including
assumptions about the world
price for gas and oil, adverse
movements in the exchange rate,
growth prospects in China, or
the financial condition of state
economic enterprises;56

• Proliferation of tax incentives,
which could undermine revenue
growth.
• Cost overruns on large
government-funded infrastructure
projects;

One aspect of the fiscal
decentralization process
does stand out...the need
for strong rules to impose
discipline on borrowing...

• Potential problems with debt
management;
• Contingent liabilities, which could
be explicit or implicit (including
possible bail-out costs from losses
at inefficient state-owned banks);57
• Problems with the design and
implementation of public-privatepartnerships; and
• Vulnerability to natural disasters.
In fact, the ADB’s list provides only
a partial view of the risk landscape. A
more comprehensive list of fiscal risks
should also include the potential for

For more on the condition of state enterprises, see Rieffel (2015).

For example, Turnell (2016) explains that the Myanmar Agricultural Development Bank is essentially
a loss-making conduit for government-funded agricultural loans, for which repayments are problematic.
Another huge loss could arise from loan losses associated with the recent $700 million loan to the Ministry
of Cooperatives from the Exim Bank of China; see Htoo Thant (2015).
57
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• Data problems, which were a
significant factor contributing
to the onset of the 1997 Asian
financial crisis in Thailand and
the recent epic collapse of the
economy in Greece;
• Problems in the banking system,
which will be discussed in the next
section; and
• A flare-up of conflict, requiring
substantially higher funding for
the military (the opposite of a
“peace dividend”).
This underscores the value of leaving
fiscal space in the budget program
and debt management plan to allow
for fiscal stimulus in the event of
an economic shock. Admittedly,
this is very difficult to do when
the government has such limited
resources to address huge demands for
public goods and services, hence the
need for a sharp focus, as discussed
above, on strengthening revenue
mobilization, expenditure efficiency,
and growth-oriented budget
programming.
All of these considerations presume,
of course, that the political
commitment to a market-oriented
development agenda will be
sustained. The ultimate risk would
be a reversal of this commitment and
a reversion to controls, perhaps as
overreaction to an economic setback,

or a retrogressive decision by former
elites to protect their privileges.
IMPLEMENTING MONETARY
POLICY
Monetary policy in Myanmar is a
work in progress. The central bank
gained legal independence as the
monetary authority in July 2013
with passage of the new Central Bank
of Myanmar Act, but the process of
consolidating autonomy and building
capacity for policy management is
far from complete. In addition, the
financial markets, through which
modern tools for monetary policy
should operate, are still very thin and
underdeveloped. The government and
the CBM are committed, though,
to strengthening the necessary
institutions, deepening financial
markets, and moving towards marketoriented monetary policies.
Under the Central Bank Act, the
CBM is headed by the governor,
under the supervision of the board
of directors. Section 5 of the Act
mandates that the aim of the CBM
“shall be to preserve and maintain the
domestic price stability.” To that end,
Section 6 charges the CBM to pursue
four objectives:
• Promoting monetary stability;
• Enhancing financial system
stability;
• Developing efficient payments and
settlement systems; and
• Supporting “the general economic
policy of the Government
conducive to the sustained
economic development.”
The first two objectives are essential
from a macroeconomic perspective,
and the third is critical for economic
efficiency. The fourth objective,
however, is problematic, as it could
open the door for government to
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nudge (or push) the CBM into
funding quasi-fiscal measures that
have little to do with the aim of
monetary policy and which ought
to be funded through the budget
process. This could be done through
control on the allocation of credit,
administered interest rates for special
categories of loans, special refinancing
facilities to promote lending to
favored sectors, or targeted loan
guarantees. In some African countries,
this type of vague mandate to support
development policy has materially
weakened central bank autonomy by
diverting attention from the primary
aims of monetary policy, creating
pools of non-performing loans, and
retarding the development of financial
markets. The CBM should resist this
mission drift and focus instead on
the vital business of building capacity
for effective monetary management;
developing a stable, efficient, and
inclusive financial system; and
modernizing the payments system.58
While price stability and monetary
stability are clearly mandated in
the Act, the statement of objectives
omits any explicit reference to using
monetary policy to cushion or
forestall an economic slump. This
is odd because monetary policy is
one of the most important tools for
countercyclical stabilization policy.
This is one point on which the CBM
could and should take advantage
of the vague wording of the fourth
objective in the Act, with transparent
communication to the public of
the policy purpose. It would be
preferable, however, to amend the Act
to incorporate this objective explicitly.

From the macroeconomic perspective,
the primary issue to be addressed
here is the stabilization function
of monetary policy. It is important
also to address three other aspects
of monetary management that have
major macroeconomic consequences:
interest rate policy, exchange rate
policy, and policies to ensure financial
sector stability.

• Other instruments, including
management of credit operation,
as it may deem necessary.

Monetary Policy Instruments
As seen earlier, recent monetary
policy performance has been
characterized by rapid growth in
the money supply, contributing to
rising inflation (against the grain of
stable price trends in most countries),
a growing current account deficit,
and pressure on the exchange rate.
In short, monetary policy has been
too loose. One immediate source of
the problem has been central bank
“printing money” to finance the
fiscal deficit. A more fundamental
problem, though, is that the CBM
simply has not yet developed effective
operational tools for maintaining
monetary discipline or sterilizing the
liquidity effects from financing the
government deficit.

...recent monetary policy
performance has been
characterized by rapid
growth in the money supply,
contributing to rising
inflation... In short, monetary
policy has been too loose.

The Central Bank Act enumerates four
“monetary instruments and methods”
that the CBM may use to maintain
monetary stability. They are:
• Open market operations in the
financial markets;
• Stipulation of the discount rate
and the rediscount rate;
• Stipulation of minimum reserve
requirements; and

A recent ADB study actually suggests that the CBM should play an active role in promoting economic
development through a refinancing facility, requiring banks to provide a “credit plan,” and giving guidance
on sectors that should be favored for lending. See Nijathaworn, et al., (2015, 30). These measures should
not be a priority for attention. The CBM has enough on its plate to develop the capacity for monetary
management and prudential supervision of the banking system. It also has no expertise to make efficient
decisions on lending.

In fact, the CBM is depending
mainly on an unconventional “other
instrument” for withdrawing excess
liquidity from the banking system:
the biweekly “deposit auction,” which
was introduced in September 2012.59
The Federal Reserve Bank in United
States pioneered the use of this tool—
under the label of a Term Deposit
Facility—in 2010 as an experiment
for managing excess liquidity.60 In
Myanmar, the CBM sets a target
amount of deposits that it plans to
accept at each auction from the banks
for periods of 14, 28, and sometimes
42 days. The invited banks submit
bids specifying the amount offered for
deposit and a corresponding interest
rate that they offer to accept. When
the volume of bids is high, the CBM
accepts only the amount sought,
taking those bids with the lowest
interest rate offers. When bids fall
short, the CBM accepts most of the
offers, though some bids are rejected
at the higher end of the interest rate
offers.
When the CBM’s deposit auction was
introduced, the interest rates were
held well below 1 percent. By the
end of 2014, the CBM was accepting

deposits at an interest rate of 4.0
percent, and by September 2015,
the interest rate was 7 percent. This
rapid increase is consistent with the
CBM’s intention to scale up use of
the instrument to withdraw excess
liquidity from the banks (IMF 2015,
9). Despite the higher interest rates
to date, however, the auction has still
not been very effective. At nearly
every auction in 2015 the bidding
fell short of the CBM’s target, often
by a very large amount. The low
supply of bids suggests that interest
rates need to be higher to attract any
substantial amount of excess liquidity
into the deposit auction.61 Thus,
from experience to date, the deposit
auction has been a very weak tool for
monetary management.
Even if the deposit auctions were
successful, the effectiveness of this
instrument as a policy tool would
be limited. The auction only freezes
bank liquidity temporarily, usually
for 14 days. But it has no effect on
the primary operational target for
monetary policy, which is to control
the growth of RM, because deposits
at the central bank are still part of
the monetary base.62 If banks wish
to expand lending, they can regain
access to the liquidity by simply
waiting a few weeks for their deposits
to mature.

For details on the deposit auction, see http://www.cbm.gov.mm/deposit-auction. Clearly, this falls in the
category of “other instruments” as the central bank “may deem necessary.”
59

For an explanation of the Term Deposit Facility and other unconventional tools introduced by the Fed,
see Ihrig et al. (2015), especially pages 188-193. This paper is available for public access at https://www.
aeaweb.org/articles.php?doi=10.1257/jep.29.4.
60

One possible explanation is banks need to retain large amounts of liquidity to cover day-to-day
fluctuations in deposits and withdrawals. For example, it is possible that a large number of employees
with wage jobs have their paychecks deposited in the banks just before the end of each month and then
withdraw nearly all the funds over the next few weeks to meet monthly expenses. In this case, the endof-month banking statistics would show large excess reserves, but the banks would not want to lock away
those reserves for 14 days or more. There is no available data to confirm or reject this hypothesis.
61
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See IMF (2015, 8). As explained earlier in the paper, “reserve money” consists of cash in circulation
outside the banking system, plus cash reserves held by the banks (including reserves held in the form of
deposits at the central bank by commercial banks). The central bank can control changes in reserve money
directly through transactions with other economic agents (including the government) that either inject or
withdraw currency balances from circulation.
62
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The CBM needs more effective tools
for managing monetary policy. One
option that would have a substantial
impact would be to increase the
reserve requirement. This would have
a semipermanent effect in freezing
bank liquidity, thereby reducing the
money multiplier and growth of the
money supply for any given rate of
RM growth. An upward adjustment
in the reserve requirement may be
warranted at this time, as the IMF has
recommended. But this is too blunt
a tool to use for day-to-day or even
month-to-month management of
monetary policy.
What is urgently needed, instead,
is the introduction of open market
operations as the primary tool for
controlling reserve money. This
requires a deeper and more active
market for treasury bills, allowing the
CBM to buy or sell bills as needed
to inject or withdraw liquidity from
circulation. Experience elsewhere
suggests that the T-bill market can
develop fairly quickly, but only if
the CBM and the government allow
the interest rates to reflect market
conditions (see the Interest Rate
Policy section, below).
Another measure recommended by
the IMF to tighten control over RM
is to discourage commercial bank
borrowing from the CBM through
the discount window by setting a
higher discount rate (now 10 percent),
and offering only overnight loans
(IMF 2015, 8-9). This measure
should be coordinated with the
development of an active interbank
money market, to ensure that banks
have access to short-term funds
for managing day-to-day liquidity
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imbalances. Development of this
interbank market depends, however,
on the availability of high-grade
collateral, usually in the form of
T-bills, to secure the interbank loans.
The primer on monetary policy
(above) mentioned yet another
important tool: clear communication
with the public to anchor
expectations and influence market
conditions. The IMF (2015c)
recommends that a forward-looking
communication strategy should
be a cornerstone for modernizing
monetary policy in developing
countries like Myanmar. Specifically,
the Fund suggests that the central
bank should announce a mediumterm inflation objective and then
work diligently to achieve the
objective in order to gain credibility
for effective policy management. For
Myanmar, the objective might be to
bring the inflation rate down to no
more than 5 percent within 3 years.
Of course, external events can cause
targets to be missed; these problems
can be handled through effective
communications with the public.
As the CBM builds capacity for
modernizing the management of
monetary policy, concerns have
arisen about the effect on the system
of allowing deposits and loans
denominated in foreign currency
and the use of foreign currencies
for domestic transactions. These
conditions generally go under the
name of “dollarization” (even if
currencies other than the U.S. dollar
are involved). Box 4 explains the
concerns and the range of policy
responses.

The term “dollarization” refers to the domestic use of deposits, loans, and
transactions denominated in foreign currency.The issue of dollarization has been
faced by many developing countries. Responses range from fully adopting a foreign
currency as the official national currency (as in Panama and Ecuador) to resisting
dollarization through regulations and controls. Some degree of dollarization is a
healthy sign, because it facilitates international financial transactions. But there
are two main concerns about the economic effects of dollarization (aside from
any political considerations). First, widespread use of foreign currency may limit
the effectiveness of monetary policy, because the standard tools of monetary
management work through effects on the money supply, the availability of credit, and
interest rates in domestic currency.
Second, dollarization can create balance sheet risks that jeopardize financial and
economic stability if entities with local income streams borrow in foreign currencies
without proper instruments to hedge against exchange rate risks.This type of
currency mismatch can lead quickly to insolvencies if the local currency sharply
depreciates, as debt balances and loan payments suddenly become more onerous for
domestic entities with local-currency assets and revenues.This balance sheet effect
was a major channel for propagation of bank failures and economic distress during
the 1997 Asian economic crisis.
How should this concern be addressed? There are three main lessons from
international experience. First, the most effective instrument for containing
dollarization is to ensure macroeconomic stability through prudent and consistent
fiscal and monetary policies. Dollarization generally becomes a problem when
domestic businesses and wealth holders doubt the value and stability of the local
currency. Exchange rate policy is also important, because dollarization can be driven
by expectations or fears of devaluation—especially in situations where efforts to
sustain an overvalued exchange rate create a “one-way bet” for speculators.The
incentive to hold foreign currency can be offset by allowing domestic interest rates to
reflect market conditions, including a premium for perceived currency and inflation
risks.

What is urgently needed,
instead, is the introduction
of open market operations
as the primary tool for
controlling reserve money.
This requires a deeper and
more active market for
treasury bills...
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Second, central banks must adopt and enforce prudent regulations that limit
exposure by banks and their clients to currency mismatch with respect to assets
and liabilities, or incomes and debt obligations.This can be achieved through explicit
limits on exposure and by developing financial instruments for hedging currency risks,
such as forward market contracts. Central banks can also influence incentives in the
banking system for dollarization by adopting higher reserve requirements or liquid
asset ratios on foreign currency deposits and loans.
The third main lesson from international experience is that heavy-handed controls to
restrict use of foreign currency are usually ineffective and often counterproductive.
By undermining confidence in the government’s commitment to market-based
reforms and creating doubts about access to foreign exchange when needed, controls
may heighten the incentive for companies and wealth holders to seek other creative
ways to hold foreign currency or externalize assets.
Unfortunately, it is difficult to say anything about the extent of dollarization in
Myanmar due to the lack of monetary and financial sector data. Addressing this data
deficiency should be a priority for the monetary authorities.

The Policy Analysis Framework
Beyond the need for more effective
instruments to implement monetary
policy, the central bank must also
develop an analytical framework
to inform and guide the policy
decisions. For example, given the
target for fighting inflation through
control of reserve money, the CBM
has to determine how much RM
growth is appropriate. Too much
tightening could dampen economic
growth, while too little will fail to
bring inflation under control. This
analysis is complicated by the fact

that the economic effects of any
change in RM—or more generally,
any monetary policy action—work
indirectly, subject to potentially
long and variable lags. Hence, the
monetary policy framework must
always be forward looking. The
instrument settings today must be
gauged with regard to policy targets
up to 18 months later.
Furthermore, some of the key
parameters for modeling the
policy transmission mechanism
may be unstable, especially in an
economy that is remonetizing and
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restructuring following a long period
of underdevelopment. For example,
the World Bank (2015a) estimates
that the money multiplier (i.e., the
ratio of broad money to reserve
money) in Myanmar increased by
half between early 2013 and late
2014. Even within 2014, this ratio
has ranged from 2.0 to 2.5. This
variability makes a huge difference for
determining the appropriate growth
of RM consistent with a given money
supply target (M3).63 In turn, the
relationship between M3 and GDP is
also a moving target when the public
is gaining confidence in the stability
of the currency and the banks. The
trend towards monetary deepening
can quickly get thrown into reverse,
however, if inflation remains high
or perceptions arise about possible
problems in the banking system.
Despite these technical complications,
it is still essential for the central bank
to develop a quantitative framework
for analyzing policy options. Only in
this way can the authorities determine
the appropriate setting for monetary
policy given the policy objectives
and plausible assumptions about
(or estimates for) key parameters.
This type of model is also needed for
exploring scenarios to understand the
policy implications of different targets
or assumptions.
The standard tool for this purpose
is the financial programming
framework developed and used by

the IMF and central banks in many
countries.64 The model can be a
fairly straightforward consistency
framework involving a set of
interlinked spreadsheets containing
data and projections for (a) the fiscal
accounts, (b) the financial sector,
(c) the external sector, and (d) the
real economy, along with an explicit
enumeration of the assumptions and
parameters underlying the analysis.
The first imperative for developing
a financial programming model is
training for economists to develop
the necessary analytical skills. The
IMF has already begun doing this
by conducting a recent short-course
for officials from the CBM, the
MOF, and the MNPED (Ministry
of National Planning and Economic
Development).65 Actual development
of an in-house model, however, may
require longer term assistance.
A second imperative—mentioned
repeatedly above—is database
development to provide the policy
analysis team at the central bank
with ready access to a full set of
up-to-date time series on economic
statistics. Once again, statistical
development becomes a major theme
for strengthening macroeconomic
management. Given an adequate data
set, the CBM economists can then
begin developing a quantitative model
for forecasting key variables, such
as the inflation rate and short-term
movements in bank liquidity.

Suppose the target for M3 is 1,000. If the money multiplier equals 2.0, then monetary policy should
target RM of 500. If the multiplier equals 2.5, then the RM policy should be 400. This degree of instability
in the money multiplier has large implications for setting the policy instruments. Variability in the money
multiplier reflects changes in two underlying parameters: the ratio of loans to deposits in the banking
system and public holdings of currency relative to deposits.
63

Finally, it should go without saying
that the use of any such model at the
CBM should be coordinated with the
Union government’s fiscal framework,
and vice versa, to ensure that the fiscal
and monetary policies are calibrated
to a shared set of assumptions and
policy targets.
Interest Rate Policy

Despite these technical
complications, it is still
essential for the central bank
to develop a quantitative
framework for analyzing
policy options.

The standard tool for this
purpose is the financial
programming framework...

Absent a policy model of their own, the default position for monetary authorities in many developing
countries has been to wait for the IMF to run its financial programming model and then negotiate over the
policy implications.

Interest rate policy enters the
macroeconomic picture in five ways.
First and foremost, the interest rate is
a basic “macroeconomic price” with
pervasive effects on the economy
involving the cost of credit, the
efficiency of investment, the returns
to saving, and incentives for crossborder capital flows.66 One basic
consideration is that if lending rates
are less than the inflation rate (i.e.,
if the real interest rate on loans is
negative), then borrowing can be
profitable even for highly inefficient
uses, such as speculating on property,
holding excess inventories, or
investing in business activities that
have a very low or even zero real rate
of return.67
Second, in most countries the cost
of credit is a major channel for
transmitting the effects of monetary
policy; in fact, interest rates are often
the primary operating target for
policy management. In Myanmar,
this type of monetary management
is constrained by the administrative
control of interest rates. Under the
present regime, the transmission of
monetary policy to the economy
operates mainly through the quantity
of money and bank liquidity.

Monetary policy can be much more
effective if it can also harness the
power of price signals in the financial
system, which can rapidly influence
decisions throughout the economy.
Third, as noted above, allowing
interest rates to reflect market
conditions is a requirement for the
development of money and capital
markets, including the market for
treasury bills. The development of
an interbank market, too, depends
on flexible rates that may vary by
the hour as banks adjust liquidity
positions to new deposits, loans, and
withdrawals.
Fourth, the interest rate affects the
government budget through the
cost of debt service. High interest
rates can squeeze spending on other
programs. The best way to deal with
this potential problem is through
overall fiscal and monetary discipline
that creates conditions for interest
rates to stay low. Artificially holding
down the fiscal cost of debt service
through interest rate controls breeds
widespread inefficiency while also
impeding monetary management
and financial sector development.
Moreover, allowing interest rates
to vary with market conditions can
be an important instrument for
fiscal self-restraint, precisely because
policy mismanagement would
increase the cost for debt service. As
a rule, it is best to move towards the
liberalization of interest rates and
accept the fiscal consequences.
Finally, interest rates also affect the
balance of payments. Negative real

64

In addition to regular training courses on financial programming, the IMF now has a free online course
available to any interested parties at https://www.edx.org/course/financial-programming-policies-part1-imfx-fpp-1x-0. Bolnick (1999) provides a simple summary of the financial programming model and a
particularly simple example of how the framework was used in Zambia to inform policy decisions in
the early 1990s when the economy was beginning to recover from a long period of stagnation and high
inflation. (Available at http://www.cid.harvard.edu/hiid/720.pdf.)
65
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The term “interest rate” is used here as shorthand for the full array of interest rates on different types of
financial instruments. In a market economy, the overall structure of interest rates tends to rise and fall with
reference rates that are typically determined in the market for government securities and either influenced
or managed by central bank policy decisions.
66

The real interest rate is easy to define but not so easy to measure. In addition to deciding which interest
rate to use, there is also a question of the relevant inflation measure for determining the effective cost
of borrowing by businesses; the “headline” consumer price index in Myanmar may not be appropriate
because it is weighted heavily on food prices.
67
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interest rates create an incentive for
agents throughout the economy to
hold goods and foreign exchange
instead of local currency deposits,
leading to dollarization, capital
flight, and a greater demand for
imports. By increasing the demand
for foreign exchange, these responses
put pressure on the exchange rate to
depreciate, which in turn feeds back
into higher inflation. Conversely,
raising the interest rate can be a useful
tool for defending the exchange
rate by attracting funds back into
the domestic currency, especially
as financial markets become more
developed.
In Myanmar, interest rates have
long been subject to administrative
control. In 2014, the CBM relaxed
the controls a bit by setting a
maximum rate of 13 percent on loans
and a minimum rate of 8 percent
on time deposits rather than fixing
these rates rigidly. According to the
World Bank’s Economic Monitor,
the 13 percent ceiling on lending
rates applies mainly to working
capital loans (World Bank 2015a).
Farm loans through the Myanmar
Agricultural Development Bank
(MADB) bear a highly subsidized
interest rate of 5 percent.68 As noted
earlier, the CBM also lends to
commercial banks at a fixed interest
rate of 10 percent through the
discount window.
Because interest rates are not varying
with market conditions or policy
needs, this tool has not been actively
used for managing monetary policy.

The CBM has, however, introduced
greater flexibility for the interest rate
in the deposit auction, as well as the
auction of treasury bills. As noted
above, the shortfall of bids in the
deposit auction and thin demand for
T-bills is a signal that interest rates are
not yet high enough for these markets
to operate effectively.
Sequencing of Interest Rate
Liberalization
Although there is a strong case
for moving to market-determined
interest rates, there is still a question
of sequencing. Should the authorities
liberalize interest rates quickly or
gradually? In the 1970s, the academic
literature unambiguously called for
rapid liberalization. This was followed
by prominent cases in which rapid
liberalization led to a financial crisis
or soaring interest rates.69 In contrast,
most countries in Asia have followed a
more gradual approach, coordinating
the decontrol of interest rates with
macroeconomic stabilization and
institutional development in the
financial system. China, for instance,
has yet to liberalize interest rates
fully, nearly 4 decades after initiating
market-oriented reforms. Drawing
on this international experience, the
new conventional wisdom calls for
a nuanced approach that takes into
account country-specific conditions.
For example, a recent review by the
IMF finds that there is no “onesize-fits-all” approach to financial
deepening: rapid liberalization,
if poorly supervised, can lead to
economic and financial instability

by encouraging risk taking and
higher leverage, and liberalization
should be conditioned on sound
macroeconomic policies (Sahay et al.,
2015).

...raising the interest rate
can be a useful tool for
defending the exchange rate
by attracting funds back into
the domestic currency...

According to the World Bank (2015, 21), “small personal loans” can bear an interest rate of 36 percent.
For microfinance institutions, Turnell (2016) cites a maximum lending rate of 2.5 percent per month.
68

The most memorable study on this problem had the fascinating title of “Goodbye Financial Repression,
Hello Financial Crash,” referring to rapid liberalization in Chile (Diaz-Alejandro 1985). McKinnon (1991)
argued that “premature financial decontrol” led directly to financial crises not only in Chile but also
Argentina and Uruguay, among others. The present author has discussed interest rate liberalization in
Zambia in the early 1990s, where premature decontrol led to soaring interest rates and serious problems
for the economic stabilization program (Bolnick 2004). See also Bolnick (1987) on the sequencing issues in
Indonesia in the early 1980s.
69
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Important factors to consider include
the prospects for macroeconomic
stability, the soundness of the banks,
the quality of bank systems for credit
appraisal and risk management, and
the capacity of the central bank for
financial supervision. In all respects,
the present conditions in Myanmar
are highly problematic, to say the
least (see Turnell 2016). On these
grounds, a recent study by the ADB
advocates that Myanmar should
undergo “perhaps a decade or two of
finance sector development” before
liberalizing lending rates, followed
later by deposit rates (Nehru 2015,
3). However, a second ADB study
takes a different tone, suggesting
that interest rate liberalization in
Myanmar can proceed once the
central bank establishes “a basic
monetary policy process and the
capacity to enable it to perform
essential central banking functions.”
Until then, according to this paper,
some controls “may still be required
to limit volatility and ensure an
orderly market adjustment and
stability” (Nijathaworn et al. 2015, 7).
These divergent recommendations
from the same source point to the
need for more careful analysis of the
issue in the context of conditions in
Myanmar, balancing the widespread
benefits of liberalizing interest
rates against possible risks. The
information reviewed here suggests
that an appropriate balance for the
near term could be an intermediate
path entailing more flexible interest
rate adjustments in response to
market conditions without entirely
freeing up interest rates. Greater
flexibility on interest rates is especially

important for treasury bills and
government bonds to stimulate
development of these centrally
important financial markets. At
the same time, a parallel focus is
needed to improve the underlying
conditions that influence the stability
of market interest rates, including
getting inflation under control, and
strengthening the CBMs capacity to
manage monetary policy and conduct
effective banking supervision.
Exchange Rate Policy
As noted earlier, the exchange rate—
along with the interest rate—is
another key “macroeconomic price”
under the purview of the central
bank, with pervasive effects on the
economy. The primary concern here
is the how the managed float has
been operating and how it affects
the conduct of monetary policy and
overall macroeconomic conditions.
As seen in Section 2, the government
adopted a managed float in April
2012 after unifying the official
exchange rate to the parallel market
rate. Operationally, the CBM runs
a daily auction at which designated
commercial banks are invited to
submit offers to buy and sell foreign
exchange. As described by World
Bank (2015, 22):
The CBM sets a cut off
exchange rate and accepts bids
that are above this cut off,
and offers that are below the
cut off. The cut off rate in the
daily auctions is in turn the
official reference rate set by the
CBM. Authorized dealers and
licensed money changers are
allowed to trade US Dollars
within a band of +/- 0.8
percent of the official reference
rate. In 2013, the government
also introduced a foreign
exchange interbank market to
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complement the auctions by
allowing commercial banks to
trade foreign exchange among
themselves.
Since 2014, the kyat has been
depreciating steadily in nominal
terms, reaching 1,277 kyat/US$ at
the end of October 2015. The rate
of depreciation actually accelerated
during 2015, with the kyat losing
20 percent of its dollar value in the
first 7 months of the fiscal year.70
Market pressure for devaluation
stemmed from a combination of
factors, including rising inflation, a
growing trade deficit, and a very thin
stock of foreign exchange reserves.
Faced with these conditions, and
due to concern about dollarization,
the CBM attempted after midyear
to manipulate the auction and
restrict the use of foreign currency
for domestic transactions, in order to
bolster the value of the kyat (Turnell
2016). The result, as one would
expect, was the re-emergence of an
informal market at a higher parallel
exchange rate and an unsustainable
drain on foreign exchange reserves. To
its credit, the CBM did not persist in
trying to hold back the exchange rate
against the market tide.
There are three major issues here
for monetary policy management.
First, in managing the float, the
CBM needs to be vigilant against
any significant misalignment of the
exchange rate relative to market
fundamentals. Returning to an
administered market for foreign
exchange would be serious setback for

the entire reform process with adverse
effects on the economy. And it would
almost certainly be unsustainable,
leading to a larger and more abrupt
depreciation later. What is needed
instead is a focus on underlying
causes, especially by getting inflation
under control and then pursuing
measures to keep it under control
in order to establish credibility for
policy management as an anchor
for expectations. With strong
macroeconomic policies, a floating
exchange rate can be quite stable;
with poor macroeconomic policies, a
fixed exchange rate can be a source of
acute instability.
Second, the CBM needs to build
up the official stock of foreign
exchange reserves, preferably to a level
covering at least 4 months of import
payments.71 This has monetary
and fiscal implications. When the
CBM acquires foreign exchange, it
injects kyat into circulation and thus
increases RM. For any given RM
target consistent with macroeconomic
stability, the transactions needed to
accumulate foreign exchange reserves
necessitate a corresponding tightening
in other sources of RM growth,
namely net credit to the government
or net claims on deposit money banks
(i.e., a tightening of commercial bank
liquidity).
Finally, as discussed earlier, it is
important for the authorities to
carefully coordinate fiscal, monetary,
and exchange rate policies to
minimize possible Dutch disease
effects and ensure that natural

The official reference rate went from 1207 at the end of March, 2015 to 1277 at the end of October.
This is a 24 percent increase in the kyat price of the dollar and a 20 percent decline in the dollar value
of the kyat. The official reference rate at the end of October was essentially the same as the market rate
quoted by a leading online information service (xe.com).
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The IMF (2015d) has developed a methodology for calculating optimal reserve holdings for different
types of countries. Applying this methodology to assess the adequacy of reserves in Mozambique, the IMF
(2015e, 30) estimates that the optimal stock of reserves is 3.7 months’ worth of imports for a naturalresource–rich developing country with a floating exchange rate and 9.3 months’ worth of imports with a
fixed exchange rate. For a managed float, the target would be above the lower end of that range.
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resource exports do not inhibit
broad-based growth or job creation
through labor-intensive structural
transformation. To inform these
decisions, the CBM requires the
development of analytical capacity
to conduct and disseminate research
on the causes of exchange rate
movements, the effects of these
movements on the economy, and the
consequences of various options for
central bank intervention to manage
the float.
Ensuring Financial Sector Stability

...public confidence in the
banking system remains
fragile due to lingering
mistrust from prior bank
failures and episodes of
currency demonetization.

A separate study in this series
examines in detail the issue of
financial sector stability and
associated priorities for reform
(Turnell 2016). Here we focus on
the macroeconomic side of the story.
Simply put, a banking crisis (or a
wider financial crisis) would put a
huge dent in an economy’s growth
path, which could take years to
overcome. Such crises are surprisingly
common in developing countries.
A World Bank study on financial
market development in Africa, for
example, found 53 cases of banking
insolvency between 1980 and 2005,
including 40 episodes of systemic
crisis. For cases where adequate data
are available, “the average fiscal cost
amounted to 10.6 percent of annual
GDP, while output losses were
estimated at an average of 13.1
percent of GDP” (World Bank 2007,
72). The study found that a common
theme running through most of
the banking failures was weak
prudential supervision by the central
bank, combined with government
interference in lending decisions and
bank management, especially with
state-owned banks. Some of these
insolvencies only became apparent

when financial sector reforms
brought into view a longstanding
accumulation of nonperforming
loans.72
In light of the African experience,
there is certainly cause for concern
about the stability of the banking
system in Myanmar. Turnell (2016)
shows that lending decisions of major
state banks are largely politically
determined and that state banks are
often staffed by senior managers
lacking banking credentials. Some of
these banks might even be classified
as “zombies,” a term for banks that
continue to operate despite being
fundamentally insolvent. In addition,
most banks in Myanmar have weak
capacity for loan appraisal, liquidity
management, and risk management.
And public confidence in the
banking system remains fragile due
to lingering mistrust from prior bank
failures and episodes of currency
demonetization. While fairly strong
prudential regulations are in place,
the CBM has not yet developed
the capacity for effective banking
supervision.
On the positive side, the World Bank
reports that capital adequacy in the
banking sector exceeds 20 percent,
well above minimum thresholds,
and the reported non-performing
loan ratio for private banks is just
2 percent. In addition, commercial
banks apply unusually high collateral
requirements to most categories of
loans. (Politically directed loans for
agriculture are a glaring exception.)
But the World Bank also emphasizes
that “commercial banks do not yet
follow international standards of
accounting, which may mean weaker
asset quality than currently implied by
these ratios” (World Bank 2015, 21).

This is one of the reasons for recommending, above, careful country-specific analysis of the sequencing
issue rather than proceeding to rapid liberalization based on (legitimate) first principles.
72
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The banking system also displays
three other classic warning signs of
impeding trouble: very rapid growth
in lending, which strains bank capacity
to manage the loan portfolio; routine
capitalization of interest as short-term
loans are rolled over (IMF 2015, 7),
called “evergreening”; and control of
major banks by the military and large
industrial groups. An added risk factor
is the substantial concentration of
lending in construction and real estate
in the face of a possible bubble in real
estate prices. Moreover, if a bank does
enter the danger zone for insolvency,
then bank owners and managers
face a one-way gamble that is laced
with moral hazard in the direction of
greater risk-taking: if risky deals pay
off, then the bank is saved; and if not,
then someone else will have to pay for
the consequences.
By far the best way to deal with an
economic crisis stemming from a
bank failure is to avoid it in the first
place. This requires urgent attention
to building capacity at the CBM
for effective banking supervision
(including, once again, timely data),
plus a clear path for disconnecting
the government from the banking
business. Also highly useful would be
support to strengthen the Banking
Training Institute to complement
in-house training programs within the
banking system.
In the event of an incipient bank
failure or bank run due to liquidity
problems (rather than insolvency),
the standard tool for deflating a
looming crisis is for the central bank
to exercise its lender of last resort
(LOLR) authority. Normally this
is done by extending an unlimited
amount of liquidity to a troubled bank
at a penalty interest rate (in order to
minimize moral hazard considerations
on the part of the bank), with the
loans being backed by solid collateral
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(usually in the form of government
securities). Section 40 of the Central
Bank Law empowers the CBM to
exercise this authority. But it is unclear
whether the CBM has the capacity
to administer the LOLR function
smoothly and effectively in an actual
crisis situation.
Deposit insurance is another palliative
that can help to reduce the risk of a
bank run. However, as explained by
Turnell (2016), the voluntary deposit
insurance scheme currently run by
state-owned Myanmar Insurance
offers protection up to K500,000
only. This is far too little to convince
most depositors to stick with a bank
that is rumored to be running out
of money. In addition, it is not even
clear that the insurance company
has sufficient reserves or the skills
needed to bail out depositors quickly
and efficiency. If not, then the
effectiveness of this insurance is greatly
diminished—and the risk of covering
losses is likely to fall by default on
the Union government budget. This
implicit back-up on the deposit
insurance scheme is a potentially
large contingent liability for the
government.
Finally, in the event of an actual bank
insolvency, the standard response is for
the authorities to resolve the problem
promptly by (a) closing the bank and
covering costs as necessary to contain
the crisis; (b) arranging for the bank
to be recapitalized, usually under new
management; or (c) negotiating a
merger with a well-capitalized bank.
As with the LOLR authority, it is not
clear that the CBM has plans or the
capacity to deal with this situation.
Given the latent but real risk of a
serious bank failure and the huge fiscal
and macroeconomic cost that would
be involved, the capacity building in
this area is a first-order priority for
support.

By far the best way to deal
with an economic crisis
stemming from a bank
failure is to avoid it in the
first place.
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5. CONCLUSIONS AND
RECOMMENDATIONS

T

his study has examined in
general terms, and then
specifically for Myanmar,
the two primary concerns of
macroeconomic policy: first, the
overarching goal of fostering rapid
and inclusive growth, and second,
the near-term goal of maintaining
macroeconomic stability. Myanmar’s
recent macroeconomic performance
has been characterized by laudably
strong growth, averaging over 8
percent per year. The available
evidence also suggests that the pattern
of growth has been moderately
pro-poor, though there is still a high
incidence of severe poverty, especially
in rural areas where most of the
population is living.

There are three primary
(and unsurprising) takeaway lessons from this study.
The first...is the central
importance of strengthening
macroeconomic policy
management.
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The country’s performance in the
area of macroeconomic stabilization
is more problematic due to relatively
loose fiscal and monetary policies.
On the fiscal side, problems include
extremely poor revenue mobilization,
weak public finance management
systems, and slow development of
the market for government securities
as a source of non-inflationary
financing for the budget, leading to
over-reliance on borrowing from the
central bank. On the monetary side,
the CBM has very limited technical
capacity for monetary management.
The effects are manifest in rapid
growth of the money supply, rising
inflation (at a time of very low
inflation globally), a precariously low
stock of foreign exchange reserves,
and pressure on the kyat exchange
rate. Equally troubling is the

structural weakness of state-owned
and state-connected banks, along
with the underdeveloped capacity at
the CBM for prudential supervision
or crisis response in the event of any
banking failures.
In discussing these issues, the study
has identified numerous challenges
for policy management and many
areas for improvement to promote
inclusive growth and strengthen the
effectiveness of fiscal and monetary
policies. This final section concludes
the paper by highlighting key findings
from the analysis and offering a
short-list of recommendations on
programmatic priorities to help
the government of Myanmar
and the central bank strengthen
macroeconomic policy management.
KEY FINDINGS
There are three primary (and
unsurprising) take-away lessons
from this study. The first, and
most fundamental, is the central
importance of strengthening
macroeconomic policy management.
Effective policies to foster broadbased economic growth are needed to
reduce poverty and deliver visible and
sustainable improvements in wellbeing for the people of Myanmar. At
the same time, policies to maintain
macroeconomic stability are
needed to avert or soften economic
downturns and avoid the hardships
they bring, particularly for the poor.
Macroeconomic stability is also an
essential pillar for Myanmar’s growth
strategy.
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A second broad finding is the
need for capacity building and
institutional development for
both the MOF and the CBM to
strengthen and modernize fiscal
and monetary policy management.
This is a slow and difficult process
of change management involving
human resource strategy, training
for technical and managerial
officers, structural reorganization,
and modernization of information
technology systems and workflow
processes. The process thus requires
strong leadership, careful attention
to details, and effective coordination
across units and functions. Especially
important in the present context
is capacity development for
macroeconomic analysis within the
newly formed Fiscal Policy Division
at the MOF and the Research and
Training Department at the CBM.
Thirdly, a recurring theme of this
study has been the need for statistical
development. Major improvements
are required in the quality, coverage,
timeliness, and accessibility of
economic statistics. These statistics
are the basic raw material for fiscal
and monetary management, policy
research, and public accountability.
Specifically for policy formulation
and management, modelers,
researchers, and decision makers at
the MOF and the CBM should have
at their fingertips a comprehensive
and up-to-date set of economic data.
On Inclusive Growth
Focusing on the growth objective,
the analysis here largely accords
with conclusions of the World
Bank’s country diagnostic for
Myanmar (World Bank 2014). The
Bank emphasizes three early-stage
priorities for what it calls the “growth
pathway”: continued opening to
international trade and investment;
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increasing agricultural productivity;
and improving the supply of
electricity, finance, and information
and communications technology
(ICT). The present paper has also
emphasized the broader importance
of productivity growth, which can
be pursued by unlocking the power
of private initiative and market
competition, promoting research and
development, investing in technical
and scientific education, and
facilitating structural transformation
to reallocate labor from small-scale
farming to more productive jobs in
other activities.
To achieve “people-centered”
development, the pattern of growth
has to be inclusive. To this end, the
World Bank cites three additional
early-stage priorities: universal access
to quality health and education
services, increased access to water
and sanitation, and increased access
to microfinance. Inclusive growth
also calls for special attention (once
again) to broad-based structural
transformation, with an emphasis on
promoting productive job creation.
Among other things, this requires
a comprehensive approach to
improving the legal and regulatory
environment for doing business in
Myanmar. In addition, much more
can be done to take equity objectives
into account on both the expenditure
and revenue sides of the budget
program and through careful and
equitable management of the fiscal
decentralization process.

A second broad finding
is the need for capacity
building and institutional
development...

Thirdly, a recurring theme of
this study has been the need
for statistical development.

On Macroeconomic Stabilization
Policy
Turning to stabilization policy, the
main concern at this time is the need
for moderate tightening of fiscal and
monetary policies to bring inflation
down at least to mid-single digits.
More broadly, the MOF and the CBM
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need to agree on a medium-term
inflation target and pursue consistent
and coordinated policies that will
maintain low to moderate inflation to
establish a track record of responsible
macroeconomic management. It
takes time to gain a reputation for
credibility in controlling inflation, yet
doing so will make it much easier in
the future to maintain stability.
Specifically on fiscal policy, many
deficiencies in the budget process call
for attention. The most glaring need
is for a concerted effort to reform
the tax code and modernize tax
administration in order to strengthen
revenue mobilization. This process
is underway, but it will take years of
effort to achieve a tax ratio consistent
with regional and international
norms for a lower-middle income
country. Non-tax revenues are also
a major source of funding for the
budget in Myanmar, particularly
from charges levied on the extraction
of natural resources and transfers
from state economic enterprises.
These revenue flows are currently
opaque and therefore vulnerable to
“leakage.” Tighter control and greater
transparency are obviously needed.
The government’s commitment to
join the EITI process is a laudable
step towards more transparent
management of these revenues, but
it remains to be seen whether the
process can unlock new revenues.
The other major source of domestic
financing for the budget comes from
borrowing to cover the gap between
expenditures and revenues. In this
sphere, the immediate challenge is
for the government to cut back on
borrowing from the CBM, which
serves to monetize the deficit, and
expand instead the scope for noninflationary financing through
development of the market for
government securities.

On the expenditure side of the budget
ledger, the MOF needs to develop
and operationalize a mediumterm macroeconomic model for
determining the expenditure ceiling,
consistent with available sources of
funds and the macroeconomic policy
targets for growth and inflation.
The government should also give
serious consideration to establishing
an explicit fiscal rule for setting the
budget ceiling, both as an instrument
for self-restraint and as a tool for
ensuring consistency over time
in the budget programming. As
recommended by the IMF, the fiscal
rule should set aside a large fraction
of natural resource revenues for longterm investments in order delink yearto-year expenditure growth from the
inherently unstable flow of revenue
from natural resource exports. Recent
discussions on creating a natural
resource fund are an important step
in this direction.
Maintaining fiscal discipline
inevitably entails difficult choices on
allocating limited budget resources
across a huge set of competing
demands. The government can stretch
its resources, however, by allocating
expenditures more strategically and
more efficiently while tightening
control of procurements and
payments. Recommendations
from the World Bank’s 2013 PEFA
assessment and the 2015 Public
Expenditure Review provide a
blueprint for such reforms.
Three particular budget concerns are
worth singling out here. The first—
returning to the data theme—is the
need to adopt international standards
for compiling and presenting the
budget data. At present, the fiscal
accounts exclude potentially large
revenues and expenditures that flow
through off-budget accounts. The
accounts also mix state enterprise
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budgets with the government budget.
Fixing these problems will provide
the authorities with better numbers
to work with in formulating and
managing fiscal policy.
Secondly, the MOF needs to monitor,
measure, and limit contingent
liabilities of the government, which
are currently hidden from view.
These include potential losses at
poorly managed state-owned or stateconnected banks, guarantees that the
government might issue on loans to
other entities, and unplanned losses
from public-private partnerships for
infrastructure projects.
Finally, as part of the tax reform
program, the government should
develop methods for monitoring
and controlling the cost of special
tax breaks offered as incentives for
investment. As explained above, these
incentives are of questionable value in
attracting most types of investment,
yet they create a potentially serious
(and unmeasured) drain on budget
resources. Moreover, the economic
and fiscal effects of offering a tax
break are essentially the same as an
equal expenditure; unlike a tax break,
assistance that is provided through
the budget is more transparent and
easier to control.
In the area of monetary policy,
the CBM is still in the early stages
of developing the systems, skills,
and institutional foundations for
effective policy management. The
only instruments currently in place
for this purpose are the deposit
auction and interest rate controls.
The deposit auction, however, is an
ineffectual tool for managing reserve
money and bank liquidity, while
interest rate controls, though recently
relaxed a bit, inhibit the growth of
money and capital markets and thus
progress towards the development of
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open market operations as a tool for
managing monetary policy. To this
end, the main challenge in the short
run is to deepen both the primary and
secondary markets for treasury bills,
which will require allowing interest
rates to adjust to market realities
(despite the fiscal consequence of
higher interest costs for government
borrowing). The CBM also needs to
establish a strategy for sequencing
the liberalization of interest rates
more generally, balancing the
important efficiency gains from
market pricing of credit against the
risk of volatility due to thin financial
markets, moral hazard on the part
of shaky banks, and the underlying
vulnerability of the economy. Equally
important, the CBM needs to
develop a communications strategy
for establishing policy targets as
an anchor for expectations, and
informing the public regularly about
monetary and financial conditions.
A second imperative for the CBM is
to develop the capacity for financial
programming and economic
forecasting as the analytical toolkit
for formulating monetary policy.
This process requires training and
mentoring for the CBM economists
working on macroeconomic
management, with parallel
development of new procedures for
running the models and feeding the
analysis into the policy deliberations.
Another major challenge facing the
CBM is to establish the instruments
and procedures needed to avert
future banking crises and very costly
systemic shocks that might ensue
from a bank failure. Given the
conservative lending practices now
in place, several recent studies on
the financial system have concluded
that there is no imminent worry
about a bank failure. But the analysis
in Section 4 suggests that there are
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medium-term causes for concern.
These concerns heighten the
urgency of modernizing prudential
regulations, broadening the CBM’s
authority over state-owned banks, and
strengthening the CBM’s capacity for
banking supervision. They also call
for advance planning to ensure that
the CBM would have prompt and
effective recourse to its lender of last
resort function in the event that any
banks face a serious liquidity crunch,
as well as plans to work quickly and
smoothly to resolve any possible bank
insolvency.
One further conclusion from
the analysis is the importance of
coordinating monetary policy and
exchange rate policy. Once the CBM
develops the capacity for financial
programming, this coordination
will be more or less automatic
through consistency checks built
into the model. The CBM must also
coordinate exchange rate policy with
fiscal policy, particularly in relation
to the prospect of creating a natural
resource fund to sterilize a substantial
portion of the foreign exchange
inflows from resource exports. Above
all, the CBM needs to manage
the floating exchange rate flexibly,
and not allow large gaps to emerge
between the official reference rate and
the market rate. Efforts to hold the
exchange rate at an artificially low
level (in kyat per dollar) would only
revive the parallel market, deplete
foreign exchange reserves, and create
incentives for rent-seeking abuses in
the official market.
RECOMMENDATIONS
This penultimate section of the
paper screens the various issues and
challenges discussed above to identify
a short-list of programmatic priorities
to help strengthen macroeconomic
policy management in Myanmar. The
screening takes into account three

criteria: first, the potential mediumterm impact of the intervention;
second, insights from successful
USAID programs in other countries;
and third, the author’s judgments
based on his experience advising
finance ministries and central banks
in other developing countries in
Africa and Asia. On this basis, the
following 12 recommendations are
offered for consideration:
On Inclusive Growth
1.

Support agriculture and rural
development, particularly for
improvements in small-farm
productivity through access to
inputs and finance, development
of market information systems
and marketing infrastructure,
and diversification to highervalue crops.

2.

Support reforms to improve
the business environment by
modernizing the company
law, streamlining other laws
and regulations constraining
investments and business
operations, and strengthening
property rights, including for
intellectual property.

3.

Support trade facilitation
measures at the border and
behind the border, especially
in connection with Myanmar’s
participation in the ASEAN
Economic Community.

4.

Support capacity building for
public finance management,
including more strategic budget
programming, more efficient
capital budgeting through the
application of economic analysis,
and stronger financial controls.

5.

Support strengthening of
the regulatory framework for
microfinance institutions and
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capacity development for these
institutions.
6.

Support the establishment of
ICT incubators to encourage the
development of entrepreneurship
and innovation.

On Macroeconomic Stabilization
7.

8.

9.

Support statistical development to
produce timelier, more accurate,
and more accessible economic
data conforming to international
standards, especially for fiscal
and monetary statistics.
Support training of economists
through targeted short courses,
funding for participation in
regional and international
training programs, and
bursaries for advanced degrees
in economics and finance. The
immediate need is for training on
tools for macroeconomic policy
analysis within the MOF and
the CBM, but support could
be generalized to expand the
future supply of well-trained
technocrats (as USAID has done
in Indonesia and South Africa,
among other countries).
Support modernization of the tax
system to accelerate progress in
boosting the critically low level of
domestic revenue mobilization,
including measures to capture a
larger share of revenue from the
exploitation of natural resource
wealth.

10. Support strengthening
capacity at the CBM for
banking supervision, along with
strengthening of the Banking
Training Institute, to minimize
the risk of a banking crisis.
11. Support development of the money
and capital markets to strengthen
the effectiveness of monetary
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