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SECTOR ASESSMENT: MACROECONOMIC ASSESSMENT 
 

I. INTRODUCTION 
 
1. The macroeconomic assessment reviews recent macroeconomic developments and 
provides the background to identification of issues and threats faced by the Government in 
achieving its medium-term development objectives of macroeconomic stability, sustained higher 
economic growth and poverty reduction. The immediate pressing issues for macroeconomic 
policy are maintaining macroeconomic stabilization and laying the building blocks for 
accelerating economic growth. Critical issues for the Government in the short term are 
addressing additional financing needs arising from increased public spending and implementing 
a basic monetary policy framework. Over the medium term issues include sustaining priority 
spending through efforts to raise revenues through broadening the tax base to create a stable 
revenue base, implementing tax administration reforms, reallocating budget funds to priority 
sectors, strengthening public financial management and public debt management and capacity 
development at the Central Bank of Myanmar (CBM). 
 

2. The assessment is divided into the remaining four sections. Section II provides a 
summary of the short, medium and long term risks to the overall macroeconomic environment. 
Section III provides the background to the identification of risks to macroeconomic performance. 
It reviews recent developments in economic growth, fiscal policy, monetary policy and the 
financial sector. Section IV discusses strategic issues in macroeconomic performance and the 
government‘s reform agenda. Section V proposes areas where ADB and other development 
partner support could be provided through technical assistance.  
 

II. SUMMARY OF MACROECONOMC ASSESSMENT 
 
3. The outlook for Myanmar’s economy over the short to medium term looks positive. 
Based on ADB estimates, economic growth appears on a healthy upswing from an estimated 
5.3% for FY2010/2011 to an estimated to 5.5% for FY2011/2012 and 6.3% for FY2012/2013. 
Improved export revenues from resource commodities and a pick up in foreign direct investment 
(FDI) are driving this growth. Inflation is expected to remain in single digits in FY2013. Gross 
international reserves estimated at about 4.0 months of imports are expected to remain stable in 
the short term to medium term although there are some downside risks (see para 7).  
 
4. The overall fiscal deficit is estimated at 5.2% of GDP for the FY2011/2012 and projected 
at 4.3% of GDP in FY2012/2013. The FY2012/2013 budget converts foreign currency 
denominated revenues and expenditures at the parallel market exchange rate of Kyat 800 to the 
dollar as of early 2012 resulting in a substantial revaluation of budget estimates for revenues 
and expenditures. This is a departure from the previous budgets whereby foreign currency 
revenues and expenditures were converted into Kyat using the SDR rate of 6.4 Kyat to the 
dollar.1 It is believed that most of the revaluation in budget revenues is attributed to transfers 
from and taxes paid on export of resource commodities by the relevant state economic 
enterprises (SEEs). Importantly for maintaining macroeconomic stability, the government 
intends to continue its policy shift away from the Central Bank of Myanmar (CBM) financing the 
fiscal deficit through purchases of treasury bills (monetizing the deficit) to increased deficit 

                                                
1
 Until recently, individuals and corporations in Myanmar are required to deposit foreign currency in state owned 

banks and in return received foreign currency certificates. These certificates were traded in the domestic market at 
a market exchange rate.  
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financing through issuance of treasury bonds to domestic banks.2 This shift to partial bond 
financing will support maintaining the lower inflation environment achieved in the last two years.  
 
5. Risks to this growth outlook are on the upside. Downside risks are related to a more 
than an expected slow down in the regional economy and increased stress on global credit 
markets from a deepening public debt crisis in Europe. Even so, Myanmar, as in 2008, remains 
relatively insulated from these global shocks. Stress in global credit markets may affect the 
recent pick up in FDI inflows, however. On the upside, progress towards the unification of the 
exchange rate, easing of foreign currency restrictions such as abandoning the ―export first‖ 
policy, recent easing of FDI restrictions and further increase in credit growth in an improved 
political environment will support further higher economic growth over the short to medium term.  
 
6. Prospects for economic growth over the longer term also look promising and are 
expected to be driven by exports of resources, infrastructure investments, strong pick up in FDI 
and a catch up in international trade. ADB estimate economic growth of 6.5% for FY2013/14. 
The magnitude of longer term growth will depend on successful implementation of reforms to 
trade, investment and maintaining macroeconomic policy. 
 
7. Risks to the macro-economy remain in the long term. There are significant fiscal 
risks and monetary risks to macroeconomic stability over the longer term. These are: 
 

(a) Fiscal risks arise as from increased reliance on resource revenues in the Union 
budget, which are vulnerable to the volatile commodity price cycle. Tax revenues 
only account for half of fiscal revenues thereby creating significant fiscal risks from 
commodity price shocks; 

 
(b) Fiscal risks also arise from the lack of transparency in the collection and recording of 

income taxes collected from the resource sector; 
 
(c) The Union budget also consolidates the budgets of state owned enterprises and 

therefore acquires additional liabilities from these entities; 
 

(d) Monetary risks arise from continued partial monetization of the Union budget deficit. 
In recent years the government has shifted away from Central Bank financing of the 
Union budget deficit through purchases of treasury bills to issuance of treasury 
bonds to domestic bank. Nevertheless, partial monetization of the Union budget 
continues and this undermines effective implementation of monetary policy 
framework; 

 
(e) Monetary risks are exacerbated because the CBM‘s basic monetary policy 

framework is still developing and currently not robust enough to buffer significant 
monetary shocks. The government (through CBM) has made substantial progress in 
putting in place a sound basic monetary policy framework targeting reserve money 
that will influence money supply growth and help sterilize capital inflows. However, it 
will take time to develop into a robust framework; and 

 
(f) Gross international reserves are estimated at about 4.0 months of imports. This 

level of import coverage is expected to remain relatively stable in the short to 

                                                
2
 MOFR finances its fiscal deficit by selling treasury bills to the CBM and treasury bonds to private banks. Treasury 

bill financing is equivalent to monetizing (printing cash) the deficit.   
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medium term. As a rule of thumb, reserves approximating more than 3 months 
import cover is sufficient to buffer modest external shocks to the balance of 
payments. There are risks. Imports are restricted under non-automatic licensing 
system and imports are expected to increase with trade liberalization potentially 
placing pressure on gross reserves in the medium term.   

 
8. The government does recognize these risks to the macro-economy and its reform 
agenda is addressing them. The government initiated a series of major macroeconomic policy 
reforms aimed at stabilizing the macro-economy with a view to achieving low and stable rates of 
inflation and exchange rate. These reforms include: 
 

(a) Abolished the pegged Kyat to SDR exchange rate – for 35 years the Kyat was 
officially pegged to the IMF‘s special drawing rights at 6.4 Kyat to the dollar 
whereas the parallel market exchange rate fluctuated between Kyat 800 to Kyat 
900 to the dollar in early 2012; 

 
(b) Established a managed floating rate with foreign currency traded through an 

auction and a retail market for foreign exchange; 
 

(c) The government has also relaxed foreign currency restrictions including the 
―export-first‖ policy. Importers can now access foreign currency without the need to 
earn foreign currency from exporting goods and services. The Parliament has 
enacted a new foreign currency law that provides the CBM with powers to regulate, 
manage and develop the foreign exchange markets; 

 
(d) CBM has developed a basic monetary policy framework of targeting reserve 

money that will help allow the managed floating exchange rate become a nominal 
anchor for macroeconomic stability. The monetary tool is a CBM auction for 
interest earning deposit accounts. The auction is open to all commercial banks to 
submit interest rate bids. The CBM issued a regulation setting up the deposit 
auctions in June 2012 and in September 2012 carried out its first deposit auction; 

 
(e) Government drafted amendments to the Central Bank of Myanmar Law that 

provides the CBM with: (i) some operational autonomy with corresponding 
accountability; and (ii) mandated to conduct open market operations. The draft is 
expected to be submitted to Parliament for approval in January 2013. A limitation 
on its autonomy is that the new law does not prevent central bank financing of the 
Union budget deficit, although parliamentary approval will now be necessary before 
CBM can finance the deficit. Despite this limitation, once enacted the new CBM law 
will be a major step forward in strengthening the governance structure of the CBM 
and providing it with powers to implement monetary policy necessary for 
macroeconomic stability; 

 
(f) In July 2012 the government approved a new organizational structure of the CBM 

to support implementation of its expanded and strengthened mandates provided 
for by amendments to CBM law. The new organizational structure provides for 
oversight of the CBM by a Board of Directors which will include significant 
representation by independent directors. There will be a monetary policy 
committee mandated to make decisions on monetary policy stance. The new 
organizational structure also provides for a 75.0% increase in staff numbers to be 
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phased in over the transition period. Technical assistance will be provided by the 
IMF and JICA to support CBM implement its reforms; and 

 
(g) The government has reduced Union budget deficit financing by the CBM.  

 
9. Much more needs to be done to complete these reforms. Going forward, the 
government agenda includes: 
 

(a) Phasing out remaining exchange rate restrictions needed for full unification of the 
exchange rate. This will require the phasing out of foreign exchange certificates 
(FEC), which is currently not guaranteed under the new exchange rate 
management law; 

 
(b) Central to Myanmar‘s development challenges will be ensuring improvements in 

public financial management for better public service delivery. On the revenue 
administration side, limited tax revenue collection has resulted in suppressed 
public spending and especially in the social sectors of education and health. Tax 
revenue collections amount to about 4.0% of GDP, among the lowest rates in the 
region. Revenue management is challenged by: (i) limited sources of tax revenue; 
(ii) a complicated tax structure that encourages tax avoidance; (iii) generous 
income tax exemptions and incentives that have eroded the tax base; (iv) weak tax 
administration resulting in a small taxpayer base; (v) a lack of transparency in the 
collection and recording of income taxes collected from the resource sector; and (vi) 
weak revenue forecasting capacities; 

 
(c) On the expenditure administration side, there is a need to ensure a balanced public 

expenditure program between capital spending and recurrent expenditures, as well 
as between discretionary and non-discretionary spending items (interest payments 
and wages). This will require continuing to reorient spending towards priority 
sectors of education, health and productive public infrastructure. It will also require 
managing resource revenues and that expenditure of these revenues are 
smoothed over time to avoid macroeconomic instability. A sovereign fund for 
resource revenues is one model for ensuring expenditure of revenues are 
smoothed over time; 

 
(d) Increased public spending will also require measures to improve public financial 

management systems. There are significant weaknesses in budget transparency, 
budget planning, execution, and reporting and accounting that undermine 
government effectiveness in responding to emerging policy priorities. The present 
budgeting is input based incremental and largely top down with little regard to 
performance or service delivery. Capital and recurrent budgets are prepared 
separately. There are inadequate internal control and audit systems; 

 
(e) There is no strategic perspective in debt management and with the Central Bank of 

Myanmar (CBM) gaining more autonomy, the Ministry of Finance and Revenue 
(MOFR) will need to take over more of the debt management functions from the 
CBM starting with ‗back office‘ functions such as accounting, recording and 
reporting on MOFR domestic and external debt; 
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(f) The government does recognize these weaknesses and intends to prepare 
measures for strengthening its tax administration and PFM system over the longer 
term; and 

 
(g) The financial sector is very shallow, dominated by the banking sector and 

excessively regulated and this has been a drag on investment. The government is 
developing a financial sector roadmap for developing the sector. Strengthening 
banking sector supervision will be important to mitigate systemic risks to the 
economy from increased financial sector instability. 

 
III.  BACKGROUND 

 
10. Myanmar has a momentous opportunity for advancing its development and raising the 
standard of living for its population. Being located in one of the fastest growing regions in world 
and combined with expected higher budget revenues from the booming resource sector 
provides the country with tremendous potential for economic growth and development over the 
longer term. However, in realizing this potential Myanmar faces a series of critical challenges of 
which the primary challenge is achieving and maintaining macroeconomic stability as necessary 
building blocks for higher and sustained economic growth. 
 
A.  Economic Growth 
 
11. The Myanmar economy has been relatively resilient against the adverse effects of the 
global financial crisis of 2008 and the subsequent slow global economic recovery due to its 
relative insulation from global markets. Despite this resiliency, Mynamar‘s longer term economic 
growth performance has been mixed. Various estimates of economic growth and production 
indicators suggest that growth has been relatively low compared with neighboring economies. 
Figure 1 depicts Myanmar‘s recent growth performance using various estimates of gross 
domestic product (GDP) and selected production indicators. Figure 1a shows government and 
IMF estimates of GDP growth from 2002 to 2010. Based on government estimates, economic 
growth averaged 12.0% during this period and leveling out at 10.0% since 2008. Some research 
suggests that government estimates may be over-estimated. The IMF have produced working 
estimates of GDP growth averaging 4.6% for the same period with a pick up in growth above 
5.0% in the last two years. ADB estimate economic growth for FY2012/2013 at 6.3%. Various 
production indicators that are normally correlated with economic growth during a country‘s 
industrialization stage also suggest that Myanmar‘s previous economic growth rate may be 
relatively low. For example, sales of electricity (Kwh) to households and commercial premises 
grew on average by 4.5% per annum between 2002 and 2009 and cement sales grew on 
average 1.8% per annum between 2004 and 2009. Private construction of masonry buildings in 
Yangon (an indicator of private investment) only expanded by an average of 10.0% per annum 
(Figure 1c).  
 
12. Sectoral growth. According to national income accounts both agriculture and services 
each account for about 38.0% of GDP in 2010.  Industry accounts for 24.5% of GDP, of which 
manufacturing accounts for 18.8% of GDP. Over the last three years, services sector has grown 
the fastest at about 5.4% per annum, followed by industry at 4.8% per annum and agriculture at 
4.2% per annum. The expenditure side of the national accounts is less reliable as the statistical 
discrepancy between estimates of GDP expenditure and GDP production are in the order of 
4.0%. The national accounts show that government and household consumption accounts for 
75.0% of GDP, followed by total investment of 24.0% of GDP.  Net exports are essentially zero.   
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Figure 1 Myanmar’s Recent Economic Growth Performance 
(a) Estimates of real GDP Growth   (b) Sales of electricity and cement  
      (% annual change)         (% annual change in volumes) 
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( c)  Private construction in Yangon  (d) Actual and potential economic growth  
       (% change in number of buildings)      (% annual change) 
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Source: Central Statistics Organization, Ministry of National Planning and Economic Development and the Ministry of 
Finance and Revenue, Republic of the Union of Myanmar authorities, IMF staff estimates for economic growth, and 
ADB staff estimates for potential economic growth.  
Note: The economic cycle is measured as the output gap between actual GDP and potential GDP. Potential GDP (or 
long term growth) is estimated using the Hodrick-Prescott filter, which estimates a nonlinear trend in the GDP data. A 
positive gap signals actual growth exceeding potential. A negative output gap signals actual growth below potential 
growth. GDP data based on IMF estimates of economic growth.  

 
13. Long term economic growth has been relatively low. ADB staff estimate that using IMF 
growth estimates Myanmar‘s long term economic growth is in the range of 5.0% per annum 
(Figure 1d). This long term growth rate is lower than other low income economies in the region 
and much lower than growth rates achieved by Indonesia, Malaysia, and Thailand in the 1970s 
and 1980s when at their early stages of industrialization (Table 1). Low investment in the non-
resource sector, limited integration with global markets, dominance of state owned enterprises 
in key productive sectors of the economy, and frequent episodes of macroeconomic instability 
are the key reasons for Myanmar‘s relatively low long term growth rate. 
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Table 1 Economic Growth - Regional Comparisons 

Country Period Average economic growth 
rate per annum 

Cambodia 1994 to 2010 7.8% 

Indonesia 1976 to 1990 6.6% 

Lao PDR 1994 to 2010 6.8% 

Malaysia 1976 to 1990 7.2% 

Myanmar 2002 to 2010 12.1% (Government estimate) 
4.6% (IMF estimate) 

Philippines 1976 to 1990 3.2% 

Thailand 1976 to 1990 8.0% 

Viet Nam 1994 to 2010 7.4% 

 
B. Fiscal Policy 
 
14. Fiscal policy weakness coupled with poor monetary policy management is the main 
contributors to macro-economic instability in Myanmar. The government has been operating 
fiscal deficits in the range of 2.0% to 6.2% of GDP since 2005. The estimated deficit for the 
FY2011/2012 is 5.2% of GDP and projected at 4.3% for FY2012/2013, down from a deficit of 
6.2% for FY2010/2011. While deficits of this magnitude are not unusual for low income 
economies, in Myanmar the government finances the deficit by selling treasury bills to the 
Central Bank of Myanmar (CBM), which is monetizing the deficit or printing money to pay the 
deficit (Figure 2). In the past, the consequence of monetizing the fiscal deficit has been a 
persistently high expansion in money supply leading to macroeconomic instability as reflected in 
the parallel foreign currency market instability and periods of very high inflation. For the first time 
in 2009, the government financed one third of the deficit from the issuance of treasury bonds to 
domestic banks and this has helped contain the expansion in money supply and lowered 
inflation. 
 

Figure 2 National Budget Deficit and Central Bank Financing (% of GDP) 
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Source: Republic of Union of Myanmar and IMF 

 
15. The weak fiscal situation is primarily due to poor tax revenue performance. Total national 
budget revenues were recorded as approximately 7.0% of GDP in the FY2010/2011, of which 
tax revenue collection was 4.0% of budget revenues. Transfers from state enterprises and other 
non-tax revenues account for the other half of total revenue. Caution should be taken with the 
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budget revenue data prior to FY2012/2013 as foreign currency denominated revenues and 
expenditures were converted to Kyat at the official rate of 6.4 Kyat to the dollar rather than the 
much higher parallel market exchange rate of over 800 Kyat to the dollar. The Union budget for 
FY2012/2013 used 800 Kyat to the dollar exchange rate in budget estimates and this raised 
revenues and expenditures to GDP with a projected budget deficit of 4.3% of GDP. Even so, 
clearly more tax revenues are required to support the government‘s priority development 
spending initiatives over the medium term.  
 
C. Inflation, Monetary and Exchange Rate Policies 
 
16. Controlling inflation to single digits has been a major challenge for the Myanmar 
authorities. Myanmar has experienced frequent episodes of very high inflation in the last two 
decades. Figure 3a shows major episodes of high inflation from 1991 to 2010, with monthly 
inflation rates exceeding 30.0% on a year-on-year basis for one third of the period. In 2006 the 
authorities revised the consumer price index (new weights and additional price items) creating a 
new price series that is not comparable to the older series (Figure 3b). Under the new series, 
consumer price inflation has declined and remained in single digits. The fall in inflation is due to 
a combination of factors including the government‘s shift to partial bond financing of the budget 
deficit leading to slower monetary growth, a sharp appreciation in the parallel market exchange 
rate and also the fall back in international commodity prices after the commodity price surge in 
2008.  
 

Figure 3 Inflation Trends  
(a) Inflation Rate, 1991 to 2010    (b) Inflation 2005 to 2012: Old and New Series 
    (monthly, YoY growth)        (monthly, YoY growth) 
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Source: National Statistics Office, Republic of the Union of Myanmar 

 
17. Central Bank financing of the fiscal deficit has been the primary cause of Myanmar‘s 
high inflation regime in the last two decades; indeed the pattern of inflation from 1991 to 2006 is 
typical of periodic monetary shocks. The surge in commodity prices in 2008 also contributed to 
higher food inflation. That inflation is primarily a monetary phenomenon in Myanmar is illustrated 
in Figure 4a where the trend in consumer price inflation closely follows the expansion in reserve 
money. Further evidence that Myanmar‘s inflation rate has been driven by domestic monetary 
policy is highlighted by a comparison of regional inflation rates. Figure 4b shows Myanmar,  
Viet Nam and Lao PDR‘s headline inflation rates relative to Thailand‘s inflation rate (which has 
been relatively low and stable during most of this period). Until mid-2009, Myanmar‘s inflation 
rate diverged from its regional neighbors‘ inflation rates indicative of domestic factors influencing 
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inflation. Since mid-2009, Myanmar‘s inflation rate has begun to converge towards regional 
inflation rates. 
 

Figure 4 Inflation and Money  
         (monthly, YoY growth) 
(a) Reserve Money and Inflation    (b) Regional Inflation Rates 
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Source: Central Bank of Myanmar, National Statistics Office, Republic of the Union of Myanmar 

 
18. The expansion in money supply also has feedback effects to consumer price inflation 
through its effects on the exchange rate. Restrictions on foreign currency holdings in Myanmar 
created a large parallel market for foreign currency. A widening premium over the official fixed 
exchange rate began to emerge in the early 1990s and by 2007 the premium was 200 times the 
official exchange rate: i.e., the parallel exchange rate of about 1,300 Kyat to the dollar 
compared with the official rate of about 6.4 Kyat to the dollar. Reflecting monetary shocks, the 
depreciation of the parallel exchange rate closely tracked the relatively high domestic inflation 
rate (Figure 5). 
 

Figure 5 Inflation and Exchange Rate Instability, 1990 to 2010 
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C. Financial Sector 
 

19. Myanmar‘s financial depth measured by financial assets to GDP is low compared to 
regional neighbors (Figure 6). Like Vietnam, Cambodia and Lao PDR, Myanmar‘s financial 
sector is at an early stage of development and measures of financial depth appear to widely 
fluctuate from year to year indicating much more financial sector volatility (and potential financial 
system instability) than in neighboring economies. It is also far less diverse compared to 
regional economies and more volatile. Financial assets are about 26.0% measured by broad 
money supply to GDP lower than in Cambodia and about the same as Lao PDR, and well below 
that of neighboring countries—Hong Kong, China at 947% of GDP, Singapore at 451%, 
Malaysia at 401%, the Republic of Korea at 329%, Thailand at 227%, Philippines at 160%, and 
Viet Nam at 140%. While credit to the economy has accelerated in recent years, it is starting 
from a very low base with outstanding loans to the private approximately 3.8% of GDP in 2010.  
 

20. The banking sector dominates the finance sector and accounts for most of the financial 
sector assets held outside the central bank. State owned banks are dominant in the banking 
sector and limited competition prevails in the sector. The payments system is underdeveloped. 
Currently there is no corporate bond market in Myanmar. The government does issue treasury 
bonds to domestic banks to partially finance the fiscal deficit but these are direct sales and not 
completed through a more efficient auction system. There is no secondary bond market and no 
functioning inter-bank market or money market. There is no equity market. 
 

21. Interest rates on both deposit and lending are fixed by the Central Bank of Myanmar to 
maintain stable interest rate margin. The interest rate margin in Myanmar is in the range of 5.0% 
to 6.0%, among the highest in the region. As the margins are regulated, they do not accurately 
reflect inefficiencies and risks in the financial sector.3  
 

22. Indicators of financial sector volatility also suggest that the financial sector is more 
volatile compared with its regional peers (Figure 6b).  
 

Figure 6 Finance Sector – Regional Comparison 
(a) Financial Assets to GDP   (b) Measures of Finance Sector Volatility 
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M2/GDP ratio. Source: CEIC data and ADB staff estimates. 

                                                
3
 For example, in Cambodia the average market determined interest rate margin is around 10.0%. In Indonesia and 

the Philippines in the early 1980s interest rates were regulated resulting in suppressed interest rate margins. Once 
liberalized interest rate margins increased in the range of 6.0% to 7.0% at the end of the 1980s better reflecting risk 
and inefficiencies in the domestic financial sectors. Today, interest rate margins are below 4.0%. 
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23. Microfinance sector is also very small and hampered with restrictions. Formal 
microfinance operations began in mid-1990 with the United Nations Development Program 
(UNDP) Human Development Initiative (HDI). Currently, the UNDP microfinance project serves 
about 440,000 clients in Delta zone, Dry zone, and the Shan zone, with a total of about $26 
million accounting for about 90.0% of microfinance loans in Myanmar. The UNDP project is 
managed by the Private Agencies Collaborating Together (PACT), a US-based international 
nongovernment organization. Most other MFIs are operated through NGOs. However, outreach 
is limited, with about 15.0% of all townships served by a microfinance program with about 
385,000 active borrowers. In 2011 the microfinance law was passed by Parliament which 
improves the regulatory framework for MFIs including new entry. However, interest rate 
restrictions remain and impede development of the MFI sector.   
 
24. The relatively shallow depth and lack of diversity of Myanmar‘s finance sector is a drag 
on efficient investment and broad-based economic growth. Explanations for Myanmar‘s 
relatively shallow finance sector include the predominantly rural nature of the economy (80% of 
the population lives in rural areas), its stage of economic development (annual per capita 
income is about $800), high transaction costs for financial intermediation because of the 
underdeveloped payments system and non-bank finance sector, lack of competition in the 
banking sector, weaknesses in the legal framework and also sanctions on financial transactions. 
 
25. Myanmar‘s financial sector is excessively restrictive with controls on intermediation. 
Private bank‘s deposit taking behavior is restricted through the application of an unconventional 
prudential rule of maintaining a fixed deposit to capital ratio, instead of a risk-weighted capital 
adequacy ratio (CAR), onerous collateral requirements, and other administrative rules impede 
financial intermediation and limit growth of private banks. Until recently, expansion of bank 
branches had been restricted. State owned banks are dominant in the sector and have non-
commercial public service obligations including quasi-fiscal activities to the budget and central 
bank functions.  Both deposit and lending rates are fixed at the same rate for all tenures. 
Reportedly, these restrictions on intermediation have created a large informal banking sector.  
 
26. The government recognizes these impediments and potential risks to financial system 
instability and its impact on the poor. In response, the government has implemented a series of 
steps to improve access to credit and intermediation in the sector. These included: 
 

(a) Enacted the Microfinance Business Law in 2011. The law provides for licensing of 
microfinance institutes in the domestic market and establishes its first ever 
supervisory body names the Myanmar Microfinance Supervisory Enterprise, 
housed at the MOFR; 

(b) The government (through CBM) has expanded the list of products, crops and 
commodities that can be pledged as collateral for loans. The microfinance law and 
the additional collateral assets will increase access to credit and savings products 
for farmers and owners of microenterprises; and 

(c) The government (through CBM) has allowed expansion of private bank branch 
network. This has led to an almost doubling of private bank branches since 2011. 

 
IV. MEDIUM TERM STRATEGIC ISSUES 

 
27. This section discusses key medium term policy issues for macroeconomic performance 
and government reforms to address institutional, policy and structural weaknesses in the 
macroeconomic framework. The assessment also discusses the government‘s medium to long 
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term agenda. This covers fiscal policy, public financial management, public debt management, 
monetary policy and financial sector.  
 

C. Fiscal Policy 
 

28. The two major medium term fiscal issues related to both improving revenue 
management and public expenditure management with the aim of funding increased priority 
spending in the social sectors and public infrastructure. 
 

Revenue Management 
 

29. Revenue management is challenged by: (i) limited sources of tax revenue; (ii) a 
complicated tax structure that encourages tax avoidance; (iii) generous income tax exemptions 
and incentives that have eroded the tax base; (iv) weak tax administration resulting in a small 
taxpayer base; (v) a lack of transparency in the collection and recording of income taxes 
collected from the resource sector; and (vi) weak revenue forecasting capacities. 
 

30. Sources of revenues are limited. The MOFR two main sources of tax revenues are 
direct income tax and commercial taxes on goods and services, combined accounting for about 
90.0% of MOFR tax revenue collection. It also collects stamp duty and funds allocated from the 
state lottery. Commercial taxes account for 80% of total indirect tax income. Share of customs 
duties applied to imported goods (8.0% of total indirect tax collections) is low by developing 
country standards. There is no valued added tax, no excise taxes and no withholding tax on 
dividends and interest income. There is heavy reliance on income tax collected from the 
resource sector in the Union budget, primarily from state owned economic enterprises (SEEs) 
operating in the resource sector (Figure 7). There is no resource tax. The government also 
collects revenues from licensing by 11 ministries and agencies. Under MOFR budget rules, 
ministries and agencies can retain up to 50.0% of revenues collected from licensing activities. 
 

Figure 7 Government Budget Revenues (FY2011) 
(a) Composition of Union Budget Revenues   (b) Composition of Indirect Taxation 
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Source: Statistical Year Book, 2010 

 
31. The tax structure is complicated. While corporate tax rate (25%) and top personal 
income tax rate (20.0%) are aligned with other countries, the tax structure is complicated.  For 
example: 
 
32. Personal income tax. The legislated marginal personal income tax rates vary from 1.0% 
to 20.0%, which are very competitive on a regional basis. The personal income tax threshold is 
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Kyat 120,000 per month or Kyat 1,440,000 per year. All taxpayers are entitled an income tax 
deduction of 20.0% on gross income, thus only 80.0% of gross income is taxable. Taxpayers 
are also entitled to tax deductions for dependents. As a result the exemptions and allowances, 
the average effective tax rates are much lower than legislated tax rates (Figure 8). Because of 
the structure of tax brackets, the income tax threshold and income tax allowances, most income 
earners would fall in the 1.0% to 3.0% tax brackets. 
 
33. Personal income tax base is small. As of 2011 there were 457,000 registered individual 
taxpayers, many are reportedly civil servants. Coverage of private sector employees and self 
employed are relatively low.  
 

Figure 8 Tax Rates – Marginal Tax rates and Average Effective Tax Rates 
(% rates, income tax brackets in 000s)   

   

0

5

10

15

20

25

625 1250 1875 2500 3750 5000 7500 10000 12500 18750 25000 31250 37500 43750

Marginal income tax rates Average tax rates

 
Source: MOFR, ADB staff estimates 

 
34. Corporate income tax. The legislated corporate rate of 25.0% is competitive in the region. 
The Internal Revenue Department of MOFR uses the concept of net profit, having merged the 
gross profit tax of 2.0% into the net profit tax. There are approximately 16,000 registered 
corporate income taxpayers (CIT) in Myanmar, of which 15,511 of these CIT are assessed 
through the Corporate and Commercial Tax Office (CCTO) in Yangon. The CCTO was initially 
intended to be a large tax payers office (LTO). However, the CCTO also includes small and 
medium-sized enterprises.  
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Table 2 Commercial Taxes 

Schedule/products Commercial tax rates 

(1). 72 products primarily food stuffs and defense 
equipment 

Zero tax rate, 5.0% levied on landed cost 
of imported goods 

(2) to (5) products primarily fuel products and 
electricity 

5.0% tax rate applied on sales 

(6).18 products mainly alcoholic beverages, 
tobacco, teak and sawn logs, Jade, motor 
vehicles, gasoline, diesel, gas 

Range between 8.0% (gas) to 100.0% 
(cigarette) on sales value 

(7) 14 services covering transportation, trading, 
hotel, entertainment, car washing and repair, non-
life insurance, and beauty parlors, publishing, 
professional services, advertising and media, 
architectural services  

5.0% tax rate applied to sales, receipts, 
premiums where relevant. 

Source: MOFR. 

 
35. The commercial tax structure. Different commercial tax rates are applied to different 
categories of goods and services making the tax difficult to administer. As can be seen from 
Table 2, the schedules of taxable products and services exhibit both negative and positive lists. 
Schedule 1 lists 72 products that are zero rated if produced domestically and 5.0% rated if 
imported. Schedules 2 to 5 lists products subject to 5.0% rate, schedule 6 lists products subject 
to rates between 8.0% and 100.0%. Schedule 7 lists 14 services subject to a 5.0% tax rate. It is 
not clear if the product is not in the schedules then it is exempted from the CT. There is also a 
credit system embedded in the CT although this is made complicated by the differential rates 
and large range of products exempted from the CT. The structure of the CT does encourage 
avoidance.  The commercial tax is also inefficient as it taxes the value of goods and services at 
different points in the distribution channel rather than taxing value added. A simpler system 
would be to have a uniform rate of 5.0% applied to all goods and services, with a schedule of 
exempted products. 
 
36. Until recently, the government applied CT on the exports of goods and services. These 
export taxes had the effect of reducing income to farmers and acted as a disincentive to 
increase agricultural production for export markets. Except for the items listed in schedule 6, the 
government abolished the application of the CT on exports of goods and services. Commercial 
taxes are still applied to exports of certain products as namely: petroleum (5.0%), gas (8.0%), 
teak wood and teak conversions (50.0%), hardwood log and hardwood conversions (50.0%) 
and jade and other precious gems (30.0%). 
 
37. Other taxes and fees. Table 3 lists the other major taxes and fees enforced by other 
ministries and agencies. As noted earlier, up to 50% of revenues collected are retained by the 
ministry.  There is a lack of transparency in the collection and recording of these fees. Also the 
retention of licensing fees also encouraged proliferation of licensing requirements. 
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Table 3 Other taxes, duties and fees collected by Agency 

Tax, duty, fee Administering agency 

(1). Land tax General Administration Department 

(2) Water tax and embarkment tax General Administration Department 

(3) Tax on extraction of minerals General Administration Department 

(4) Excise duty General Administration Department  

(5) Fish tax Fishery Department 

(6) Tax on extraction of forest products Forest Department 

(7) Rubber tax Forest Department 

(8) License fees on imported goods Directorate of Trade 

(9) Tax on transport Department of Road Transport Administration 

91) Customs duties Customs Department 
Source: MOFR. 

 
38. Tax incentives and exemptions can erode the revenue base. The government 
provides tax holidays and other tax incentives to attract foreign direct investment. Under the 
1988 Foreign Investment Law, investors are provided with up to three years income tax holiday. 
Under the new draft Foreign Investment Law, investors can avail of income tax holidays of up to 
5 years with possibility of extensions. The tax holiday begins with commencement of 
commercial production. The government considers the income tax holidays as an important 
incentive to attract much needed investment in the economy. While the tax incentives may 
attract additional investment, it also comes at the cost of foregone budget revenues. It will be 
important to monitor the foregone revenues from tax holidays and other tax incentives.  
 
39. Tax administration is weak. The taxpayer base is very low resulting in a low revenue 
base. MOFR officials report only 457,000 registered personal income tax payers, with the bulk 
of these public servants, 16,000 registered corporate income tax payers, with most of them 
residing in Yangon, and 250,000 registered taxpayers under the commercial tax regime. The 
low tax base and low revenue bases also arise because of weaknesses in tax administration. In 
particular: 
 

(a) All tax assessments are subject to inspections and there is no self assessment or 
post-assessment audits. Consequently, substantial Internal Revenue Department 
(IRD) resources are dedicated to tax assessments for income tax and 
commercial tax. There is no formal process for identifying, assessing and 
prioritizing its key compliance risk areas; 

(b) IRD is under-funded to carry out current functions; 
(c) There is a corporate tax office (CCTO) in Yangon which was initially intended to 

act like a large tax payer office. There is no definition of large taxpayer and 
hence the CCTO comprises of small, medium and large-sized corporations; 

(d) Recording and reporting on tax information are not automated which undermines 
efficiency. There is no electronic filing of returns and method of tax payment is 
cash in person at the bank; 

(e) Tax arrears management is weak with modest recovery rates; 
(f) There is no dedicated human resource strategy for staff development at the IRD, 

although there are internal training courses. 
 
40. The government is exploring ways to address these weaknesses and lift tax revenues. 
Most recently the government has made some important steps towards simplifying tax 
structures to ensure broader tax bases and more stable tax revenues. These included:  
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(i) abolished and replaced gross profit tax with net profit tax, which is standard taxation practice; 
(ii) increased taxable income thresholds for salary earners; (iii) abolished differential corporate 
tax rates on foreign exchange earnings; and (iv) simplified commercial tax on goods and 
services by reducing the number of different tax rates applied as well as expanding the number 
of services subject to the commercial tax. The government (through MOFR) has also initiated 
steps for better transparency by publishing on its website the English and Myanmar language 
versions of the income tax law and the commercial tax law. This has been supplemented by 
MOFR education outreach activities to taxpayers explaining the tax laws. 
 
41. Going forward the MOFR intends to look at ways to develop and implement a longer 
term reform program that would develop a sequenced revenue policy and administration reform 
which focuses to further simplify revenue policy, modernize administration, enhance revenue 
transparency and promote compliance. Under the ADB‘s policy-based loan post-program 
partnership framework (P3F) the government (through MOFR) intends to establish a high level 
Tax Administration Reform Steering Committee to oversee development of a tax administration 
reform roadmap with technical support from development partners. Potential reform areas 
include: 
 

(a) Revision of tax policy and rules and regulations governing tax covering both indirect 
and direct taxation; 

(b) Modernizing the tax assessment systems with the aim of implementing self 
assessment supported by risked-based post-assessment audit tax system over the 
longer term. This will require staff capacity development and human resource plan;  

(c) Strengthening the taxpayer identification system. This would involve cleaning the 
taxpayer database removing inactive taxpayers and identify taxpayers with multiple 
tax numbers, and introduce a unique taxpayer identify number (TIN); 

(d) Establish a dedicated large taxpayer unit (LTO); 
(e) Strengthening the arrears management system; and 
(f) Develop IT system for automating tax data and over the longer term electronic filing 

of tax returns. 
 
42. Indirect taxation. The government intends to review indirect taxation (CT, customs 
duties, etc) and their administration with the aim of improving compliance and revenue base. 
Standard practice in developing economies is to implement a mix of indirect taxes and revenues 
collected from licensing fees. A value added tax cold be introduced and applied to medium and 
large-sized firms. At the same time the CT would be applied to small enterprises at a uniform 
rate for goods and services. Like the VAT, all goods and services should be subjected to the CT, 
unless scheduled in an exemption list. Over time, as firms grow they would enter the VAT 
system. The VAT is more amenable to a self assessment system. The CT should also be 
subject to self assessment. The government could consider introducing modern excise tax 
regime applied to alcoholic and tobacco products in place of the current commercial tax. 
Following best practice, the excise tax should be a uniform specific tax applied to volume or 
weight of the product with automatic adjustments for inflation each year. The government could 
pilot taxpayer self assessment with the excise tax. 
 
43. Tax exemptions and incentives. The government could carry out a review of the tax 
exemptions and deductions in the tax code and identify exemptions that are eroding the tax 
base. The government could also start monitoring foregone revenues from various exemptions 
on income tax and customs duties. 
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44. Large taxpayer office (LTO). The IRD should consider establishing a dedicated LTO 
focusing on very large firms. The CCTO in Yangon would continue to focus on the other firms. 
Over the medium term, the focus should be on implementing a self assessment system in the 
LTO supported by a risk-based post-assessment audit system.   
 
D. Public Financial Management 
 
45. Governance issues are central to ensuring priority spending is sustainable. 
Myanmar ranks poorly on most global indicators of governance. On government effectiveness, 
regulatory quality, rule of law, control of corruption, voice and accountability and political stability, 
Myanmar consistently ranks below 90.0% of all countries included in most of the surveys. Thus, 
improving governance is integral to improving public financial management. The qualitative 
assessment below highlights broad weaknesses in PFM systems and selected priority areas for 
reforms. 
  
46. There is a need to reorient expenditure towards social sectors. A large share of the 
Union budget goes to capital spending. Construction of the new capital city of Nay Pyi Taw has 
been a reason for the recent increase in public capital spending. Education and health spending 
account for less than 2.0% of GDP. Thus there is a need to ensure a balanced public 
expenditure program between capital spending and recurrent expenditures, as well as between 
discretionary and non-discretionary spending items (interest payments and wages). This will 
require continuing to reorient spending towards priority sectors of education, health and 
productive public infrastructure (Figure 9). In the FY2012/2013 budget the government has 
increased spending on the social sectors especially, which increased from 3.5% of total 
spending in the FY2011/2012 budget to 6.0% of total spending in the FY2012/13 budget. It will 
also require managing resource revenues and that expenditure of these revenues are smoothed 
over time to avoid macroeconomic instability. The government could consider establishing a 
sovereign wealth fund to accumulate resource revenues. 
 

Figure 9 Composition of Public Expenditure 
(% share of 2009 Union Government Budget Spending) 
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Source: Ministry of Finance and Revenue, Republic of the Union of Myanmar. 
Note: Personnel include purchases of goods and services. Personnel, contributions and interest payments are non-
discretionary spending. Capital outlays, maintenance, and others are generally discretionary spending. 

 

47. Increased public spending will also require measures to improve public financial 
management systems. There are significant weaknesses in budget transparency, budget 
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planning, execution, and reporting and accounting that undermine government effectiveness in 
responding to emerging policy priorities. These are discussed below.  
 
48. Budget preparation. Initial staff reviews show several gaps in budget preparation. The 
present budgeting is input based incremental and largely top down with little regard to 
performance or service delivery. Capital and recurrent budgets are prepared separately and do 
not integrate with each other. Thus, there is a need for creating a multi-year perspective in fiscal 
planning and budgeting.  Given the complexities of designing and implementing a medium term 
expenditure framework (MTEF) this would be a longer term goal. There is believed to be often 
in-year reallocation of the approved budget between line agencies, thus undermining the 
credibility of the composition of the budget, defined as the extent to which the budget is realistic 
and is implemented as intended. Estimates of deviations in actual budget relative to proposed 
budget range from 8.7% in FY2008/2009 to 20.2% in FY2010/2011 point to significant in-year 
budget reallocations. 
 
49. Revenue estimates for budget preparation are driven by target setting rather than 
revenue forecasts in part arising from weaknesses in forecasting capabilities at MOFR. There 
are inadequate internal control and audit systems. The Union budget does not provide a full 
financing plan for projected budget deficits. Consequently, the Central Bank of Myanmar is 
relied upon to fund the deficit. There is a need for better public access to key fiscal information 
in the budget documents including presentation of budget documents for public consumption 
and audited budget reports. 
 
50. Budget execution and controls. The government, ADB and other development 
partners have identified several gaps in budget execution that need to be addressed in the short 
term and over the longer term. These include weaknesses in recording and management of 
cash balances.  There is scope for improving cash forecasting capabilities so to improve 
predictability in the availability of funds for commitment of expenditures during the budget cycle. 
There is a need for internal controls and audits of personnel changes and payroll. There is also 
the need for internal controls for non-salary expenditures and internal audits within line 
ministries.  Until recently, most ministries and agencies did not have internal control and audit 
systems. There is also limited monitoring by the Union government of sub-national 
governments‘ fiscal position.  
 
51. Budget accounting, recording, and reporting. The budget formulation and execution 
are based on a different budget classification and not compatible with international government 
financial statistics (GFS). There is the lack of timeliness and regularity of accounts reconciliation, 
limited availability of information on resources received by service delivery units and lack of 
timeliness and quality of in-year budget reports on obligations, cash releases and 
disbursements that would allow effective tracking of indicators of budget efficiency. Recording of 
accounts payable are done through a manual process and consequently leads to frequent 
delays in reporting from line ministries to MOFR. There is room for improving accounting 
standards to bring them closer to international standards.  
 
52. The government recognizes the institutional, process and capacity weaknesses in PFM 
systems and is exploring ways to address them over the longer term. Most recently the 
government has made some important initial steps towards improving transparency and 
accountability in the budget process. These measures included: 
 

(a) Applying the market exchange rate to foreign currency revenues and expenditures in the 
Union Budget thereby producing better estimates of the budget; 
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(b) The Union Budget was submitted and approved by the Parliament for the first time; 
(c) The government resumed publishing the Union budget law in the media after several 

years of absence; and 

(d) Another major transparency reform was improvement made to the structure of the Union 
budget by preparing separate Union and State/Regional Budgets for the first time in 
FY2012–2013. 

 
53. Going forward MOFR intends to look at ways to develop and implement a longer term 
reform program for improving PFM systems that would enhance service delivery. The 
government intends to undertake a comprehensive review the PFM system and commenced 
implementation of a sequenced action plan for reform to meet policy objectives. Some of the 
main reform elements would focus on: 
 

(a) Updating and revising the financial rules and regulations to be in-line with the new 
budget-planning practices in the short term and progressively developing an organic 
budget law over time; 

(b) Institutional restructuring, improve data management, including reporting and accounting, 
implement internal control and audit systems across Union government, upgrading 
information technology and capacity building to deliver on core PFM mandates; 

(c) Articulating clearly the central-local government fiscal relations system; and 
(d) Improving greater fiscal transparency, including through progressive implementation of 

the EITI. 
 
E.  Public Debt Management 
 
54. Myanmar‘s public debt level is high, estimated at 52.9% of GDP at the end of 2011. 
Estimated external arrears at the end of 2012 are projected to stand at $11 billion, or more than 
70% of total debt. In April 2012, Myanmar agreed with Japan, its largest creditor, on a debt 
restructuring plan to resolve its arrears through a bridge loan operation and cancellation of 
principal payments and overdue charges. Myanmar has also agreed to resolve its arrears held 
by the ADB and World Bank by mid-January with the help of a bridge loan operation by Japan. 
The Paris Club has also invited the authorities to discuss a debt restructuring plan in late 
January.  
 
55.  The International Monetary Fund and World Bank‘s debt sustainability analysis 
completed in November 2012 assessed Myanmar to be in debt distress given its current large 
stock of external arrears. 4  However, under the baseline scenario of a likely concessional 
resolution of its arrears, Myanmar would be at a low risk of debt distress. The baseline scenario 
assumes a planned resolution of Myanamr‘s external arrears on concessional terms and a 
gradual reduction in Myanmar‘s reliance on non-concessional financing, as more concessional 
resources become available after the resolution of arrears. Under the baseline scenario, public 
and publicly guaranteed debt burden indicators remain well below their indicative thresholds. 
One alternative stress test (export shock) leads to a temporary breach of the indicative 
threshold for the debt-to-exports ratio. However, Myanmar‘s good track record in implementing 
large natural gas projects and contractual purchasing commitments of project partners, mitigate 
some of the risk.  
 

                                                
4
  International Monetary Fund and World Bank. Myanmar: Staff Report for the 2012 staff Monitored program 

Consultation—Debt Sustainability Analysis. 2012. Washington. 
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56. A key medium term policy reform to support fiscal sustainability will be public 
debt management. There is no strategic perspective in debt management and with the Central 
Bank of Myanmar (CBM) gaining more autonomy, the Ministry of Finance and Revenue (MOFR) 
will need to take over more of the debt management functions from the CBM such as 
accounting, recording and reporting on domestic debt. This the immediate need is to strengthen 
the institutional arrangements for debt management starting with establishing at MOFR ―back 
office‖ functions covering domestic and external debt and eventual automation of debt recording 
and reporting. Also later in time, ‗middle office‖ (policy) and ―front office‖ (debt issuance) 
functions at MOFR will need to be established.  Staff capacity development in their respective 
functions will be necessary.  
 
F.  Monetary and Exchange Rate Policy 
 
57. Central Bank financing of the fiscal deficit has been the primary cause of Myanmar‘s 
high inflation regime in the last two decades. The government recognizes the urgency of re-
orienting monetary policy away from the primary function of financing the fiscal deficit to 
developing an effective monetary policy to create a low and stable inflation environment. The 
government has articulated a far reaching reform strategy and if implemented will anchor a 
stable macro-economy in the medium to long term. The government‘s reform agenda comprises 
of the following measures: 
 
58. The government initiated steps towards a managed floating exchange rate policy and a 
reserve money targeting framework with the aim of providing a nominal anchor for 
macroeconomic stability. Key reforms undertaken to establish the exchange rate policy included. 
 
59. Abolished the pegged Kyat to SDR exchange rate – for 35 years the Kyat was officially 
pegged to the IMF‘s special drawing rights at 6.4 Kyat to the dollar.  This was done in several 
sequenced steps. In October 2011, the CBM allowed six private banks (later 17 private banks) 
to become licensed money changers. This helped private banks familiarize itself with the foreign 
currency market. In November 2011, the CBM authorized foreign exchange dealer licenses to 
11 private banks to engage in international banking. On 2nd of April 2012 the CBM abolished the 
pegged Kyat to SDR exchange rate and announced a unified exchange rate based on the 
parallel market exchange rate. It holds daily auctions with the 11 private domestic private banks. 
Based on bids the CBM announces its daily reference exchange rate for the days trading. The 
Central Bank publishes the exchange rate and results of the auction on its official website. In the 
retail market, banks‘ currency exchange counters can set their rates within the band of plus or 
minus 0.8% of the reference rate. To improve liquidity in the foreign exchange market the 
government removed some key restrictions on foreign currency such as the ―export first‖ policy. 
Importers can now use foreign currency without the need to export first. Restrictions on 
withdrawal of foreign currency from own account has been relaxed: up to $10,000 can be 
withdrawn from one‘s foreign exchange account with one of the state owned banks. 
 
60. To support the managed float, the CBM has developed a basic monetary policy 
framework of targeting reserve money. The monetary tool will be a CBM auction for interest 
earning deposit accounts. The auction would be open to all commercial banks to submit interest 
rate bids. The CBM issued a regulation setting up the deposit auctions in June 2012 and 
implemented its first interest earning deposit auction in September 2012. While the 
establishment of the managed float is a significant goal towards a unified exchange rate system, 
lifting remaining exchange rate restrictions are needed for full unification of the exchange rate. 
This will require the phasing out of foreign exchange certificates (FEC), which is currently not 
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guaranteed under the new exchange rate management law enacted in 2012 (this law provides 
CBM with powers to regulate, manage and develop the foreign exchange markets).  
 
61. The government drafted amendments to the Central Bank Law that provides the CBM 
with: (i) some operational autonomy with corresponding accountability; and (ii) mandated to 
conduct open market operations. The draft is expected to be submitted to Parliament for 
approval in October 2012. A limitation on its autonomy is that the new law does not prevent 
central bank financing of the Union budget deficit, although parliamentary approval will now be 
necessary before CBM can finance the deficit. Despite this limitation, once enacted the new 
CBM law will be a major step forward in strengthening the governance structure of the CBM and 
providing it with powers to implement monetary policy necessary for macroeconomic stability. 
 
62. In July 2012 the government approved a new organizational structure of the CBM to 
support implementation of its expanded and strengthened mandates provided for by 
amendments to CBM law. The new organizational structure provides for oversight of the CBM 
by a Board of Directors which will include significant representation by independent directors. 
There will be a monetary policy committee mandated to make decisions on monetary policy 
stance. The new organizational structure also provides for a 75.0% increase in staff numbers to 
be phased in over the transition period.  
 
G.  Financial Sector Developments 
 
63. Myanmar‘s financial sector is underdeveloped. Excessively restrictive controls on 
intermediation have contributed to underdevelopment of the sector. The government recognizes 
these impediments and potential risks to financial system stability and its impact on the poor. In 
response, the government has implemented a series of steps to improve access to credit and 
intermediation in the sector as it reintegrates with global markets. The government has allowed 
expansion of private bank branch network and further expanding the list of collateral to lessen 
impediments to access to credit.  
 
64. Going forward, the government (through the Central Bank of Myanmar) is drafting a 
financial sector roadmap that would sketch out short, medium and longer term reforms. The 
strategy should envisage the development of a sound, market-based financial system in 10 to 
15 years that will enhance resource mobilization and sustainable economic growth. The reform 
agenda will need to be cautiously implemented to mitigate risks of financial sector instability that 
comes with financial liberalization. It should be synchronized with strengthening bank 
supervision, development of monetary policy, and autonomy of the central bank. Core reform 
areas include: 
 

(a) Strengthening supervision and prudential regulations and CBM staff capacity for onsite 
and offsite inspections; 

(b) Enhance intermediation through competition in the banking sector. In the short to 
medium term permit foreign banks to operate in Myanmar as subsidiaries or branches; 
permit banks to enter rural finance; (permit banks to enter non-bank segments such as 
insurance and lease financing; and establish legal and regulatory frameworks for credit 
card services, housing/mortgage finance, installment finance etc; and 

(c) Improve efficiency of the payment system. In the short to medium term review and 
improve operational procedures for both Kyat and dollar clearing systems, considering 
the compliance capability of commercial banks. Over the longer term, adopt a payment 
law to underpin the payment system and improve the efficiency of the payment system 
through investments in information technology. 
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V. PROPOSED ADB SUPPORT 
 
65. This section proposes strategic areas of ADB assistance to Myanmar in support of 
Myanmar‘s reform agenda and reengagement with development partners. The proposed 
assistance covers the next 24 months coinciding with the proposed interim Country Partnership 
Strategy (ICPS). Strategic areas are selected on the basis of importance in mitigating fiduciary 
risk in public finance and to achieving fiscal sustainability and macro-economic stability. The 
areas selected are also based on ADB demonstrated experience in other DMCs. Coordination 
with other development partners are also considered.  
 
66. Tax policy and administration. ADB is providing small-scale technical assistance to 
MOFR to carry out a review of tax policy and tax administration. The outputs are expected to be 
input to the government in developing its tax reform program. This effort is being coordinated 
with other development partners including IMF.5  
 
67. Public debt management. ADB is providing small scale technical assistance to support 
the MOFR establish its ―back office‖ functions for public debt management and guidance on 
how to establish ―middle office‖ and ―front office‖ functions. It is proposed to provide longer term 
technical assistance to MOFR to strengthen institutional arrangements for public debt 
management.  
 
68. Financial sector development and financial inclusion. It is proposed to provide the CBM 
with technical assistance to strengthen supervision and prudential regulations and CBM staff 
capacity for onsite and offsite inspections. It is also proposed to provide technical assistance to 
support financial inclusion of the poor.  
 
 

                                                
5
 Development Coordination (accessible from the list of linked documents in Appendix 2). 




