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Executive Summary

Myanmar’s economy petformed better in 2017/18 with a modest growth acceleration that partially
reversed the deterioration experienced in 2016/17. While the outlook remains positive, risks have
intensified. The economy expetienced a broad-based increase in real GDP growth to 6.4 petrcent in 2017 /181
from 5.9 percent in 2016/17. Inflation moderated from 7 petcent in 2016/17 to 5.5 percent in 2017/18. The
exchange rate was stable and appreciated slightly towards the end of the year, the current account deficit
narrowed slightly on strong export growth, and the fiscal deficit also narrowed in the first three quarters of the
fiscal year. While performance remains strong and the macroeconomic outlook is positive, there are concerns
that the slow pace of reforms, vulnerabilities in the financial sector, and limited progress in addressing the
humanitarian crisis in Rakhine are starting to affect business sentiment and could weaken performance. External
risks from uncertainty in global trade policy and in commodity prices intensify the downside risks to the growth
outlook.

The Government of Myanmar is in a position to improve Myanmar’s economic outlook. For instance,
implementing the cogent new Myanmar Sustainable Development Plan (MSDP), collecting more revenue and
spending it better, and providing greater policy certainty and a simpler operating environment for businesses
can support investment and economic prospects, as evidenced by Special Topic analysis in this report.

Recent developments

Myanmar expetienced a broad-based pick-up in economic growth in 2017/18. On the supply side,
growth was driven by a recovery in agriculture as farmers stepped up crop production, strong industrial and
especially manufacturing performance with garments continuing to excel, and strong services growth despite a
slight slowdown likely due to tourism and banking sector uncertainties. Aggregate demand is estimated to have
improved due to private consumption supported by disinflation in the first half of 2017/18 and a stable Kyat,
private investment especially in manufacturing, and strong export performance. 2

Myanmar’s external balance improved slightly in 2017 /18 as the current account balance strengthened
due to growing exports offsetting a decline in ‘personal transfers and other sectors’. FDI approvals fell
compared with 2016/17 but flows slightly increased. Rice exports reached record highs and like garments
continued to access new markets. Gas exports were propped up by a significant, but uncertain, increase in
global gas prices, offsetting declining production from maturing fields. Imports of capital goods remains robust
supporting the prospect for continued industrial growth. The kyat and foreign exchange reserves levels both
strengthened slightly. FDI approvals declined by 14 percent in relation to 2016/17, possibly due to petceptions
of slowing government reforms and uncertainties arising from the Rakhine crisis, but FDI flows adequately
financed the current account deficit. The ‘personal transfers and other sectors’ category of the current account,
which includes remittances, declined significantly in the first two quarters of 2017/18 affecting the balance of
payments.

While inflation moderated overall relative to last year, movements during the year reflected broad
money growth and increases in food and fuel prices. The nominal exchange rate appreciated slightly
during 2017/18 and bilateral real exchange rate performance was mixed. While prices increased only
moderately in the first half of 2017/18, they rose more quickly in the second half. Food and fuel prices both

! Year ranges with slashes indicate fiscal years. Those with N-dashes indicate calendar years.
2 Data on GDP by expenditure is lagged and more limited.
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contributed especially as global fuel prices increased. For instance, transport costs contributed 35 percent of
the non-food increase in prices in January 2018. The inflationary impact of continued Central Bank financing
of the fiscal deficit moderated as the fiscal deficit narrowed. The Kyat appreciated slightly in nominal terms
through 2017/18 relative to the US dollar. However, the real exchange rate depreciated in relation to individual
trading partners such as Thailand, Malaysia and China, squeezing the profits of retailers and other users of
imported inputs, but creating opportunities for exporting firms.

Despite a large budgeted fiscal deficit and declining State Economic Enterprise (SEE) and
government receipts, the 2017/18 fiscal deficit is likely to have narrowed due to budget execution
challenges and uncertainty created around the change in fiscal year. The fiscal deficit was initially
budgeted to increase significantly to 5.8 percent of GDP in 2017/18 from a provisional actual deficit of 2.7
percent of GDP in 2016/17. General government receipts were budgeted to decline as a share of GDP from
18.2 percent in 2016/17 to 16.9 percent in 2017/18, driven by assumptions in the budget of declining natural
gas prices and by falling SEE receipts owing to declining profitability. General government expenditures are
budgeted to increase from 20.9 percent of GDP in 2016/17 to 22.2 percent of GDP in 2017/18, driven by
budgeted increases in other recurrent expenditures in priority ministries like health, and increased domestic
interest payments because of payment of market interest rates on legacy Central Bank of Myanmar (CBM) debt.
However, actual outturns for 2017/18 may have led to a lower fiscal deficit, given long-standing challenges in
budget execution and underestimation of revenues in the original and revised budgets, partly due to stronger
than expected gas prices. Recurrent expenditure by the union government performed well against the budget,
while capital expenditure continues to decline as a share of GDP. The government continued expanding the
domestic debt market, but market participation remains below potential.

Economic outlook and risks

Myanmar’s baseline economic outlook remains favorable, with growth projected to increase to 6.8
percent in 2018/19. Consumer price inflation moderated to 5.5 percent in 2017/18 and is expected to ease
further to 4.9 petrcent in 2018/19. The current account deficit is forecast to remain stable in 2018/19 at 4.7
percent due to sustained growth in exports and imports. The government budget deficit outturns are expected
to be significantly lower than budgeted, lowering the deficit trend in the medium term.

However, risks to the baseline outlook have intensified. Domestic downside risks to the baseline outlook
have intensified due to the ongoing uncertainty related to the crisis in Rakhine State layered upon perceptions
of a slowdown in the pace of reforms. A significantly lower growth scenario, while unlikely, could lead to
growing macroeconomic imbalances, with implications for broader stability. A rapid decline in foreign
investment flows and to a lesser extent tourism related spending would put stress on the external balance and
currency. The banking sector faces a challenging transition to comply with Basel I regulations issued in July
2017. Although risks to the global outlook are more balanced than before, important downside risks remain.
While growing global trade policy uncertainties may affect the recovery in global trade, impacts on Myanmar
are likely to be modest.

Policy Priorities

Implementing the comprehensive new Myanmar Sustainable Development Plan (MSDP) can provide
policy certainty. The MSDP, which lays out a comprehensive and prioritized policy reform agenda, offers the
much-needed unifying and coherent roadmap for reforms for the country. It seeks to translate the government’s
12-point economic plan and sector plans into a clear set of policy priorities, and has been welcomed as a
significant step forward.
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Implementing a fiscal strategy to break the cycle of low revenue and low public spending can support
development outcomes. Myanmar has one of the lowest tax to GDP ratios in the world, restricting the space
for essential public spending on infrastructure and human capital in absolute terms and in relation to peers. A
fiscal strategy to correct this could (a) reallocate spending from less important to priority areas, and (b) grow
the size of the overall fiscal envelope through domestic revenue mobilization and sustainable borrowing. This
would in turn require: (a) well selected and implemented projects through project appraisal, tracking project
performance, and introducing multiyear commitment budgets; (b) enhancing oversight of SEE fiscal
performance; (c) reducing revenue leakages from base erosion and tax expenditures; and (d) developing a
medium-term debt strategy that relies less on CBM financing and more on other concessional, and
noninflationary, sources of financing.

Carefully reviewing plans for a Tax Amnesty. International experience highlights that it is a popular measure
globally, but its impact on revenue collection and tax compliance varies greatly depending on design—with
success dependent on whether the amnesty is (a) used as a transition to a tax regime with more stringent
enforcement, (b) is part of a long-term tax compliance program, and (c) is constantly monitored by tax
compliance measurements.

Sustaining growth through Doing Business? policy reforms can boost private investment and support
the economy to compete globally. Despite important progress such as the 2016 Investment Law and the
2017 Company Law (see Box 2 and Selected Topic 1), and making it less costly to start a business and register
property, perceptions are that bureaucratic inefficiency, centralized decision making, and emerging
protectionism are bottlenecks to improving the operating environment for the private sector. The Government
plans to bring Myanmar within the top 100 countries in the ease of doing business ranking from 171 out of 190
countries. It may accelerate this by:

o Strengthening coordination across government departments and public communication to
implement recent new economic legislation. The Private Sector Development (PSD) Committee,
chaired by the Vice President, can coordinate and monitor implementation of new legislation, such as the
Investment Law and the Company Law, for instance requesting standardizing criteria for ministerial
permits for foreign investments, streamlining registration, reporting, and tax filing for small and medium-
sized enterprises, reducing multiple applications for trade permits, physical inspections, and the arbitrary
approach to customs valuation.

o Monitoring progress in reforms related to Doing Business. The new “Improvement of the Doing
Business Working Group” chaired by the Ministry of Commerce can make clear and transparent the roles
of different departments in improving the business environment and using monitoring systems to check
implementation progress, which can be discussed at the PSD Committee.

o Further liberalizing regulations for foreign investment. Myanmar could build on the introduction of
the Investment Law and Company Law by further liberalizing sectors, such as insurance and banking
services, for foreign investment, along with simultaneous implementation of prudential regulations.
Currently, Myanmar has one of the highest levels of restriction for FDI on insurance and banking sectors
(OECD 2016). Such liberalization can potentially create a new momentum for driving private sector
investment

3 The Doing Business report measures policies (regulations and procedures) along the 10 indicators affecting the life
cycle of domestic companies, such as starting a business, getting a location and constructing a facility, getting financing,
paying taxes and trading across borders, and dealing with contracts or disputes. The indicator only measures policies that
are relevant for formal businesses, and data are collected only in the largest city (with the second-largest city included for
countries with a population of more than 100 million).
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Selected Topic 1: Drivers of Foreign Investment

The new investment law has been well received, especially by foreign investors who account for up to
a fifth of exports and of formal employment, but more needs to be done to raise awareness and build
capacity for implementation and coordination. The main changes to the investment regime include lower
entry barriers, more streamlined procedures, a dedicated mechanism to mediate investor disputes, and more
selective investment incentives. The World Bank Enterprise Survey (WBES) conducted in 2016 with an
extension in 2017 suggests that foreign firms account for about 20 percent of all exports and 18 percent of
formal employment. They are also more productive and more likely to train workers. Most firms aware of the
new law think it will positively impact their sector through better access to input/output markets and
technology transfers associated with increased FDI. Foreign firms spent significant management time to deal
with regulations under the old investment regime and consider the process as favoring those with government
connections. To successfully attract and maximize the impact of FDI, the government needs to raise awareness
of the new law and regulations, build staff capacity at the regional level, and clarify the setup of the Investor
Assistance Committee. Complementary reforms should also be accelerated to improve investors’ access to land,

infrastructure, skilled labor, and quality domestic inputs.

Selected Topic 2: Myanmar Productivity Analysis

Ownership, firm size and stable electricity provision affect firm productivity, according to this joint
analysis of Myanmar’s firm demographics and productivity.* The note uses a novel survey of businesses
to highlight the speed of the evolution of the private sector in Myanmar, in particular in the manufacturing
sector. But productivity has remained low, and is widely dispersed across firms, suggesting that policymakers
should pay attention to the opportunity for reallocation of labor across firms, and to the forces that hold back
small productive firms. The note also highlights the high correlation between access to electricity and
productivity, reinforcing existing findings from Enterprise Surveys.

Selected Topic 3: Making Finance Work for All

A sound, efficient, and inclusive financial system can play a critical role in creating and sustaining a
market-based economy and ensuring inclusive growth in Myanmar. Myanmar’s financial system is small,
shallow, tightly-held, vulnerable and significantly underserves large parts of the private sector and general
public. The reform agenda necessary to develop a “fit for purpose” financial system in Myanmar runs both
deep and wide, even as recent changes have yielded significant gains. On the one hand, the financial sector
needs to move on to a more solid footing, on the other hand it needs to significantly expand outreach and the
range of available instruments. A stable solution therefore requires complex and simultaneous reforms.
Policymakers have to implement a realistic, minimally disruptive, clearly articulated roadmap that is also
sufficiently transformative so as to carry the benefits of more effective financial services to the general public.

# Based on a joint paper prepared with the Myanmar Government Central Statistics Office
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