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KEY ISSUES

Context: The economic outlook has weakened with risks to stability rising. Growth
rebounded in 2017/18, led by exports and a recovery in agriculture, but is losing
momentum. The impact from the Rakhine crisis is depressing foreign investor sentiment
and donor financing. Macro-financial spillovers from banking sector restructuring may
be severe if banks delay recapitalization. Global risks include trade tensions and global
financial volatility, high crude oil prices and spillovers from a slowdown in China.

Medium term prospects: Myanmar’'s economy is expected to gain steam albeit at a
somewhat slower pace than previously envisaged but faces greater downside risks
including from the crisis in Rakhine state. The country’s long-term prospects remain
strong, supported by a growing demographic dividend, a competitive labor force and its
strategic location.

Policy Recommendations:

e Successful implementation of the second wave of reforms in the Myanmar
Sustainable Development Plan with a focus on peace, stability and good governance
will help sustain the growth take-off and achieve the Sustainable Development Goals
(SDGs).

e Fiscal policy should aim to steadily phase out central bank financing, while raising
domestic revenues and increasing market-based financing of the deficit to gradually
scale up SDG-related spending.

e Keeping monetary conditions tight will anchor market interest rates and control
inflation. A further upgrade of the monetary framework and interest rate
liberalization would enhance the transmission mechanism.

e The new market-determined mechanism for setting the exchange rate has helped
cushion against exogenous shocks and should continue.

e Financial regulations and supervision should be strengthened with a view to
ensuring financial stability and deepening, while forming contingency plans to
address systemic banking risks, and strengthening the resolution framework.

e Concessional financing and a careful management of fiscal risks of Public Private
Partnerships remains important in an environment where donor financing is
weakening, and proposed infrastructure projects are scaling up.
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BN CONTEXT

1. Economic activity is losing momentum, despite favorable long-term prospects. After
rebounding in 2017/18, growth has weakened with stability risks rising. The humanitarian crisis is
depressing foreign investor sentiment and donor financing, while bank restructuring is revealing
fragilities in the system. Risks are tilted further to the downside. A prolonged humanitarian crisis,
withdrawal of trade preferences or reduced donor financing and investment could weaken longer-
term prospects, which currently remain strong reflecting the country’s growing demographic
dividend, competitive labor force and strategic location.

2. Progress on addressing the humanitarian crisis in Rakhine state has stalled. A
Memorandum of Understanding was signed in June 2018 between UN agencies and Myanmar for a
needs assessment and a process to repatriate refugees from Bangladesh. While the modalities for
refugee repatriation were agreed, more progress is needed in key areas such as freedom of
movement for returnees. A report from the UN on the atrocities by the military was released in
[September] and the UNHRC is moving forward to assess evidence of “international crimes.” More
recently, the resumption of hostilities between the military and main insurgent group in Rakhine
state has impeded UN access and the repatriation of refugees has stalled. Over 700,000 refugees
have fled to Bangladesh since August 2017. Development partners (DPs) are closely watching
progress on access to humanitarian assistance and the refugee repatriation process. With elections
due in 2020 and the military-backed party making gains in recent by-elections, the prospects for
major progress in addressing the Rakhine state crisis are limited.

3. The Myanmar Sustainable Development Plan (MSDP), launched in February 2018,
provides an overarching medium-term economic roadmap. The MSDP includes a second wave
of reforms in line with those called for by the 2017 Article IV consultation. Since then, FDI and
interest rate restrictions were eased, the exchange rate regime and the investment promotion
framework were clarified (Appendix I). The National Economic Coordination Committee was also
elevated to a national policymaking body headed by State Counsellor Daw Aung San Suu Kyi, which
should facilitate the implementation of the MSDP. The greater focus on the economy comes at a
time when nationalist sentiment and support for the military is rising ahead of the 2020 elections.

I RECENT DEVELOPMENTS

4. After rebounding in 2017/18, economic it

activity is subdued. Growth rebounded to about o = o
6.8 percent in 2017/18 from 5.9 percent in 2016/17 led | g = .
by strong garment and commaodity exports and a o

recovery in agriculture (Table 1 and Figure 1). Growth o

slowed to about 6.2 percent in 2018 (April-September 100 IIII m
2018, 6-month transition budget period) due to ! "
weakening external (in line with regional trends) and é g é § é éﬁﬁ § ii% § § 5 § § %ﬁé § ii%
domestic demand. After hitting an all-time high in SZTA;;EZT :M:FO‘:C:T:E EToen
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March, the PMI fell back to contractionary levels between April and October as manufacturing
activity weakened, albeit recovering lately. Tourist receipts and consumer goods imports have also
decelerated, depressing retail trade. Recent domestic business sentiment surveys and moderating
capital goods imports point to weak investment confidence.” Partial FDI inflow data reported by
banks also suggest moderation in 2018.

5. External and inflation pressures are rising despite lower CBM financing. Headline
inflation was moderate in 2017/18 at 4.0 percent oN | . ra Bank Financing to Government

average but spiked to 8.3 percent y/y in November, (1 percentofprevious years esenve money)

as fuel prices rose, and the kyat depreciated 35

(14.5 percent since April 2018). The fiscal deficit ’
reached about 2.7 percent of GDP in 2017/18, 20

compared to 2.5 percent of GDP in 2016/17, which lz

further reduced CBM financing of the deficit (to 5 I I = I -
3.5 percent of previous years reserve money and ‘; - L
below the targeted 30 percent share of domestic gggeggec g
financing). In addition, preliminary data to SERERERRRRRRRRR
September 2018 show a small accumulation of Source M stall clcvations

government deposits at the CBM, reflecting the unusually low budget execution during the
six-month transition budget. The current account deficit widened marginally in 2017/18 to

4.7 percent of GDP and was largely financed by continued strong FDI inflows (5.4 percent of GDP).
The real exchange rate depreciated by 5 percent since April 2018, helping to slightly improve the
trade deficit in 2018. International reserves remain around three months of imports, below staff's
assessment of adequate reserves (five to six months of prospective imports).

6. Macrofinancial spillovers of the bank restructuring process are starting to be felt.
Credit growth has fallen sharply from 34 percent in 2016/17 to 20 percent by September 2018 as

private banks gradually reduced their large Credit and Deposit Growth

exposures and placed more funds in risk-free i percentchange ,
securities adjusting to the 2017 prudential 3 v 8
regulations, at times driving market interest rates 30 ;
lower than the retail deposit rate floor. This, 2 ;
combined with the retail deposit growth and slow ji ; 4
NPL recognition, is putting further pressure on 10 T epest z
bank profitability and capital. State-owned banks’ 5 e g e R 1

0

(SOBs) share of total bank lending has fallen to
11 percent, reflecting the contraction of directed

Jan-16
Apr-16

Jul-16
Oct-16
Jan-17
Apr-17

Jul-17
Oct-17
Jan-18
Apr-18

Jul-18
Oct-18
Jan-19

Sources: Central Bank of Myanmar; and IMF staff calculations.

lending to the agriculture sector. However, foreign
bank branches are expanding FX lending to exporters with the easing of restrictions on their
activities and have provided a counterbalance to the deleveraging taking place by domestic banks.?

! Myanmar’s fiscal year has changed from April-March, to October-September. Following a six-month transition period, from
April 1, 2018 to September 30, 2018, the new fiscal year started October 2018.

2 Bank credit growth to the private sector would be closer to single-digit levels if foreign bank activities were excluded.
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N OUTLOOK AND RISKS

7. Long-term economic prospects remain strong. Myanmar's demographic dividend is just
taking off with an expanding working-age population that is expected to persist much longer than
its neighbors. The country is also strategically located between the global growth engines of China
and India. The anticipated China-Myanmar

Economic Corridor (CMEC) linking South-Eastern Working Age Population
. . . (In percent of total population)

China to the Indian Ocean envisages several large 75

infrastructure projects, including Kyaukpyu port 70

currently under negotiation, and the oil/gas 65

pipeline from Kyaukpyu, Rakhine state to Kunming, 60

China. The Sittwe port, seen as an alternative 55

gateway to isolated Northern-Eastern India, has 50

been upgraded with official development 45 Toenmar - -ocombodia —Bangladesh
assistance (ODA) from India and will facilitate cargo 40

o wn
8 o

=]
N &

2010
2015
2030
2035
2040
2045
2050
2055
2060
2065
2070
2075
2080
2085
2090
2095
2100

transshipment through river ports and the India-

Source: United Nations.

Myanmar-Thailand trilateral highway currently
under construction. Myanmar is also a strategic partner for Japan with substantial Japanese ODA
and FDI in the Thalawa free trade zone, as well as participating in regional connectivity projects
(East-West corridor and Mekong-Japan Initiatives). All these infrastructure projects provide
opportunities to diversify and create jobs for the growing youth population.

8. However, the near-term outlook has weakened. Economic growth is expected to remain
below potential (estimated at about 7 percent to 8 percent, see SM) in 2018/19 due to weakening
export demand and subdued private construction activity related to the deleveraging by banks and
corporates as real estate prices continue to correct from elevated levels. Real GDP growth is

projected to accelerate slightly from 6.2 percent in
Myanmar: FDI Approvals

2018 tO 64 II’] 2018/19 pl’edlcated ona f'scal (In million of USD, accumulative basis)
. . . 10000
stimulus as government spending picks up from 9000 —2014/15 ---2015/16
. .y 8000 —2016/17 2017/18
the low levels recorded in the transition budget. - Target QUIBNS)  —2018/10

7000

Inflation is expected to moderate in 2018/19 as oil 6000 oooooeooieee AT
prices and the exchange rate has stabilized and 2322

continue to decline supported by the phasing out 3000

of monetary financing. Credit growth is expected to fﬁﬂﬁ '''''

moderate further to low single digits. However, due
to structural factors, credit and output in the
baseline are expected to remain stronger compared | sources: Myanmar authorities; and IMF staff calculations.

>
)
=

November
December
January
February
March
April

June

July
August
September

to experiences of countries in similar situations due

to structural factors. Domestic banks are poised to gradually diversify their lending portfolio to
consumer credit with the allowance of uncollateralized lending at higher rates while foreign banks
continue to expand lending activities to domestic corporates that are constrained by single
borrower limits.
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9. The medium-term outlook is more favorable. Economic growth is expected to gradually
rise close to 7 percent over the medium-term, but its pace is somewhat slower than previously
envisaged, due to weaker FDI inflows and macrofinancial spillovers from bank restructuring (Table
5).3 Tax revenue is expected to gradually rise with the reforms envisaged under the medium-term
reform strategy (MTRS) process, supporting a gradual improvement in budget execution alongside
public financial management (PFM) reforms. However, consolidated government revenues are on a
decline due to the gradual depletion of natural gas reserves and state economic enterprises (SEE)
losses, but over the longer term are expected to rise following recent discoveries of hydrocarbon
deposits and exploration activities including a new bidding round planned in early 2019. While the
current account deficit and external debt is expected to be sustainable, reserve coverage is
projected to fall and remain below adequate levels reflecting the weaker FDI and DP financing
outlook (Appendix Ill).

10. Risks to the outlook, both domestic and external, are tilted to the downside. A
prolonged humanitarian crisis in Rakhine state and slow progress in addressing the refugee
repatriation issue could further reduce concessional donor financing and fiscal space. A withdrawal
of GSP+ trade preferences from the EU on human rights concerns poses an added risk to exports
and investor confidence. Macro-financial spillovers may be more severe in the event of banking
sector distress and delayed recapitalization (Appendix I1).4 Risks from natural disasters are ever
present in Myanmar incurring large economic losses in the aftermath. Historically, these losses have
been estimated to be around 2 percent of GDP annually (between 2006-2015) and are the largest
shocks that affect debt sustainability (DSA).

11. On the global front, risks include trade tensions and global financial volatility, high
crude oil prices, and spillovers from a slowdown in China. While financial integration remains
limited, Myanmar participates in global and regional value chains, with China the largest export
destination and source of FDI inflows. The EU is the second largest export destination, accounting
for nearly half of garment/textile exports and employing about half a million workers. Myanmar is
also a net importer of petroleum products, with oil imports exceeding natural gas exports in 2018.

Myanmar: Scenario Analysis (FY2018 - FY2023)

Baseline  Downside Upside

12. Two financing scenarios, a downside

and an upside scenario, illustrate the Average  Average  Average
. . . . Selected Macro Indicators 2017/18  (FY2018-  (FY2018-  (FY2018-
potential impact stemming from these risks F2023)  FY2023)  FYo0e3)
. _ Real GDP growth (in percent) 6.8 6.7 52 72
on the economy and policy trade-offs. In the | = (oeriod average) i o e 1o
downside scenario, a reduction in external Primary fiscal balance (in percent of GDP) -13 -19 17 25
. . . Net lending/borrowing (in percent of GDP) -7 -36 -3.7 -4.2
flnanCIng (nearly half of the level assumed in Current account balance (percent of GDP) 47 -48 5.1 52
. Import coverage (in months) 33 30 24 38
the baseline) and exports (based on export to FD) 1 porcont of GDFY 9 y e ae
EU benefltlng from GSP+ trade preferences) Source: IMF staff calculations. FY2018 runs from October 2017 to September 2018. Thereafter, all

fiscal years are on a October to September basis.

necessitates a combination of government

3See Box 2 - Country Report No. 17/30.

4 The potential impact of banking sector distress on the rest of the economy is not quantified in a scenario given the high
degree of uncertainty and non-linear, large impacts experienced by Myanmar during previous episodes (see IMF Country
Report No. 18/91).
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spending cuts and higher monetary financing. Depreciation pressures lead to higher inflation while
growth slows. On the upside, progress on the humanitarian crisis would facilitate a resumption in
higher external financing including budget support that allows higher SDG related spending and
rebuilding of international reserves to adequate levels over the medium term, lowering risk premia
and crowding-in investment, supporting an uplift in growth (Debt Sustainability Analysis).

Authorities’ Views

13. The authorities broadly agreed with staff’s view of the recent developments and
outlook. The moderation in growth was attributed to a number of external factors including
uncertainty related to the Rakhine crisis, trade barriers faced by some of Myanmar's key exports as
well as budget execution adjustments due to the fiscal year change. The authorities noted they are
taking measures to support peace and stability in the region, including access to humanitarian
needs and the refugee repatriation process, as well as supporting policies to promote economic
development in affected areas. The authorities are carefully considering large infrastructure projects
to benefit from the demographic dividend and Myanmar's strategic location while ensuring debt
sustainability. The authorities appreciated the quantitative risk scenarios and policy trade-offs
outlined by staff. They recognized the severity of the downside scenario to job losses and welfare of
the poor and were keen to realize the gains envisaged in the upside scenario through
implementation of the MSDP.

M A SECOND WAVE OF REFORMS AND CONSOLIDATING
STABILITY

The MSDP recognizes that a second wave of reforms is needed to achieve the SDGs. The economic
policy framework embodied in the MSDP aims at consolidating economic stability and creating an
environment for private sector-led growth broadly in line with the 2017 Article IV Consultation. Good
governance will help mobilize domestic revenues and promote development more efficiently.

14. A second wave of reforms is needed to sustain growth and achieve the SDGs.
Myanmar's first wave of economic reforms resulted in an impressive growth take-off and poverty
reduction, supported by FDI and robust public investment funded by natural resource revenues. The
2018 MSDP recognizes that a second wave of reforms with greater investments in both physical and
human capital is needed to achieve the SDGs, along with peace and stability. On investment, the
scaling up of infrastructure projects including regional connectivity projects and PPPs would help
realize Myanmar’'s growth potential and create jobs. To harness this potential, Myanmar will also
need to invest heavily in human capital while managing fiscal risks. On peace and stability,
addressing regional disparities and conflict in affected regions is a priority, including the
resettlement of refugees in Rakhine state. Good governance and transparency will help mobilize tax
and natural resource revenues as natural gas reserves are being depleted while improving spending
efficiency. With a more open and clear investment framework in place, the country could attract
greater private capital, by strengthening its policy framework, consolidating peace and stability, as

8 INTERNATIONAL MONETARY FUND
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well as improving the business environment. To this end, the Companies Act 2017, including the
recent opening of the retail/wholesale trade, education, finance companies, and the insurance sector
to full foreign ownership was a bold reform.

Public Investment Myanmar Sustainable Development Plan
(In percent of GDP) (A comprehensive framework)
14 X
Proj A Peaceful, Prosperous & Democratic Myanmar
12
10
Goal 1: Goal 2 Goal 3: Goal 4: Goal §:
8 Peace, National Economic Job Creation & Human Matural
Reconciliation, Stability & Private Sector Resources & Resources & the
6 Security & Good | Strengthened Led Growth Social Environment for
Governance Macroeconemic Development for | Posterity of the
4 HManagement a 2lst Century Martion
Society
2 ——Myanmar ==-Cambodia —India
Vietnam Bangladesh ASEAN-5 PILLAR I: PILLAR 2: PILLAR 3:
0 : ; :
wn o ~ ool (2 o — o~ m < sl <} ~ Leel o
€ 8 8 8 8 5 5 5 5 5 5 5 5 5 5 PEACE & STABILITY PROSPERITY & PEOPLE & PLANET
Jd & & & 4 N d § d § & & A« PARTMERSHIP
Source: IMF's World Economic Outlook database.
Note: ASEAN-5 includes Indonesia, Malaysia, Philippines, Singapore, and Thailand. Source: Myanmar authorities.

I FISCAL POLICY AND THE SUSTAINABLE
DEVELOPMENT GOALS (SDGS)

Fiscal policy should be directed towards SDG-related spending, while lowering CBM financing and
ensuring debt sustainability. With a very low tax-to-GDP ratio and a projected decline in natural
resource revenues, a comprehensive MTRS is imperative to finance the much needed SDG-related
spending. External financing on concessional terms remains vital as the country scales up spending
without an undue reliance on domestic debt issuance or monetary financing.

15.  The fiscal deficit has remained moderate, allowing a reduction in CBM financing.
Revenue underperformance in 2017/18 was substantial (-1.7 percent of GDP relative to 2016/17)
and broad based, as non-tax revenue from SEEs, income tax receipts and grants all declined.
However, spending under-execution largely offset revenue shortfalls, with a significant reduction in
both current and capital spending (-1.6 percent of GDP). This resulted in a lower than expected fiscal
deficit in 2017/18, thereby reducing CBM financing below the targeted 30 percent of domestic
financing. The 2018 transition budget deficit appears to have been less than 2 percent of GDP, as
revenues performed above target and capital spending struggled to adjust to the fiscal year change.

16. The fiscal deficit is projected to increase as budget execution improves, providing a
modest fiscal stimulus in 2018/19. Both current and capital expenditure are expected to gradually
pick up over the medium term, on the back of an improvement in domestic revenue mobilization as
the second phase of IRD revenue administration reforms takes off. The fiscal deficit is expected to
rise to 3.5 percent of GDP in 2018/19, providing a modest fiscal stimulus to the economy. Over the
medium-term, with increased public investment and PPPs to support the MDSP, the fiscal deficit
should reach about 4 percent of GDP.

INTERNATIONAL MONETARY FUND 9
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17. Fiscal policy should aim to phase out steadily CBM financing, while raising domestic
revenues and increasing market-based financing of the deficit. Myanmar has one of the lowest
tax to GDP ratios in the world at 6.7 percent of GDP, and non-tax revenue from SEEs is projected to
further decline. Raising tax revenues and improving the efficiency of the SEEs sector are thus
imperative to create fiscal space for SDG-related spending. The phasing-out of monetary financing
by 2020/21 as envisaged in the MSDP is important to reduce fiscal dominance and strengthen the
instituional setting for monetary policy. The greater appetite for government securities as banks
deleverage provides a window to raise government securities issuance and fund the deficit in an
uncertain external financing environment. As such, the targeted phasing out of monetary financing
by 2020/21 should be recalibrated to a steadily declining path as a share of the previous year’s
reserve money rather than domestic financing to avoid an acceleration of monetary financing in the
transition years and closely monitored to preserve external stability and control inflation.

18. Fiscal structural and governance reforms are needed to scale up SDG-related spending
while preserving debt sustainability. The SDG spending gaps in education, health and
infrastructure spending for 2030 are estimated to be large in Myanmar (Appendix VII) and
expenditures would need to be gradually scaled-up paying due regard to absorptive capacity
constraints and debt sustainability. Realizing these objectives while keeping the fiscal deficit to
about 4 percent of GDP to maintain a low risk of debt distress will require the implementation of a
comprehensive medium-to-long term revenue strategy (MTRS). Higher concessional external
financing and a temporarily higher deficit in line with the upside scenario could help make headway
as the MTRS process develops. Rebalancing expenditure to social sectors, enhancing spending
efficiency, and improving public financial management (PFM), would also help. These mutually
reinforcing policy priorities are aimed to not only achieve these objectives but to also reduce fiscal
governance vulnerabilities and strengthen anti-corruption efforts. Policies include:

Estimates of Additional Total Spending for Sustainable Spending Composition
Development Goals in 2030 1/ (In percent of total)
(In percent of GDP) M General public services Defense

O Public order and safety B Economic affairs

100

6
5 90
4 80
3 70
5 60
50
| = :
, ! e 0

Health Education Water and Roads Electricity 20
sanitation 10
Source: IMF staff estimates, using IMF FAD SDG costing framework. 0

19.6 19.2

39.8

. T

209

_
A\
1/ For education and health, estimates reflect the difference between the share of GDP in

spending consistent with high performance in 2030 and the current level of spending as a share 2012 2017
of GDP; For roads and electricity, estimates reflect the annualized additional spending to close

Sources: Myanmar authorities; and IMF staff calculations.
the infrastructure aap between 2019 and 2030 expressed in percent of 2030 GDP.

* Policies to strengthen revenue mobilization. The MTRS would provide greater predictability
to scale up SDG-related spending by setting medium-term tax revenue targets based on the
Internal Revenue Department's (IRD) second phase of the reform journey, customs reforms and
various tax policy initiatives. Tax laws, including the Tax Administration and Procedures Law
(TAPL), the Income Tax Law (ITL) with a chapter on extractive resources and rationalization of
incentives, and a gradual move towards a VAT, should be modernized and enacted, thereby

10 INTERNATIONAL MONETARY FUND



MYANMAR

reducing the scope for discretion. Tax amnesties should be avoided until these laws are enacted
and the administrative capacity of the IRD enhanced.

e Policies to improve budget credibility and execution. Substantial under-execution of
spending over the last two years highlights an urgent need to better integrate planning and
budgeting and improve absorptive capacity. In addition, budget credibility would be enhanced
by stronger revenue forecasting capacity and realistic budget ceilings based on a robust
medium-term fiscal framework (MTFF) anchored on the MSDP and linked to the
macroframework.

e PFM reforms to enhance spending efficiency and contain fiscal risks. Building on the
progress with treasury operations and reporting consistent with GFS standards, developing a
harmonized chart of accounts and unified Financial Information Reporting System for the
Treasury (FIRST) should be expedited to automate information and strengthen transparency.

¢ Public-Private Partnerships (PPP) framework and managing fiscal risks. Large infrastructure
projects can be appraised and prioritized through the project bank, to be undertaken through
public procurement, donor financing or through PPPs based on a value-for-money evaluation.
As large PPPs may involve sovereign guarantees and generate contingent liabilities, a framework
for managing, controlling and reporting fiscal risks should be instituted expeditiously as
recommend by Fund TA (Box 1).

¢ Restructuring of and improving governance of SEEs. Improving SEE efficiency and corporate
governance, including in natural resources and EITI implementation is critical to enhancing SEE
performance. A key macro-critical priority is electricity tariff reform to reduce losses at the EPGE
(about 1 percent of GDP), while mitigating the impact on the poor by designing a progressive
tariff schedule and strengthening social safety nets. Given the additional generation capacity
coming online and return guarantees provided to independent power producers in FX, a
staggered adjustment in tariffs with an upfront revision in early 2019 is urgent. In terms of
extractive resource revenues, the new bidding round should adopt a competitive bidding
process and a "model contract" based on Fund TA and ongoing DP assistance.

Authorities’ Views

19. The authorities reiterated their commitment to steadily phase out monetary financing
and maintain debt sustainability. They agreed that spending could pick up in the new fiscal year
following the transition budget under-execution. They agreed that the targeted phasing out of
monetary financing by 2020/21 should be recalibrated to a steady path as a share of reserve money
rather than domestic financing and closely monitored to preserve external stability and control
inflation. The authorities added that projects under CMEC and other regional connectivity will be
scrutinized and subject to open tender. They also highlighted the cabinet’s recent approval of the
“project bank regulations” that requires all large infrastructure projects go through the same
appraisal and approval process. They mentioned that the NECC also intends to institutionalize a PPP

INTERNATIONAL MONETARY FUND 11
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gateway process and transparent reporting of fiscal risks (as suggested by Fund TA) including
utilizing “model contracts” in key sectors to the extent possible.

S MACROFINANCIAL STABILITY AND DEVELOPMENT

To control inflation and reinforce confidence, reliance on CBM financing should be phased out and
monetary conditions kept tight. The new market-determined mechanism for setting the exchange rate
should continue allowing for exchange rate flexibility to cushion against exogenous shocks. Financial
regulations and supervision should be strengthened with a view to ensuring stability and deepening,
while forming contingency plans to address systemic banking risks and establishing a resolution
framework.

A. Exchange Rate and Monetary Policy

20. To control inflation and anchor market interest rates, the authorities should keep
monetary conditions tight and upgrade the monetary framework. Inflation in Myanmar is
persistent and is driven by reserve money, exchange rate pass-through, food (rice) and gasoline
prices. In 2019 and beyond, inflation is expected to gradually moderate to a range between 6
percent to 7 percent, consistent with its historical average, as the exchange rate has stabilized since
November 2018, monetary financing of the deficit is phased-out, and food and fuel prices moderate.
At the same time, market interest rates are under

H Contribution to Myanmar's Inflation Variation
downward pressure due to the OngOIng W Past inflation variations & Money supply O Exchange rate
H H H M International ri i @ Gasoli i
deleveraging in the banking sector and a greater 100 e i
appetite for debt securities. A pick up in %
80
government securities issuance and deposit 70

auctions would provide a market-based mechanism | <
for financing the government and sterilization while |

preventing a decline of interest rates below the 3
. . . 20
deposit floor and helping banks improve o
profitability. This would help keep reserve money 0
. . . . L. 12345.67891011121314151617181920
and market interest rates in line with the declining Source: IMF staff calculations.

Note: The analysis applies VAR on first difference of log-transformed series of all variables.

path for headline inflation projected. The CBM
should also consider articulating a medium-term inflation objective and introducing an interest rate
on excess reserve (IOER) to provide a floor on market interest rates and review the interest rate
corridor quarterly, as recommended by Fund TA. Well anchored market rates would limit capital
flight and speculative depreciation pressures.

21. The CBM is making progress in adhering to a market-determined exchange rate. The
reference rate has sharply depreciated between April and December 2018, largely following the
interbank market and banks' customer transactions in line with the recommended formula, though
the spread with the informal market rate has widened at times. The external position of Myanmar
remained broadly consistent with fundamentals for 2018 as estimated by the Fund's external
balance assessment (Appendix ). CBM took advantage of this opportune time to issue on
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February 5, 2019 a formal regulation on the new rate setting system (Appendix IV). The clarification
of the rate setting mechanism will help anchor market expectations and allow a phasing out of daily
two-way FX auctions that no longer facilitate price discovery given the limited participation of banks.

22. The CBM should take additional steps to further strengthen external stability. Medium-
term priorities are to further deepen the interbank market and develop a FX intervention strategy.
The CBM also issued guidelines (July 2018) for the use of FX swaps but their use to mitigate
depreciation pressures in the absence of a developed FX spot and money markets is not advisable.
The CBM should transition to an asymmetric FX intervention (buying FX during capital inflows and
selling only to avoid disorderly market conditions) as conditions permit to avoid misalignment and
build international reserves. Amendments to the FX management law would help address regulatory
gaps and encourage the migration of FX transactions to the formal market including remittances
and the repatriation of export proceeds. These amendments would also facilitate a development of
interbank FX markets and hedging instruments through a gradual recalibration of net FX open
positions.

Reserve Adequacy, 2018
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23.

Exchange rate flexibility, interest rate liberalization and operational refinements will

strengthen monetary autonomy. The CBM is transitioning to a reserve money targeting
framework with TA from MCM and should continue to lay the foundations by improving liquidity
forecasting, and further developing indirect monetary instruments (e.g., use of repos) and the
money market. Gradual liberalization of retail bank rates will strengthen the monetary transmission
mechanism and the authorities are to be commended for allowing unsecured lending at higher
rates, with the interest rate on these loans capped at six percentage points above the CBM bank rate
effective February 1, 2019 (Appendix IV).

Authorities’ Views

24. The CBM will continue to follow a market-determined reference exchange rate and
further upgrade the monetary framework. They attributed the rising inflation to fuel prices and
the depreciating kyat and agreed that lower CBM financing of the fiscal deficit will help contain
inflation. The CBM has also recently issued a directive allowing unsecured loans at higher rates and
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clarified the retail rate structure linked to the bank rate as part of a sequenced plan to upgrade and
strengthen monetary policy. The CBM stepped up deposit auctions driving market rates above the

banks' deposit interest rate floor and tightening monetary conditions to control inflation. They will

consider further refinements to the monetary policy and operations framework with Fund TA.

B. Financial Stability

25. Fragilities in the banking system are surfacing with potentially large balance sheet
impacts. Lax lending standards collateralized on (over-valued) real estate and significant
evergreening through the rollover of overdrafts have raised systemic risks stemming from the credit
boom. Under the new regulations, revised financial reporting to the CBM reflects the timebound
conversion of overdrafts to term loans and new capital regulations (Appendix V). There has been
progress in addressing legacy issues at the private domestic banks, but challenges remain.

Myanmar: Structure of the Banking System
Number Branches Total Deposits Total Assets Total Loans

(% of system) (% of system) (% of system)

2017 2018 2017 2018 2017 2018 2017 2018 2017 2018

State owned Banks 4 4 516 545 28%  26% 36% 33% 12% 11%

Private Banks 24 24 1520 1719 66%  66% 55% 57% 86% 85%

Foreign Bank Branches 13 13 13 13 6% 8% 9% 9% 2% 4%

In percent of GDP 4%  48% 61% 63% 23% 25%
Source: Myanmar authorities.

26. Decisive policy steps are needed to address systemic risks and reduce scope for poor

governance:

e Improving compliance, loss recognition and encouraging recapitalization. CBM will have to
play a key role in monitoring and enforcing these regulations. While data limitations hinder a full
assessment of potential NPLs and recapitalization needs, the uneven loan loss recognition and
inadequate provisions, large exposures, and low capital position of banks raise systemic
concerns. The banking system including most private systemic banks are below minimum capital
requirements. To strengthen capital buffers there is an urgent need to review and update the
capital improvement plans submitted by banks to make them credible and sufficiently
ambitious. On the resolution framework, the focus should be on cleaning up bank balance
sheets through proper diagnostics and loss recognition, with enhanced external examinations
undertaken in potentially systemic circumstances. For non-systemic insolvent and/or illiquid,
non-viable banks, the CBM should immediately prepare for resolution including strengthening
capacity, policies and procedures for bank resolutions and setting up a dedicated resolution
team at the CBM. A well formulated financial safety net should also be gradually developed, with
an emergency liquidity assistance framework operationalized to support banks facing temporary
liquidity problems. Contingency plans should be formed to address systemic risks, though
realizing the expected private recapitalizations will be a challenge. A number of banks are
planning to issue subordinated debt while others may benefit from an injection of foreign
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capital, thanks to the recent (January 2019) CBM order allowing minority foreign shareholding
up to 35 percent of capital. Weaker banks with larger recapitalization needs, however, may find
it difficult to raise adequate capital in a reasonable timeframe and require public
recapitalizations.

e Steadfast implementation of the Financial Institutions Law (FIL) regulations and the
ensuing Bank-Fund banking sector action plan (BSAP) developed in 2017. A number of
pending regulations under the FIL and Companies Act facilitating recapitalization (e.g., related to
subordinated debt issuance and foreign equity investments) have been issued, although a
directive on the modalities for revaluation of fixed assets remain pending. Those regulations
targeted at minimizing connected lending and improving corporate governance should also be
issued expeditiously. These guidelines will also help strengthen credit risk management at banks
while risk-based supervision is strengthened at the CBM supported by IMF TA. A decision on the
restructuring strategy for the four SOBs should be taken based on the World Bank's diagnostic
study to ensure their viability.

e A gradual liberalization of retail bank interest rates will help banks better price credit risks
and raise capital through greater profitability. A first step was already taken by allowing
unsecured loans at higher rates and the authorities could consider further liberalizing lending
rates as well as deposits rates keeping the rate structure in line with policy needs and positive in
real terms through a IOER and indirect instruments. Foreign entry to non-bank financial
institutions and continued gradual liberalization of lending activities of foreign bank branches
announced in 2018 could raise competition and broaden financial services in due course.’

Private Sector Credit Regulatory Total Capital and Tier1 Ratios to Risk
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Authorities’ Views

27. The authorities are committed to improving financial supervision and addressing
systemic risks. The CBM noted the importance of seeing through the implementation of prudential
regulations and their role in monitoring and enforcement. They agreed that loss recognition and

5 The liberalization foreign bank activities have been phased-in with FX services to domestic clients allowed in 2018 and
restrictions on local currency operations to be eased in 2020.
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timely recapitalization will be key to maintain confidence in the banking system. The weak

accounting standards and large recapitalization needs of some banks provide a challenge to enforce
credible capital improve plans, though the authorities are committed to moving down the resolution
ladder. A well formulated financial safety net and contingency plans are also being developed. They
were appreciative of the updated BSAP and have requested additional TA to assist with these issues.

CAPACITY DEVELOPMENT AND STRUCTURAL ISSUES

The business environment would benefit from upgraded infrastructure, access to finance and
strengthening of the overall governance framework. Capacity development (CD) remains crucial to
support these structural reforms as the Myanmar economy transitions. CD from the Fund is currently

being aligned to the goals set in the MSDP.

28.
through reducing vulnerabilities to corruption.
While labor costs remain competitive, a reliable
power supply, access to finance and logistics are
lacking (Figure 3 and 5). In terms of lowering the
costs of doing business, contract enforcement,
insolvency regime and trading across borders,
particularly trade facilitation are priorities.
Permitting bank accounts in the currency of
Myanmar’s main trading partners, particularly in
border areas, would help lower financial transaction
cost. In addition, business surveys identify
corruption as a key impediment.

29.

Strengthening the business environment will help attract private investment including

Doing Business Indicators, 2018
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Source: World Bank Doing Business, 2018: Survey-based indicators reflect investors’
perceptions on the business environment. These indicators should be interpreted with
caution due to a limited number of respondents, a limited geographical coverage, and
standardized assumptions on business constraints and information availability.

Improving governance and anti-corruption efforts are critical. While there are data

gaps, available evidence, based in part on perceptions-based indicators, points to governance and
corruption vulnerabilities. The new administration has made progress on some indicators including
submitting amendments to the anti-corruption law, enhancing fiscal transparency and clamping
down on smuggling, and strengthening financial sector regulations. The anti-corruption agency

(ACA) agreed that the overall severe corruption assessment reflects systemic capacity weakness and
the country’s fragility, and thus the mission engaged with a view to developing a multi-year strategy
leading to comprehensive improvements under the MSDP. The mission focused on fiscal
governance and natural resource management; priority recommendations set out by the Asia Pacific
Group on Money Laundering; and progress on financial sector regulations; areas which are
considered urgent and macrocritical. A number of amendments have been made to the anti-
corruption law, and the ACA is awaiting peer review and compliance assessment against UN
standards. Further amendments to the law and the implementation of the anti-corruption
framework could be a focus in 2019.
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China's Imports of Myanmar Precious Stones and Wood Myanmar: Selected Governance Indicators, 2017’
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30. Myanmar maintains an exchange restriction and a MCP subject to the IMF’'s
jurisdiction under Article VIII, Section 3. The exchange restriction arises from a tax certification
requirement for authorizing transfers of net investment income abroad. The authorities have
removed the exchange restriction arising from the tax certification requirement for transfers of net
investment income abroad by revising the relevant provision in the new investment law and rules
and by confirming that the practice conforms with the new provision.

31. Deficiencies in Myanmar’s AML/CFT regime were identified by a July 2018 APG
assessment. Myanmar received low ratings on the effectiveness of its AML/CFT regime and in its
compliance with over half of the FATF 40 recommendations and as a result is subject to enhanced
attention of the FATF. It could be listed by the FATF in February 2020 as a jurisdiction with strategic
deficiencies unless it demonstrates sufficient progress by the end of 2019. Myanmar has since its
assessment, published its National Risk Assessment, and expects to finalize and enact amendments
to the AML/CFT legal framework by the third quarter of 2019. Myanmar should continue
implementing the priority recommendations of the APG focusing on improving the effectiveness of
the AML/CFT regime.

32. The integration of CD with surveillance priorities and with the goals set in the MSDP is
a continuous process (Appendix VI). The Fund has enhanced its alignment of CD with this focus.
The updated medium-term CD strategy covers governance weakness and institutional building
identified above. Substantial progress has been made in improving macroeconomic statistics, but
more remains to be done to improve the quality and timely dissemination of data. It is envisaged
that the e-GDDS mission planned for early 2019 will help centralize and make available adequate
data for surveillance (Informational Annex).
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B STAFF APPRAISAL

33. Long-term growth prospects in Myanmar remains strong, but downside risks to the
near-term outlook have risen. Lower external financing and investor sentiment arising from a
prolonged crisis in Rakhine state and possible revocation of trade preferences on human rights
concerns are immediate downside risks. Systemic risks stemming from fragilities in the banking
system are surfacing and need to be addressed quickly. Over the medium term, growth is expected
to gradually pick up, albeit at a slower pace, reaching close to 7 percent over the medium-term.
Economic policies to support peace and stability, including consistently durable progress on the
humanitarian crises, will help Myanmar realize its strong growth potential.

34. The medium-term economic roadmap, the MSDP, will play a critical role in providing
strategic direction which can help achieve SDGs. To be able to harness the potential from the
demographic dividend and strategic location, Myanmar will need to invest heavily in physical and
human capital while managing fiscal risks. Aligning capacity development to the MSDP strategies is
key to achieving related goals. The Fund has enhanced its alignment of CD with this focus.

35. Fiscal policy should aim at promoting SDG-related spending, while lowering CBM
financing and ensuring debt sustainability. Policy priorities in revenue mobilization, budget
credibility and PFM reforms should be aimed to not only achieve these objectives but to also reduce
governance related vulnerabilities. Myanmar’s SDG spending gap in critical sectors is estimated to
be large, requiring a gradual scaling up of expenditures. Carefully selected projects should be
subject to open tender and undergo the same appraisal and approval process. ‘Model contracts’ in
key sectors, particularly extractives, should be used to the extent possible to increase the
transparent reporting of fiscal risks. Concessional financing should continue to be sought. Increasing
the issuance of government securities, especially in an uncertain environment of external financing
and at a time when banks are seeking safer assets, should be considered. Improving SEE efficiency
and governance, including in natural resources and EITI implementation, remains critical.

36. Monetary conditions should be kept tight by stepping up the issuance of debt
securities and reducing the reliance on CBM financing. Government securities issuances and
deposit auctions are already being stepped up, as part of the authorities’ firm commitment to
steadily phase out monetary financing, driving market rates above the banks’ deposit interest rate
floor. More recently, the retail bank rate structure was clarified including allowing unsecured lending
at higher rates. The authorities could consider further liberalizing lending rates as well as deposits
rates keeping the rate structure in line with policy needs when conditions permit. The recently
announced market-determined exchange rate reference system should continue to be followed
allowing for exchange rate flexibility to cushion against shocks.

37. Fragilities in the banking system are surfacing and systemic risks need to be addressed
quickly. Uneven loan loss recognition and inadequate provisions, large exposures, and low capital
position of banks indicate systemic concerns. Cleaning up bank balance sheets through proper
diagnostics and loss recognition and recapitalization are critical. Enhanced external examinations of
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systemic banks and preparation of contingency plans including a well formulated financial safety net
should be developed. This should also include discussions for an emergency liquidity assistance
framework operationalized to support banks facing temporary liquidity problems.

38. CD remains crucial to support the ambitious second wave of reforms articulated in the
MSDP including strengthening good governance and anti-corruption efforts. The new
administration has made progress on some governance indicators but more needs to be done to
improve fiscal transparency of natural resource management, financial sector regulations and
AML/CFT regime, and implementation of the anti-corruption framework.

39. The authorities should soon be in position to accept Myanmar’s obligations under
Article VIIL. Prior to doing so, in line with recent Fund TA, the authorities are encouraged to seek
Fund approval of the remaining MCP if the criteria for approval are met, or to remove the MCP by—
for example—no longer using the two-way FX auction.

40. It is proposed that the next Article IV consultation be held on the standard 12-month
cycle.
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Box 1. Private Participation in Infrastructure Projects

Myanmar has ambitious plans to address its large infrastructure needs through increased private
sector participation. The public capital stock per capita is comparatively low in Myanmar and access to
infrastructure is limited (see text chart). In addition, the infrastructure quality in Myanmar is perceived to be
lower (2.4 on a scale of 1-7) then in emerging and developing Asian (3.7). Improving public infrastructure is a
priority of the Myanmar Sustainable Development Plan (MSDP). To that end, the government intends to use
more extensively Public-Private Partnerships (PPPs). Myanmar has so far limited experience with privately
financed investment, mainly in the electricity and ports sectors.

Infrastructure Developments
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Myanmar gives priority to transformative projects in ports, roads and electricity, which are likely to
create large fiscal commitments. Ongoing and planned infrastructure projects are very large and may
create significant fiscal risks to the government.

The authorities have started to improve their public investment management framework, including
for PPPs. The government recently issued the Project Bank Notification which aims at improving investment
planning by identifying and screening infrastructure projects (above kyat 2 billion of investment). It is also
building capacities in of the ministry of planning and finance to analyze and select infrastructure projects.

Additional efforts are needed to strengthen infrastructure management and limit fiscal risks from
PPPs. Traditional public investment and PPPs should be prioritized on a level playing field through a unified
public investment management process, which should also be better linked to the budget process to ensure
that resource allocation is in line with fiscal constraints. The ministry of finance should play a gatekeeper role
to stop projects that do not provide efficiency gains or are not fiscally affordable, and to issue guarantees to
PPP projects. Reporting should also be improved to promote informed decision making on resource
allocation to infrastructure projects. The legal framework should be updated to support these reforms and
provide a more stable environment to prospective partners.

The government should aim at ensuring competitive bidding and the use of model contracts. The
large number of unsolicited proposals consume scarce capacities and block government efforts to improve
project preparation. Open tenders and due diligence during project preparation are needed to bring down
project costs. Using model contracts for PPPs would also facilitate competitive tendering, reduce
government transaction costs and limit the bargaining power of the private partner.
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Figure 1. Myanmar: Macroeconomic Developments

Growth is rebounding from the slowdown in 2016/17...
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Exports of manufactured goods performed strongly...
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Manufacturing production also weakened in FY 2018 on
higher input prices...
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...led by external demand.
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. while tourism has stagnated more recently.
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...and is reflected in slower growth of intermediate imports.
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The level of CBM financing fell, due to the lower fiscal
deficit...
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However, inflation has picked up driven by higher oil
prices...
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Import demand continues to drive current account deficits,
financed by FDI and other inflows...
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Figure 2. Myanmar: Macro-Fiscal and External Developments

while reserve money growth has moderated.
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...and exchange rate depreciation.
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...but these inflows are insufficient to allow CBM to
accumulate international reserves in the short run.
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Figure 3. Myanmar: Macro-Structural Developments

Tax modernization needs to continue to raise more . . . . . .
Social spending still lags behind peers in the region.
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Infrastructure quality remains a concern to attract FDI... ...while FDI restrictions have been eased.
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Money and credit growth has slowed down...

Reserve and Broad Money, and Private Sector Credit
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Private credit is concentrated in construction, trade and
services sectors.
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1/ Private banks only (excludes state-owned banks). "Other" includes credits to local
stores and specialized shops.
Retail bank rates remain at fixed levels...
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Source: Central Bank of Myanmar.

Figure 4. Myanmar: Macrofinancial Developments

...but financial deepening is progressing...
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Sources: Myanmar authorities; and IMF staff calculations.

Securities auctions are now mainly on competitive terms.

Myanmar: T-bill Auctions (Issued vs. Offer)

(In millions of kyats)
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Sources: CBM/MOPF; and IMF staff estimates.
...despite fluctuating Treasury rates.
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Strong growth has helped to increase per capita GDP...

Per Capita GDP (PPP)

(In US. dollars)
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Source: IMF's World Economic Outlook database.

However, healthcare is still lagging....
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...and infrastructure.
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Sources: World Bank's World Development Indicators; and IMF staff calculations.

Figure 5. Myanmar: Progress Towards Sustainable Development Goals

...and income inequality is comparable to peer countries.

Income Inequality
(Gini coefficents)
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Sources: World Bank.
...and there is much to be gained from further investments
in education....
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Access to the formal financial system remains low.
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Table 1. Myanmar: Selected Economic Indicators, 2015/16-2020/21 1/

2018
2015/16 2016/17 2017/18 (transition) 2018/19 2019/20 2020/21
Act. Act. Est. Proj. Proj. Proj. Proj.

Output and prices (Percent change)

Real GDP 2/ 7.0 5.9 6.8 6.2 6.4 6.6 6.7

CPI (end-period; base year from 2014/15=2012) 84 70 5.4 8.6 7.2 71 6.2

CPI (period average; base year from 2014/15=2012) 10.0 6.8 40 7.1 75 6.7 6.2

Consolidated public sector 3/ (In percent of GDP)

Total revenue 19.5 188 171 233 173 174 174
Tax revenue 6.1 6.5 6.7 84 70 72 74
Social contributions 0.1 0.1 0.1 0.2 0.1 0.1 0.1
Grants 04 04 0.2 03 04 04 04
Other revenue 129 1.7 10.0 144 9.8 9.7 9.5

Total expenditure 239 213 19.7 248 20.7 212 215
Expense 159 14.8 13.7 182 145 147 149
Net acquisition of nonfinancial assets 8.0 6.5 6.0 6.6 6.3 6.5 6.6

Gross operating balance 37 40 33 5.1 28 26 26

Net lending (+)/borrowing (-) -43 -2.5 =27 -15 -35 -38 -4.0

Domestic public debt 20.5 209 209 212 215 22.5 235

Money and credit (Percent change)

Reserve money 22.8 8.8 6.0 4.6 8.7 6.9 8.7

Broad money 26.3 194 18.0 18.6 143 135 13.7

Domestic credit 314 25.5 20.2 219 15.2 16.1 15.8
Private sector 343 33.8 23.0 213 14.0 135 13.0

Balance of payments 4/ (In percent of GDP)

Current account balance -5.2 -43 -4.7 -59 -4.9 -49 -4.8
Trade balance -5.0 -5.1 -54 -6.0 -46 -4.5 -46

Financial account -6.5 -72 -6.9 -73 -5.0 -49 -4.8
Foreign direct investment, net 5/ -5.8 -5.2 -54 -5.1 -4.2 -39 -38

Overall balance -0.6 0.6 03 13 0.0 0.0 0.0

CBM reserves (gross)

In millions of U.S. dollars 4,762 5132 5,336 5,462 5,357 5372 5,341
In months of prospective GNFS imports 35 34 33 34 32 3.0 29

Total external debt (billions of U.S. dollars) 127 123 179 179 17.8 17.7 177

Total external debt (percent of GDP) 21.2 194 269 26.8 27.1 24.8 226

Exchange rates (kyat/$, end of period)

Official exchange rate 1,220.6 1,360.7 1,336.5 1,551.5
Parallel rate 1,207.8 1,361.1 13272 1,563.6

Memorandum items:

GDP (billions of kyats) 72,714 79,721 90,451 33,557 104,393 119,004 135,845

GDP (billions of US$) 59.7 63.2 66.7 237 65.7 714 78.1

GDP per capita (US$) 1,151 1,210 1,267 1,254 1,242 1,321 1,440

Sources: Data provided by the Myanmar authorities; and IMF staff estimates and projections.

1/ The fiscal year is from April 1 to March 31, up to 2017/18. From 2018/19 onwards the fiscal year is from October 1 to September 30.
2/ Real GDP series is rebased to 2010/11 prices by the authorities.

3/ Union and state/region governments and state economic enterprises. Revised to reflect Government Finance Statistics Manual 2014 classification.

4/ The balance of payments data has been revised according to the BPM6 methodology.
5/ FDI from 2017/18 onwards reflects improved forex transaction data collection, which has caused a break in the data series.
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Table 2. Myanmar: Summary Operations of the Nonfinancial Public Sector, 2015/16-2020/21 1/
(Consolidated accounts)

2018
2015/16 2016/17 2017/18 (transition)  2018/19  2019/20  2020/21
Act. Act. Est. Proj. Proj. Proj. Proj.
(billions of kyats)
Revenue 14,205 15,001 15,423 7,817 18,042 20,686 23,681
Taxes 4,425 5,209 6,100 2,809 7,307 8,568 10,120
On income, profits, and capital gains 1,656 1,888 1,850 760 2,125 2,541 3,037
On property 13 37 44 13 43 49 56
On goods and services 2,150 2,748 3,615 1,740 4,436 5176 6,113
On international trade & transactions 467 480 524 266 628 715 817
Other taxes 139 56 68 29 76 86 98
Social contributions 61 73 89 56 118 135 154
Grants 327 351 220 106 418 476 543
Other revenue 9,392 9,367 9,014 4,846 10,199 11,508 12,865
Interest income 64 66 59 21 30 0 0
Property income 1,072 1,098 1,132 430 1,341 1,528 1,745
Sales of goods and services 2/ 8,320 8,269 7,882 4,416 8,859 9,979 11,120
Expenditure 17,350 17,006 17,859 8319 21,657 25248 29,141
Expense 11,541 11,824 12,403 6,113 15130 17,532 20,197
Compensation of employees 2,144 2,966 3,130 1,821 4,075 4,765 5,439
Purchases/use of goods & services 5,943 5,759 7,083 3,121 8,122 9,377 10,840
Interest 867 1,078 1,278 746 1,593 1,953 2,277
External 202 225 254 68 442 496 537
Domestic 639 832 1,024 678 1,152 1,456 1,740
Subsidies and transfers 202 272 0 0 79 0 0
Social benefits 670 704 732 325 949 1,082 1,235
Other expense 1,715 1,046 179 101 311 355 405
Net acquisition of nonfinancial assets 5,809 5,183 5,456 2,206 6,527 7,716 8,944
Balances
Gross operating balance 2,664 3177 3,020 1,704 2912 3,154 3,485
Net lending/borrowing -3,145 -2,005 -2,436 -502 -3,615 -4,562 -5,459
Net acquisition of financial assets 530 -483 263 -76 4 109 94
Domestic 516 -492 255 -166 -31 37 41
Currency and deposits 165 -601 290 -216 -152 -76 -38
Central Bank 4 6 -10 87 0 0 0
Commercial banks 161 -607 300 -303 -152 -76 -38
Loans 342 -52 -92 14 49 39 -4
Equity 10 161 57 37 72 74 83
External 14 8 8 90 35 71 53
Equity 14 8 8 90 35 71 53
Net incurrence of liabilities 3,676 1,522 2,699 426 3,619 4,671 5,554
Domestic 3,134 1,566 2,395 330 3,211 4,357 5,175
Securities 3,113 1,558 2,382 330 3,211 4,357 5,175
Central bank 3,490 1,476 624 -2 150 75 0
In percent of domestic financing 11 94 26 0 5 2 0
Commercial banks -204 887 2,046 1,168 3,061 4,282 5,175
Nonbanks -174 -805 -288 -837 0 0 0
Loans 21 8 13 0 0 0 0
External 542 -44 305 95 407 254 378
Loans 958 461 924 369 1,148 1,250 1,494
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Table 2. Myanmar: Summary Operations of the Nonfinancial Public Sector, 2015/16-2020/21 1/
(concluded)

(Consolidated accounts)

2018
2015/16 2016/17 2017/18 (transition) 2018/19 2019/20 2020/21
Act. Act. Est. Proj. Proj. Proj. Proj.
(percent of GDP)
Revenue 19.5 18.8 17.1 23.3 17.3 17.4 17.4
Taxes 6.1 6.5 6.7 8.4 7.0 7.2 7.4
On income, profits, and capital gains 2.3 24 2.0 2.3 2.0 2.1 2.2
On goods and services 3.0 34 4.0 5.2 4.2 4.3 4.5
On international trade & transactions 0.6 0.6 0.6 0.8 0.6 0.6 0.6
Other taxes 0.2 0.1 0.1 0.1 0.1 0.1 0.1
Social contributions 0.1 0.1 0.1 0.2 0.1 0.1 0.1
Grants 0.4 0.4 0.2 0.3 0.4 04 0.4
Other revenue 12.9 11.7 10.0 14.4 9.8 9.7 9.5
Interest income 0.1 0.1 0.1 0.1 0.0 0.0 0.0
Property income 1.5 1.4 1.3 1.3 1.3 1.3 1.3
Sales of goods and services 2/ 11.4 10.4 8.7 13.2 8.5 84 8.2
Expenditure 23.9 21.3 19.7 24.8 20.7 21.2 21.5
Expense 15.9 14.8 13.7 18.2 14.5 14.7 14.9
Compensation of employees 2.9 3.7 3.5 5.4 3.9 4.0 4.0
Purchases/use of goods & services 8.2 7.2 7.8 9.3 7.8 7.9 8.0
Interest 1.2 1.4 1.4 2.2 1.5 1.6 1.7
External 0.3 0.3 0.3 0.2 0.4 0.4 0.4
Domestic 0.9 1.0 1.1 2.0 1.1 1.2 1.3
Subsidies and transfers 0.3 0.3 0.0 0.0 0.1 0.0 0.0
Social benefits 0.9 0.9 0.8 1.0 0.9 0.9 0.9
Other expense 2.4 1.3 0.2 0.3 0.3 0.3 0.3
Net acquisition of nonfinancial assets 8.0 6.5 6.0 6.6 6.3 6.5 6.6
Balances
Gross operating balance 3.7 4.0 3.3 5.1 2.8 2.6 2.6
Net lending/borrowing -4.3 -2.5 -2.7 -1.5 -3.5 -3.8 -4.0
Net acquisition of financial assets
Domestic 0.7 -0.6 0.3 -0.5 0.0 0.0 0.0
Currency and deposits 0.2 -0.8 0.3 -0.6 -0.1 -0.1 0.0
Central Bank 0.0 0.0 0.0 0.3 0.0 0.0 0.0
Commercial banks 0.2 -0.8 0.3 -0.9 -0.1 -0.1 0.0
Loans 0.5 -0.1 -0.1 0.0 0.0 0.0 0.0
Equity 0.0 0.2 0.1 0.1 0.1 0.1 0.1
External 0.0 0.0 0.0 0.3 0.0 0.1 0.0
Equity 0.0 0.0 0.0 0.3 0.0 0.1 0.0
Net incurrence of liabilities 5.1 1.9 3.0 1.3 3.5 3.9 4.1
Domestic 4.3 2.0 2.6 1.0 3.1 3.7 3.8
Securities 4.3 2.0 2.6 1.0 3.1 3.7 3.8
Central bank 4.8 1.9 0.7 0.0 0.1 0.1 0.0
Commercial banks -0.3 1.1 2.3 35 2.9 3.6 3.8
Nonbanks -0.2 -1.0 -0.3 -2.5 0.0 0.0 0.0
Loans 0.0 0.0 0.0 0.0 0.0 0.0 0.0
External 0.7 -0.1 0.3 0.3 0.4 0.2 0.3
Loans 1.3 0.6 1.0 1.1 1.1 1.1 1.1
Memorandum items:
Primary balance -3.1 -1.2 -1.3 0.7 -1.9 -2.2 -2.3
Functional breakdown of public sector expenditure
Economic affairs 11.7 10.1 7.6 7.6 7.6 7.6 0.5
Social services 5.1 4.4 3.6 3.6 3.6 3.6 10.4
Of which: education 2.1 2.0 1.8 1.8 1.8 1.8 0.1
Of which: health 1.0 0.9 0.8 0.8 0.8 0.8 0.1
Defense 4.3 3.7 3.4 3.4 34 3.4 4.0
Public debt 41.6 41.8 47.3 51.9 49.2 47.8 46.8
Of which: held by CBM 16.8 17.2 15.9 15.3 13.4 11.8 10.7
Of which: other and external 24.7 24.6 31.5 36.5 35.8 36.0 36.0
Domestic public debt 20.5 20.9 20.9 21.2 21.5 22.5 23.7
External public debt 21.1 21.0 26.5 30.6 27.7 254 23.1
Of which: Arrears
GDP (in billions of kyat) 72,714 79,721 90,451 33,557 104,393 119,004 135,845
CBM financing (share of reserve money) 22.3 8.7 3.5 0.0 0.8 0.4 0.0
CBM financing (share of GDP) 4.8 1.9 0.7 0.0 0.1 0.1 0.0

Sources: Data provided by the Myanmar authorities; and IMF staff estimates and projections.
1/ Revised to reflect Government Finance Statistics Manual 2014 classification. The fiscal year is from April 1 to March 31, up to 2017/18. From
2018/19 onwards the fiscal year is from October 1 to September 30.
2/ Includes proceeds from SEEs' commmercial activities.
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Table 3. Myanmar: Balance of Payments, 2015/16-2022/23 1/

2018

2015/16 2016/17 2017/18 » 2018/19 2019/20 2020/21 2021/22 2022/23
(transition)

Act. Act. Est. Proj. Proj. Proj. Proj. Proj. Proj.
Current Account -3,090 -2,721 -3,105 -1412 -3,247 -3512 -3,762 -4,058 -4474
Trade balance -2,970 -3201 -3608 -1418  -3,039 -3245 -3604 -3,848 -4,385
Balance on goods -4,048 -4394 -4680 -1652  -3,823 -4084 -4502 -4808 -5412
Merchandise exports f.0.b. 9,498 9471 10468 5855 12818 13,162 13952 14331 15137
Merchandise imports f.0.b. 13,546 13,865 15148 7506 16,641 17,247 18453 19,138 20,548
Balance on services 1,078 1,193 1,072 234 784 839 898 960 1,026
Exports of services, total 3,678 3,638 4,168 1,662 3555 3733 3919 4115 4321
Imports of services, total 2,601 2446 3,09 1429 2771 2894 3022 3155 329
Primary income balance -1,986 -1604 -1987 -1,109  -2431 -2590 -2590 -2,759 -2,759
Receipts 984 945 1246 5N 982 1,002 1002 1,022 1,022
Expenditures 2971 2,548 3233 1,619 3413 3592 3592 3780 3,780
Secondary income balance 1,867 2,084 2491 1114 2222 2324 2432 2548 2,670
Capital and Financial Account -3,897 -4531 -4633 -1732  -3268 -3527 -3,730 -4,058 -4334
Capital account 0 1 1 0 0 0 0 0 0
Financial account (+ = net increase / - = net decrease) -3,897 -4532 -4634 -1,732  -3268 -3527 -3730 -4,058 -4,334
Direct investment -3,443 23260 -3,589 -1206  -2,753 -2,753 -2959 -3,184 -3,534
Assets 0 0 0 0 0 0 0 0 0
Liabilities 3,443 3260 3,589 1,206 2,753 2,753 2959 3,184 3,534
Portfolio investment 0 37 47 33 0 0 0 0 0
Assets 0 0 49 35 0 0 0 0 0
Liabilities 0 37 2 2 0 0 0 0 0
Other investment -454 -1,235 -1,092  -560 516 -774 7711 -874  -800
Assets 177 -1478  -300  -75 0 0 0 0 0
Liabilities 271 -243 792 485 516 774 771 874 800
of which: MLT debt disbursements 786 366 682 261 722 750 859 944 1,036
of which: repayments due -342 -401 457 -194 -466  -561  -642 647  -649
Overall Balance -361 370 203 320 21 15 -31 -1 =140
Net errors and omissions -1,168 -1442  -1326 0 0 0 0 0 0
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Table 3. Myanmar: Balance of Payments, 2015/16-2022/23 1/ (concluded)

2018

2015/16 2016/17 2017/18 . 2018/19 2019/20 2020/21 2021/22 2022/23
(transition)
Act. Act. Est. Proj. Proj. Proj. Proj. Proj. Proj.
Current Account -5.2 -4.3 -4.7 -5.9 -4.9 -4.9 -4.8 -4.7 -4.7
Trade balance -5.0 -5.1 -54 -6.0 -4.6 -4.5 -4.6 -4.5 -4.7
Balance on goods -6.8 -6.9 -70  -70 -5.8 -5.7 -5.8 -5.6 -5.7
Merchandise exports f.0.b. 15.9 15.0 157 247 19.5 184 179 16.7 16.1
Merchandise imports f.0.b. 227 219 227 316 253 24.2 236 223 218
Balance on services 1.8 19 16 1.0 12 12 1.1 1.1 1.1
Exports of services, total 6.2 5.8 6.2 7.0 54 5.2 5.0 48 46
Imports of services, total 44 39 46 60 42 4.1 3.9 3.7 35
Primary income balance -33 -2.5 -30 47 -37 -3.6 -33 -3.2 -29
Receipts 16 15 19 2.2 15 14 13 12 1.1
Expenditures 5.0 40 48 6.8 5.2 5.0 46 44 4.0
Secondary income balance 3.1 33 37 47 34 33 3.1 3.0 2.8
Capital and Financial Account -6.5 -7.2 -69  -73 -5.0 -4.9 -4.8 -4.7 -4.6
Capital account 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Financial account (+ = net increase / - = net decrease) -6.5 -7.2 -6.9 <73 -5.0 -4.9 -4.8 -4.7 -4.6
Direct investment -5.8 -5.2 -5.4 -5.1 -4.2 -39 -3.8 -3.7 -3.8
Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Liabilities 5.8 5.2 5.4 5.1 4.2 39 3.8 37 3.8
Portfolio investment 0.0 -0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Assets 0.0 0.0 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Liabilities 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other investment -0.8 -2.0 -1.6 -2.4 -0.8 -1.1 -1.0 -1.0 -0.8
Assets -03 -2.3 -04  -03 0.0 0.0 0.0 0.0 0.0
Liabilities 0.5 -04 1.2 2.0 0.8 1.1 1.0 1.0 0.8
of which: MLT debt disbursements 13 0.6 1.0 1.1 1.1 1.1 1.1 1.1 1.1
of which: repayments due -0.6 -0.6 -07  -08 -0.7 -0.8 -0.8 -0.8 -0.7
Overall Balance -0.6 0.6 0.3 13 0.0 0.0 0.0 0.0 -0.1
Net errors and omissions -2.0 -2.3 -2.0 0.0 0.0 0.0 0.0 0.0 0.0
Memorandum items
GDP (in millions of U.S. dollars) 59,687 63,240 66,721 23,750 65665 71,403 78,124 85857 94,227
Level of gross reserves (end of period) 4,762 5132 5336 5462 5357 5372 5341 5340 5,200
Reserves (months of imports of G&S) 35 34 33 34 32 3.0 29 2.7 2.5

1/ Revised according to the BPM6 methodology. The fiscal year is from April 1 to March 31, up to 2017/18. From 2018/19 onwards the fiscal year is from October 1 to

September 30.
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Table 4. Myanmar: Monetary Survey, 2015/16-2022/23 1/ 2/
(In billions of kyat at end-period, unless otherwise indicated)

2015/16  2016/17 2017/18  2018/19  2019/20  2020/21 2021/22  2022/23
Act. Act. Est. Proj. Proj. Proj. Proj. Proj.
CENTRAL BANK OF MYANMAR
Net foreign assets 5374 6,550 6,693 8,110 7,978 7,924 7,899 9,751
Foreign assets 5,847 7,016 7,178 8,670 8,565 8,534 8,533 10,407
Foreign liabilities 473 466 485 561 587 610 634 657
Net domestic assets 10,258 10,451 11,329 10,723 12,162 13,961 15,829 16,165
Net domestic credit 12,618 13,878 14,948 15,735 17,199 19,013 20,891 21,232
Net claims on central government 12,233 13,704 14,338 14,025 14,100 14,100 14,100 14,100
Net claims on deposit money banks 385 174 610 1,710 3,099 4913 6,791 7,131
Other items net -2,361 -3,427 -3,618 -5,012 -5,037 -5,052 -5,062 -5,067
Reserve Money 15,632 17,001 18,023 18,832 20,140 21,885 23,729 25,915
Currency in circulation 11,771 13,064 14,184 14,471 15,475 16,816 18,233 19,913
ODC liabilities 3,861 3,938 3,838 4,362 4,665 5,069 5496 6,002
Transferrable deposits 0.1 0.1 0.2 0.1 0.1 0.1 0.1 0.1
MONETARY SURVEY
Net foreign assets 9,263 9,281 9,306 11,780 12,162 12,699 13,353 15,959
Foreign assets 13,012 12,872 13,175 16,264 17,222 18,415 19,816 23,253
Foreign liabilities 3,749 3,591 3,869 4,484 5,060 5716 6,464 7,294
Net domestic assets 26,777 33,753 41,466 50,471 58,504 67,671 78,258 89,298
Net domestic credit 27,386 34,362 41,310 50,996 59,204 68,571 79,058 90,548
Net claims on government 13,687 16,036 18,764 22,533 26,890 32,065 37,793 43,904
CBM 12,233 13,704 14,338 14,025 14,100 14,100 14,100 14,100
Deposit money banks 1,453 2,535 4,426 8,508 12,790 17,965 23,693 29,804
Net credit to the economy 13,699 18,326 22,546 28,463 32,314 36,506 41,265 46,644
Other items net -609 -609 156 -525 -700 -900 -800 -1,250
Broad money 36,040 43,034 50,772 62,251 70,665 80,371 91,610 105,257
Narrow money 14,819 15,799 16,891 0.0 0.0 0.0 0.0 0.0
Currency in circulation 10,157 10,920 11,604 0.0 0.0 0.0 0.0 0.0
Transferrable Deposits 4,662 4,880 5,287 0.0 0.0 0.0 0.0 0.0
Other deposits 21,221 27,235 33,881 62,251 70,665 80,371 91,610 105,257
MEMORANDUM ITEMS
Money multiplier 23 2.5 24 33 35 37 39 4.1
Velocity 2.0 1.8 17 17 17 17 1.7 17
Reserve money (y/y percent change) 22.8 8.8 6.0 8.7 6.9 8.7 8.4 9.2
Broad money (y/y percent change) 26.3 194 18.0 143 13.5 13.7 14.0 14.9
Credit to private sector (y/y percent change) 343 3338 23.0 14.0 135 13.0 13.0 13.0
Net credit to central govt. (y/y percent change) 343 3338 23.0 14.0 13.5 13.0 13.0 13.0
Credit growth (y/y percent change) 314 255 20.2 15.2 16.1 15.8 15.3 14.5
Deposits (y/y percent change) 29.9 241 22.0 449 135 137 14.0 14.9
Reserve money (in percent of GDP) 21.5 213 19.9 18.0 16.9 16.1 153 14.7
Broad money (in percent of GDP) 49.6 54.0 56.1 59.6 59.4 59.2 59.1 59.6
Credit to private sector (in percent of GDP) 18.8 23.0 249 27.3 27.2 26.9 26.6 26.4
Credit to central government (in percent of GDP) 18.8 20.1 20.7 21.6 22.6 23.6 24.4 24.9
Deposits (in percent of GDP) 35.6 403 433 59.6 59.4 59.2 59.1 59.6
Credit to economy/deposits (in percent) 52.9 571 57.6
Nominal GDP (in billions of kyat) 72,714 79,721 90,451 104,393 119,004 135845 155114 176,590

Sources: Central Bank of Myanmar; and IMF staff estimates and projections.

1/ The fiscal year is from April 1 to March 31, up to 2017/18. From 2018/19 onwards the fiscal year is from October 1 to September 30.
2/ From 2012/13, foreign assets and liabilites are valued at the reference rate (before: at official exchange rate).
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Table 5. Myanmar: Medium-Term Projections 2015/16-2022/23 1/

2018
2015/16 _ 2016/17 2017/18 (transition)  2018/19  2019/20 2020/21 2021/22 2022/23
Act. Act. Est. Proj. Proj. Proj. Proj. Proj. Proj.

Output and prices (Percent change)

Real GDP (staff working estimates) 2/ 7.0 5.9 6.8 6.2 6.4 6.6 6.7 6.9 6.9

CPI (end-period; base year=2012) 84 7.0 54 8.6 7.2 71 6.2 6.1 59

CPI (period average; base year=2012) 10.0 6.8 4.0 71 75 6.7 6.2 6.1 6.1

Consolidated public sector 3/ (In percent of GDP)

Total revenue 19.5 18.8 171 233 173 174 174 17.7 18.1
Tax revenue 6.1 6.5 6.7 84 7.0 72 74 77 8.0
Social contributions 0.1 0.1 0.1 0.2 0.1 0.1 0.1 0.1 0.1
Grants 04 04 0.2 03 04 04 04 04 04
Other revenue 129 1.7 10.0 144 9.8 9.7 9.5 9.5 9.6

Total expenditure 239 213 19.7 248 20.7 21.2 215 217 219
Expense 15.9 14.8 137 18.2 14.5 147 14.9 15.0 15.2
Net acquisition of nonfinancial assets 8.0 6.5 6.0 6.6 6.3 6.5 6.6 6.7 6.7

Gross operating balance 37 4.0 33 5.1 2.8 2.6 2.6 27 29

Net lending (+)/borrowing (-) -4.3 -25 -2.7 -1.5 -35 -3.8 -4.0 -4.0 -3.8

Money and credit (Percent change)

Reserve money 22.8 8.8 6.0 46 8.7 6.9 8.7 84 9.2

Broad money 26.3 194 18.0 18.6 143 135 13.7 14.0 14.9

Domestic credit 314 25.5 20.2 219 15.2 16.1 15.8 153 145
Private sector 343 338 23.0 213 14.0 135 13.0 13.0 13.0

Balance of payments 4/ (In percent of GDP, unless otherwise indicated)

Current account balance -5.2 -43 -4.7 -5.9 -4.9 -4.9 -4.8 -4.7 -4.7
Trade balance -5.0 -5.1 -54 -6.0 -4.6 -4.5 -4.6 -45 -4.7

Exports 15.9 15.0 15.7 247 19.5 184 17.9 16.7 16.1
Gas exports 73 47 5.3 9.2 74 6.6 6.5 5.8 5.7
Imports 227 219 227 316 25.3 242 236 22.3 21.8

Financial account -6.5 =72 -6.9 -73 -5.0 -49 -4.8 47 -4.6
Foreign direct investment, net 5/ -5.8 -5.2 -54 -5.1 -4.2 -39 -38 -3.7 -3.8

Overall balance -0.6 0.6 03 13 0.0 0.0 0.0 0.0 -0.1

CBM reserves (gross)

In millions of U.S. dollars 4,762 5132 5336 5462 5357 5372 5,341 5340 5,200
In months of total imports 35 34 33 34 32 30 29 27 2.5

External debt
Total external debt (billions of U.S. dollars) 127 123 179 179 17.8 17.7 17.7 174 176
(In percent of GDP) 21.2 194 269 75.2 27.1 248 226 20.3 18.6

Exchange rates (kyat/$, end of period)

Official exchange rate 1,221 1,361 1,336 1,552
Parallel rate 1,208 1,361 1,327 1,564

Memorandum items:

GDP (billions of kyats) 72714 79,721 90,451 33,557 104,393 119,004 135845 155,114 176,590
GDP (billions of US$) 59.7 63.2 66.7 237 65.7 714 78.1 859 94.2
GDP per capita (US$) 1,151 1,210 1,267 1,254 1,242 1,321 1,440 1,593 1,718

Sources: Data provided by the Myanmar authorities; and IMF staff estimates and projections.

1/ The fiscal year is from April 1 to March 31, up to 2017/18. From 2018/19 onwards the fiscal year is from October 1 to September 30.

2/ Real GDP series is rebased to 2010/11 prices by the authorities.

3/ Union and state/region governments and state economic enterprises. Revised to reflect Government Finance Statistics Manual 2014 classification.
4/ The balance of payments data has been revised according to the BPM6 methodology.

5/ FDI from 2017/18 onwards reflects improved forex transaction data collection, which has caused a break in the data series.
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Appendix I. Key Policy Recommendations from the 2017 Article
IV Consultation

Policy advice
Monetary and exchange rate policies

Implementation status

Objective: Keep inflation in check and maintain exchange rate flexibility.

Maintain deposit auction volumes,
pending further developments in
inflation and liquidity; improve liquidity
forecasting and further development of
debt and interbank markets

Phase out CBM financing of the deficit.

Formally adopt a new transactions-
based mechanism for setting the
exchange rate and continue to allow for
exchange rate flexibility to help cushion
against exogenous shocks, including an
asymmetric FX intervention strategy.

Fiscal policy

In progress. The CBM has stepped up deposit auctions
and the MOPF has increased its reliance on market-
based borrowing from the debt market driving market
rates above the banks' deposit interest rate floor.

CBM financing of the deficit in 2017/18 further
declined to below the target ceiling of 30 percent.
The CBM issued on February 4, 2019, a formal
regulation announcing the transaction-based
exchange rate, as the new reference rate.

Objective: Create fiscal space to finance development needs while maintaining
macroeconomic stability and debt sustainability.

Keep the fiscal deficit between 4 and
4.5 percent of GDP over the medium
term.

Expenditure rebalancing towards social
(education and health) and priority
infrastructure spending to help achieve
Sustainable Development Goals (SDGs)
Improvements in Public Financial
Management (PFM), prioritizing fiscal
transparency and reporting,
incorporating an IT system for the
Treasury, a stronger relationship
between planning and budget, and
better managing fiscal risks.

Continued domestic revenue
mobilization, including through
modernizing tax laws (including a
review of natural resource contracts),
developing staff capacity, improving
customs administration and targeted
administrative reforms.

Achieved for 2017/18.

In progress.

In progress. The Cabinet approved “project bank
regulations” that requires all large infrastructure
projects go through the same appraisal and approval
process. The change in fiscal year has been
implemented along with data releases in line with GFS.

In progress. Implementation of phase Il of the IRD
reform journey in progress.
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Policy advice
Financial sector

Implementation status

Objective: Maintain financial stability and improve financial sector regulation and

supervision.

Accelerate reform of state-owned
banks.

Implement 2017 prudential regulations
and issue pending regulation under FIL
2016.

Continue financial sector and interest
rate liberalization at a pace
commensurate with CBM's capacity

Increase bank capital

Form contingency plans to address
emerging systemic banking risks and
strengthen resolution capacity.

In progress.

In progress. A number of pending regulations under
the FIL 2016 has been issued.

In progress. Effective February 1, 2019, CBM now
permits unsecured lending. The lending rates on loans
either with collaterals other than the ones mentioned
above or without collateral are capped at six
percentage points above the CBM rate (currently
10%+6%=16%).

In progress.

In progress.

Source: IMF Country Report No. 18/90.
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Appendix Il. Risk Assessment Matrix'

Shocks and Likelihood
(Red= high likelihood;

green = low likelihood)

Potential Impact

(Red= high; green=low)

Policy Response

L]
Macro-financial spillovers in the event of Fears of bank fragility could lead to bank runs/collateral fire ~ {Implement contingency plans and encourage timely
banking sector distress and delayed sales; Possible credit crunch, if weak banks cut back on recapitalization; Move down the resolution ladder for non
recapitalization. lending while adjusting to new regulations; Contingent fiscal |systemic banks; Continue to strenghten financial regulations
liabilities related to recapitalization and/or possible liquidity |and supervision with a view to ensuring financial stability and
support; Pressure for further exchange rate depreciation. deepening while improving credit risk management of banks.
Slow progress in resolving the Rakhine state Impacts the outlook for FDI and external financing. The risk  [If development partner financial assistance is disrupted,
humanitarian crisis. of broader economic sanctions including potential loss of rationalize public expenditures while preservering humanitarian
trade preferences. Delays overall economic reforms. spending and social sector spending; Resist monetization of
fiscal deficit; Allow the exchange rate to adjust to any external
.‘E financing shortfalls.
]
: W1 10
g Slippages in implementing needed reforms The public sector is unable to cope with speed of reform, Well-tailored TA programs that focus on staff training to raise
from limited institutional capacity. leading to slippages; Growth effects compounded by weaker |institutional capacity; Coordinate TA programs with
business confidence. international donors and streamline and adjust the scope of
the programs, if necessary; Further promote operational
autonomy of the CBM.
1 L1
Large natural disasters. It is estimated that natural disasters in Myanmar have Identify and explicitly integrate risks into fiscal frameworks and
generated a direct economic loss of 1.82 percent of GDP budget planning; Build policy and financial buffers to enhance
every year (2006-15) on average. In additon human costs, resilience to shocks; Enhance preparedness and invest in
natural disasters effect debt sustainability through damaging |infrastructure that can better cope with natural hazards.
long-term growth and increasing borrowing for
reconstruction needs from damage to infrastructure and
capital.? I
L1 1
Rising protectionism and retreat from Weaker exports growth. Significantly reduce growth and Allow greater exchange rate flexibility to absorb external
multilateralism. contribute to kyat depreciation. shocks; Continue with structural reforms to diversify exports
and trading partners; Improve business environment to attract
more FDI from other sources.
[ I Il
Weaker-than-expected global growth in China. |Reduced export growth and FDI inflow, since China is an Allow greater exchange rate flexibility to absorb external
(Likelihood- ST: Low, MT: Medium). important trading partner and source of FDI. shocks; Continue with structural reforms to diversify exports
and trading partners. Consider countercyclical macro-policies
E depending on financing conditions.
M | M |
w
Sizeable deviations from baseline energy prices. |Impact the import bill - lumpy oil payments, that tend to put [Allow greater exchange rate flexibility to absorb external
greater pressure on the foreign exchange market and thus  |shocks; Consider tightening monetary policy to mitigate
high inflation. second round impacts.

Source: IMF staff.

' The Risk Assessment Matrix (RAM) shows events that could materially alter the baseline path (the scenario most likely to
materialize in the view of IMF staff). The relative likelihood is the staff's subjective assessment of the risks surrounding the
baseline ("low” is meant to indicate a probability below 10 percent, “medium” a probability between 10 and 30 percent, and
“high” a probability between 30 and 50 percent). The RAM reflects staff views on the source of risks and overall level of
concern as of the time of discussions with the authorities. Non-mutually exclusive risks may interact and materialize jointly.
“Short term” and "medium term” are meant to indicate that the risk could materialize within 1 year and 3 years, respectively.

2 Myanmar Selected Issues 2018; Country Report No. 18/91.
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Appendix lll. External Sector Assessment

Overall, the external position in 2018 is broadly in line fundamentals and desirable policies. The
current account deficit is expected to remain at a sustainable level and the external debt level is
manageable, but reserve coverage continues to be below adequate levels. The policy mix and
structural reforms should aim to boost investment and improve the business environment to increase
competitiveness. Prudent debt management and efforts to boost tax revenue should continue and
financing on concessional terms should be negotiated to the extent possible.

1. External debt sustainability. The debt

sustainability analysis continues to assess Myanmar's PV Debt to GDP Ratio
external risk rating as low (2018 DSA). While
concessional debt helps Myanmar maintain debt
sustainability, the level of international reserves
remains low. Concessional external financing is

expected to continue over the medium term; though 2 &
10

50

) | o e oo oo oo--

30

risks of a shortfall and greater recourse to commercial ~ -
borrowing has risen given development partners 0 ~ —
—— ——

concerns of the Rakhine crisis and move toward large- "1 Most extreme shock i Non-deb flows
scale infrastructure projects. Over the medium term, 20 e owm o wm
debt ratios are projected to remain on a sustainable

. . . Source: IMF staff estimates.
path, assuming continued domestic revenue
mobilization and growth enhancing capital spending.
2. Current account. The current account deficit and trade deficit are projected to widen over

the medium term from a projected slowdown in gas exports. Using the EBA-lite CA model, staff

estimate the CA norm to be 4.7 percent of e Myanmar: EBA-Lite CA Model —
GDP resulting in a CA gap of 0.6 percent of Cyclical Contributions (from model) -01%
GDP and a policy gap of 0.7 percent of GDP." gc_',ifj:zadj"md =4 i;f
This suggests that the external sector is in gf'(;‘::'y adjusted CA Norm S
line with fundamentals and desired policies. of/which Policy gap 0.7%
Staff has also estimated the REER gap using E'SEE?ZP o
the REER model, which suggests a larger A fued S
REER gap. However, a lower weight is Source: IMF staff estimates.

attached to this approach as it has not
performed as well for Myanmar.2

' The desirable policy (P*) for public health expenditure was adjusted to 5 percent of GDP based on preliminary
estimates to achieve SDGs mainly driven by an increase in doctors and other health staff which are currently
comparatively low.

2 From the EBA-Lite REER model, the REER gap is 25.7 percent above what is warranted by fundamentals and
desirable policies. However, the REER model does not account for Myanmar's transition to a market-based economy
and the need to address decades of underinvestment.
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3. Real exchange rate. The kyat real effective exchange rate (REER) depreciated by about

2.2 percent in 2017 primarily driven by the
depreciation of the nominal exchange rate against the
US dollar. The nominal exchange rate has depreciated
around 14 percent against the U.S. dollar in 2018 thus
far but around 5 percent in real effective terms as
domestic inflation continues to rise. FX auctions have
been stepped up to provide dollar liquidity but with
limited scope given the level of reserves.

4. Reserve coverage. Staff estimate reserve
optimal coverage for Myanmar to be around five
months to six months of import coverage (IMF Board

Nominal and Effective Exchange Rates
(2010=100, increase=appreciation)

140 —REER == NEER based on official rate

130 —Ex rate (official) Relative price
120 NEER based on informal rate

110
100
90
80
70
60
50

Sources: Myanmar authorities; and IMF staff calculations.

Paper SM/14/334; also see CR 17/30). Reserves have been relatively stable around three months of
prospective imports given limited FX intervention. In the baseline, reserves are projected to decline
over the medium term reflecting a slowdown in FDI and external financing. Staff continue to assess
reserve coverage as below adequate The adequate pace of reserve accumulation is more in line with
the upside scenario (staff report — paragraph 12) and brings reserve coverage to 5 months to six

months of imports over the medium term.
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Appendix IV. Interest Rate Liberalization and Exchange Rate
Mechanism Updates—Recent Policy Actions

1. Myanmar is gradually transitions from an exchange rate anchor to a reserve money
targeting framework. In this respect, the authorities
. . . . Interbank Foreign Exchange Volume
have committed to phasing out monetary financing of (In billions of US. dollars)
. o« . . 20
the government and are gradually liberalizing interest s
rates. The Central Bank of Myanmar (CBM) started 16
daily two-way multiple-price foreign currency auctions | *
to determine the reference exchange rate beginning 10
2012. However, in 2016 problems in operating the 22
auction led to a sharp decline in traded auction 04
volumes while interbank transactions picked up. To 02 m .
0.0
successfully transition to the new anchor (money 01314 201415 201516 2016417 2017-18
targeting), CBM should continue to lay the Source CentralBankcof Myanmar:

foundations for a better control of reserve money by
improving liquidity forecasting, and further developing indirect instruments (e.g., use of repos) and
the money market.

2. Until January 2019, CBM required all lending to be collateralized by real estate or
other immovable assets, and to have a short maturity. Admitted collaterals are: land and
building, gold and gold jewelry, diamond and precious treasure, savings certificate, treasury bond,
fixed deposit (time deposit), collateralizable securities and transferrable contracts, pledge, credit
guarantee, and collaterals occasionally specified by the Central Bank of Myanmar (CBM). Before July
2017, the maximum contractual maturity of loans was one year (unless offset by matching long-term
deposits). This maximum was increased to three years under the new prudential regulations of 2017.

3. In addition, interest rates are controlled with interest rate caps and floors. Lending
interest rates were capped at three percentage points above the CBM rate (currently 10% + 3% =
13%) percent. Deposit interest rates are subject to a floor, which is two percentage points below the
CBM rate (currently 10% - 2% = 8%). These controls have restricted banks’ ability to price risk and
may have hindered the development of risk management capabilities. In addition, by limiting
profitability, interest controls have likely constrained capital accumulation in the banks.

4. Effective February 1, 2019, CBM now permits unsecured lending at higher interest
rates. The lending rates on loans either with collaterals other than the ones mentioned above or
without collateral are capped at six percentage points above the CBM rate (currently
10%+6%=16%). This complements the collateralized loans and expands the opportunity for banks
to improve their risk pricing and risk management. Nevertheless, uncollateralized lending would
need to be carefully monitored to avoid a build of credit risks.

5. In 2018, the FX reference rate largely followed a formula consisting of a weighted
average of FX interbank and bank-customer market rates, with occasional small deviations. As
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a result, the exchange rate depreciated by 14.5 percent between April and December. The CBM also
abolished the trading band (Reference rate +/-0.8%) in August 2018, which clarified the current
system and should lead to an increase in the volume and representativeness of the formal market.
The spread between the reference rate and informal market was also low.

6. CBM made further progress by issuing on February 4, 2019, a formal regulation
announcing the market-based exchange rate, as the new reference rate. Even though the FX
reference rate has largely followed market rates in recent months, some market participants still
perceive the reference exchange rate as a policy goal and confusing, as it stems from a two-way
auction that is no longer a useful price discovery mechanism. The FX reference rate should gain in
credibility, now that CBM has clearly communicated that the posted reference exchange rate is
simply a weighted average of interbank and bank customer trades for the given day and does not
represent a policy goal.
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Appendix V. Financial Sector Update—Progress Since Enactment
of the Financial Institutions Law’

1. Some progress is being made in improving compliance in the banking sector since the
issuance of CBM regulations eighteen months ago. Non-performing loans are increasingly being
recognized, albeit unevenly across banks, risk concentration gradually reduced and new products
such as residential mortgages introduced. Overdraft conversion to viable amortized loans is
underway, capital improvement plans have been submitted by the non-complaint banks, dividend
restrictions are in force, and the first sanctions under the Financial Institutions Law (FIL) have been
imposed.

2. Nonetheless, important challenges remain, and banking sector fragilities are surfacing.
The financial condition of the sector remains weak and potentially much weaker than reported
numbers indicate, against the background of a challenging environment for banks. The weaker
institutions include most of the large domestic private banks who are non-compliant with minimum
required capital adequacy ratio (currently 8 percent). Some are also non-compliant with general
provisioning requirements. Banks continue to undertake credit risk assessments and, so far, it seems
that about 50 percent of overdrafts have been restructured to amortized loans. This points to
substantially higher NPLs than currently reported. Capital constraints are contributing to falling
credit growth as banks deleverage, although its impact is limited by the small size of the banking
system (under 30 percent of the formal economy). There is low transparency about the financial
position of many banks, but this could change as financial reporting develops.

3. Further actions are needed to strengthen the banking sector, tailored to each bank’s
level of co-operation with the supervisor. Overall, it is recommended that the CBM intensify
analysis and oversight of all non-compliant banks and develop contingency plans. Where the bank is
cooperating but unable to meet capital and other prudential requirements in the near term, the
CBM should agree a credible (but still ambitious) capital improvement plans and if needed,
management changes. Where banks are not providing information to the CBM and otherwise not
cooperating, stronger intervention through an escalation of assertive oversight is recommended. An
additional priority should be developing a policy framework for emergency liquidity assistance (ELA),
including preconditions for a bank to be eligible for ELA, the terms and conditions on which it would
be provided and the monitoring arrangements for banks receiving ELA.2 For smaller (non-systemic)
insolvent and/or illiquid, non-viable banks, the CBM should immediately prepare for resolution.?

' This note covers only private banks. State Owned Banks also have capital problems and are weak and the World
Bank is assisting with these. For financial stability reasons public banks should also be required to recapitalize over
the same period.

2In the longer term, ELA rules in the CBM law need to be amended to allow the CBM to provide ELA on wider
categories of collateral, or to lend unsecured under an indemnity from the Government.

3 For level playing-field reasons any small, solvent banks deemed viable and which are cooperating should also be
afforded the extension.
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Appendix VI. Supporting the Myanmar Sustainable Development
Plan and IMF Capacity Development'

The Myanmar Sustainable Development Plan (MSDP) elaborates a forward-looking roadmap with
development priorities for the country’s welfare including reaching the SDGs. The framework aims to
maintain peace, stability, prosperity while improving the quality of life for citizens and conserving the
environment. Capacity development (CD) from several development partners, including the IMF, is
supporting the authorities’ endeavors with the intent to strengthen institutions and improve overall
governance. CD from the IMF currently focuses on building fiscal and monetary institutions,
strengthening the legal framework and improving macroeconomic statistics. Fiscal governance and
natural resource management, anti-money laundering and combating the financing of terrorism
(AML/CFT) and financial sector regulatory framework are areas which are considered macro-critical
and surveillance priorities.

Background

1. In August 2018, the MSDP was launched providing an overarching medium-term
economic roadmap for the country. The National

Economic Co-ordination Committee, a national Myanmar Sustainable Development Plan
policymaking body headed by State Counsellor (A comprehensive framework)

Daw Aung San Suu Kyi, is expected to facilitate the A Peaceful, Prosperous & Democratic Myanmar
implementation of the MSDP. The MSDP is . . . o e
structured on three pillars, five goals, twenty-eight Pesce, Hatinal | Ecomomic | | fobCreationt Heman Natara
strategies and two hundred and fifty-one action e | e | | e || S|
plans firmly aligned with the SDGs, the Twelve e Vi | M
Point Economic Policy of the Union of Myanmar, s . s
and various other regional commitments. The three PEACE & STABILITY PROSPERITY & PEOPLE & PLANET
pillars of the MSDP are (1) peace and stability; (2) "

prosperity and partnership; and (3) people and o hanmerseortes

planet. For each pillar in the MSDP, clear goals,
strategies and action plans have been identified.

2. Pillar one, peace and stability, is founded on two goals one of which is economic
stability and strengthened macroeconomic management. The strategies set out under this goal
are intended to achieve macroeconomic stability by establishing appropriate fiscal, monetary and
exchange rate policy. The strategies set for the other goal—peace, national reconciliation, security
and good governance—have been designed to foster peace, promote justice, improve institutions
and increase the engagement of the people with the government.

3. Pillar two, prosperity and partnership, focusses on a single goal—job creation and
private sector-led growth. The strategies to achieve this goal are designed to improve the

1 This Appendix updates the medium-term CD strategy for Myanmar developed in 2017 (Appendix IIl, IMF Country Report
18/90).
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business environment, reduce the cost of doing business, develop SMEs, increase access to finance
and build infrastructure.

4. Pillar three, people and planet, is based on two goals that address human resource
development and conserving the environment. The strategies set under this goal aim to improve
the quality of human resources and social development include improving the quality and access to
health, education and nutrition, expanding social safety nets and protecting the rights of all.
Strategies to ensure that goals such as providing a clean environment including clean water and
energy, combating climate change, managing natural resources are included under this pillar as well.

Integrating CD with the MSDP

5. CD remains crucial to advance the successful implementation of the reforms in the
MSDP and achieve SDGs. The MSDP is an ambitious plan set to help Myanmar transition towards
an inclusive and open economy. The development needs, as highlighted by the MSDP pillars, that
match this transition are expected to be large. Meeting these needs will require raising domestic
revenues and increasing market-based financing of the fiscal deficit to gradually scale up
SDG-related spending while maintaining fiscal sustainability. The authorities will also need well
functioning markets, including interbank money and FX markets, to support the authorities’ efforts
to reduce central bank financing and for conducting effective monetary policy. Therefore,
prioritizing expenditure, strengthening capacity in public financial management (PFM) and its legal
framework, providing more granularity on the fiscal reporting of the SEEs and building on the
progress made in strengthening the capacity in domestic revenue mobilization remain pivotal.
Continued efforts to build and strengthen the monetary policy framework, as well as to enhance the
implementation capacity of the central bank are needed. While good progress is being made
towards improvements in macroeconomic statistics, timely dissemination of data will strengthen
policy making. These efforts will also improve transparency, overall governance and reduce
corruption vulnerabilities.

6. CD from the IMF is aligned to pillars one and two as well as surveillance priorities. To
accomplish the goals set under each of these pillars, CD from the IMF has been geared towards
building fiscal and monetary institutions thereby improving their overall governance, strengthening
the legal framework and improving macroeconomic statistics. More specifically, CD is targeted
towards enhancing fiscal transparency and budget performance, improving domestic revenue
mobilization, upgrading the monetary policy framework and operations and developing the foreign
exchange markets. CD in strengthening the overall legal framework including the review of tax laws,
investment laws, anticorruption laws is ongoing. Additionally, steady TA to bridge the gap in current
data reporting and publishing to internationally prescribed methodologies is ongoing. Staff
development from training initiatives, such as the ‘Developing Macroeconomic Management’, are in
place to help understand the functioning of the integrated macro-framework.
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7. Myanmar already receives significant amounts of CD from the IMF. CD is being

delivered by long-term resident advisors, by regional - - )

. TA Delivery to Low Income Developing Countries
advisors from CDOT, and by STI, OAP, IMF HQ-based (Person years of field delivery, FY2018)

1

missions, and short-term experts. CD providers work %
closely with each other and coordinate with other
development partners to avoid duplication and
maximize synergies including through annual
COFTAM (Conference of the Committee for the

©

== LICS average ——APD average

O, N WhUON®

. . i
Coordination of Financial Sector Technical Assistance Seese 52955 ;'E'
to Myanmar) and periodic MMSCG (Macroeconomic @0?:‘5 §eoagsgs
Management Sector Coordination Group). : ;

Source: IMF staff calculations.
Bolstering the MSDP Pillars
Fiscal Sector
8. CD in the PFM programs has increased emphasis on improved budget planning and

fiscal risk management while strengthening budget execution. Along with the traditional
support on cash management, treasury operations, and internal audit, CD in PFM programs has
helped with the PFM Law, Financial Rules and Regulations, internal controls and internal audit
functions, the gradual introduction of information technology, the production of fiscal accounts
consistent with GFS reporting standards. Building on this progress, the current priorities are
centered developing a harmonized chart of accounts and a unified Financial Information Reporting
System for the Treasury (FIRST) to automate information and strengthen transparency. Upcoming
assistance being considered is for improving the corporate governance practices of State Owned
Enterprises (SEEs), particularly those operating in the natural resource sector, and setting up an
appropriate PPP framework. These efforts are expected better measure and report contingent
liabilities with the aim of improving transparency and minimizing fiscal risks.

9. A comprehensive medium-term revenue mobilization strategy aligning revenue goals
with SDG expenditure needs, as outlined in the recent TA recommendations, should be
considered. The current revenue aspires to strengthen fiscal governance. CD assisting IRD's first
phase of reforms has set the strategic reform direction, developed a project management and
governance framework, and established a new function-based organization starting with IRD
headquarters and a new office concentrating on large taxpayers. It has also helped the Myanmar
Customs Department (MCD) with strategic reform planning, compliance risk management, an
information and communication technology strategy and human resource management including
the development of MCD's organizational structure. The importance of revenue strategy sets the
stage for CD for the second phase of reforms and should be more closely aligned with SDG related
spending. The revenue strategy will pay attention to the need for improved governance and
integrity on the part of revenue staff, taxpayers, and importers. Greater clarity and transparency of
extractives revenues and tax expenditures will also be key features. TA on the petroleum and mining
fiscal regime, with an expectation that elements of best practice will be embodied in tax legislation,
is ongoing while CD in reforming the fiscal regime for natural resources and addressing some of the
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shortcoming of the EITI progress report is being considered.? Additionally, CD for automation
enhancements planned for both IRD and MCD will help provide greater transparency with taxpayer
and importer account entries, and standardize procedures nationwide. Modernized legislation, for
both tax and customs, will give greater clarity of the tax rules and procedures and certainty of
taxable transactions, in turn minimizing opportunities for discretion and negotiation.

Monetary and Financial Sector

10. Efforts are ongoing for building and strengthening the monetary policy framework, as
well as enhancing the implementation capacity of the central bank. CBM is transitioning to a
reserve money targeting framework in line with its price stability mandate and the government’s
commitment to phase out central bank financing of the deficit. CD is expected to help lay these
foundations by improving liquidity forecasting, further developing indirect monetary instruments
(e.g., use of repos) and the money market. Assistance with improving deposit and treasuries
auctions while training in liquidity management and forecasting remains essential. Central bank
governance is also evolving, supported by TA in aligning accounting and audit practices with
international standards while building staff capacity. TA to help fully transition to IFRS by 2021 as
well as adopt risk-based audit procedures continues. From a governance perspective, the 2017
regulation on large exposure limits now provides safeguards against excess financial exposures and
CD may help with the finalization and issuance of five regulations related to financial institutions.?
Over time, assistance in helping the CBM set up a monetary policy committee and a technical
working group to support the committee should be considered.

11. Further deepening of the interbank market and developing a FX intervention strategy
are medium term priorities. The CBM is taking various steps to develop the interbank market. The
regulation clarifying the mechanism for setting the exchange rate regime that it intends to follow
going ahead has been issued. CD to design amendments to the FX management law would help
address regulatory gaps. These amendments would also facilitate a development of interbank FX
markets and hedging instruments through a gradual recalibration of net FX open positions.

12. CD should remain focused on the reforms included in the banking system action plan
(BSAP). The BSAP includes reform recommendations in several areas including prudential
regulations, supervisory capacity, recovery and resolution, SOB restructuring amongst others. CD to
transition banks to risk-based lending, modernize CBM's regulatory and supervisory framework and
train staff on risk-based supervision is currently in place. Accounting software and the new real time
gross settlement system are operational and procedures around this are being put in place. The
immediate priorities include assisting the CBM to issue the much-delayed key prudential regulations
and continuing to strengthen supervisory capacity, including training staff to follow up on the
findings of the full-scope bank examinations and rigorously enforcing the Financial Institutions Law.
Additionally, CD on bank recovery and resolution and developing a policy framework for emergency

2 The second EITI (Extractive Industries Transparency Initiative) progress report (March 2018) has flagged shortcomings.

3 Board of directors, related party transactions, appointment of external auditors, Fit and Proper and directives on substantial
interest under a World Bank financial sector operation.
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liquidity assistance will be considered as priority. Other plans include TA on banking system
structure, with the objective of providing analytic background for both supervision and on the
ongoing reform work of the state-owned banks done by the World Bank and supervision of
nonbank credit institutions (mainly finance companies).

13. Much needs to be accomplished to improve the identified AML/CFT deficiencies.
Myanmar has received low ratings on the effectiveness of its AML/CFT regime and technical
compliance by the APG assessment and as a result is subject to enhanced attention of the FATF. A
National Risk Assessment has since been published and expects to finalize and enact amendments
to the AML/CFT legal framework by third quarter of 2019. Assistance from the IMF will review the
recent Mutual Evaluation Report to identify recommendations for strengthening the legal
framework.

Data and Training

14. Substantial progress has been made in improving macroeconomic statistics, but more
remains to be done to improve the quality and timely dissemination of data. Major progress
has been made in improving the CPI and progress continues in improving external sector statistics
by using data sources such as Foreign Exchange Transactions. Fiscal data releases are now in line
with GFS and with the change in fiscal year. While significant achievements have been made with
publishing MFS data, issues such as the lack of consistency and coverage with financial soundness
indicators (FSls) data, remain. CD on price statistics is expected which will help develop the GDP
deflator. Improving monetary statistics (e.g., data on total bank assets and financial data of nonbank
financial institutions) is expected to continue. As the CBM's capacity of supervision improves, more
attention needs to be given to balance sheet data to aid its analysis of macro-financial linkages and
consolidated supervision. On data dissemination, the recent e-GDDS mission will help centralize and
make available adequate data for surveillance.

15. More dedicated resources are needed to understand macro-related issues. CD for
training and analysis is expected to be a long-term process and will continue to include customized
courses, specialized workshops (including during TA missions) and training in methodologies used
in surveillance. The inter-agency core macroeconomic group (led by CDOT) meets up regularly to
develop, update, and operationalize a macroeconomic framework for Myanmar. Group member and
other officials are also being trained by CDOT and STl on issues such as quantitative skills and
forecasting, financial programming and policies, macroeconomic diagnostics, and debt sustainability
framework. Linking the macro framework and the medium-term fiscal framework (MTFF) is expected
to strengthen macro-fiscal analysis and forecasting. Despite tangible progress, capacity in
macroeconomic analysis and policy coordination remains low. Looking ahead, stronger
inter-connectivity of the macro-framework with MTFF, DSA, liquidity forecasting/reserve money
targeting, etc. is needed to build staffs policy designing capacity.
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Pillar

Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

. Peace & Stability

Goal

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

Table 1. Myanmar: MSDP and Capacity Development

Strategy
2.1 Effectively manage the exchange rate

and balance of payments

2.1 Effectively manage the exchange rate
and balance of payments

2.1 Effectively manage the exchange rate
and balance of payments

2.1 Effectively manage the exchange rate
and balance of payments

2.1 Effectively manage the exchange rate
and balance of payments

2.1 Effectively manage the exchange rate
and balance of payments

2.2 Reduce inflation and maintain
monetary stability

2.2 Reduce inflation and maintain
monetary stability

2.2 Reduce inflation and maintain
monetary stability

2.2 Reduce inflation and maintain
monetary stability

2.2 Reduce inflation and maintain
monetary stability

2.2 Reduce inflation and maintain
monetary stability

Action Plan

2.1.1 Allow the kyat to float more freely in
response to market supply and demand

2.1.2 Ensure greater exchange rate flexibility
as the CBM moves from a foreign exchange

auction to an interbank transaction-based
mechanism for setting the reference rate

2.1.3 Stabilize high volatility of the exchange

rate

2.1.4 Develop an exchange rate intervention

mechanism

2.1.5 Stabilize inflation both from a
monetary and fiscal policy perspective

2.1.8 Develop the currency swap auction

market through which foreign and domestic

banks are more comfortable in conducting
foreign currency interbank transactions,
minimizing foreign exchange risk and
uncertaintv

2.2.1 Continue monetary policy prudence
with a view to stabilizing inflation and

ensuring balance between economic growth

and stability

2.2.3 Continue enforcing reserve
requirement instructions on banks with
flexibility to account for seasonality

2.2.4 Strengthen treasury securities auctions
and expand public understanding of bonds,

bills and similar instruments

2.2.6 Develop the interbank money market,
and ultimately liberalize bank interest rates
based on borrower risk profiles

2.2.7 Develop the REPO market through
which the CBM can absorb excess liquidity
from the market through open market

Potential and ongoing CD/TA engageme Comments

To develop the capacity of the authorities to implement FX
operations efficiently and in a manner consistent with their
chosen monetary policy FX regime

Reduce CBM financing of the budget deficit and develop
domestic debt market

Develop capacity to implement FX operations efficiently
and in a manner consistent with the chosen monetary
policy FX regime

Gradually move to a reserve money targeting framework
with a flexible exchange rate regime

Upgrade monetary operations

Further strengthen the primary government securities
market and develop secondary market. Develop a yield
curve.

Monetary operations and market development. Utilize the
interbank transaction data collected by the CBM with the
aim of publishing key interest rates.

Implement roadmap to liberalize interest rates
commensurate with the CBM’s capacity to supervise
financial system as well as calibrate macro-financial

operations, including possibly REPO auctions developments and implement market-based operations.

2.2.9 Strengthen BOP shock absorptive
capacity and build up foreign exchange
reserves to support a more favourable BOP
position

Capacity development in external sector statistics

TA for FX auction operation to clear the markets and provide a market-
clearing exchange rate.

Develop interbank foreign exchange market and progressively attach a
greater weight to interbank transactions in setting the reference rate

Maintain an adequate level of foreign exchange reserves and exchange
rate consistent with medium term funtamentals

Clear FX intervention strategy that is consistent with the chosen FX
regime and well-understood by markets and the public

Continued exchange rate flexibility and phasing-out of CBM financing
of the fiscal deficit will strengthen monetary policy independence. CBM
can better control inflation by utilizing the function of financial markets.

Implement the policy regarding the provision of FX liquidity outside of
the spot FX market intervention while adequately managing the
associated risks.

Currently, CBM's work on reserve money targeting is supported in the
areas of target setting methods, liquidity monitoring/forecasting, and
the reserve requirement. A reserve money targeting framework is being
put in place, with deposit auctions as the main tool for liquidity
management. In support, a liquidity forecasting framework has been
put in place and the database of banks' balance sheet information has
been established.

Recommendations have been made for holistic review of credit facilities
and support has been provided for bi-weekly implementation of
deposit auctions. Deposit auctions continue. Future action includes
introduction of IOER.

Recommendations have been made for establishing the securities
market committee to involve market participants as stakeholders.
Development of repo market is also being discussed. Relevant
directives issued by the CBM for securities transactions need to be
fundamentallv revised.

Utilizing the collected interbank money market transactions data to

better understand market activity and upgrade reporting quality. As
interbank money market becomes becomes more transparent and
easier to use for market participants, including the CBM, it improves
banks' capacity to manage their liquidity. The next step wil be the
revision of the supporting directive issued by the CBM and tabulating
the results from the November 2018 survey.

Interest rates become more market-determined, improving the scope
and effectiveness of monetary operations. Possible introduction of
repos.

Improved quality of BOP and IIP data, in terms of : (1) improved
coverage, particularly for DI, remittances, and external debt; (2)
consistency with MFS
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Pill

1. Peace & Stability

1. Peace & Stability

1. Peace & Stability

1. Peace & Stability

1. Peace & Stability

2. Prosperity &
Partnership

2. Prosperity &
Partnership

2. Prosperity &
Partnership

2. Prosperity &
Partnership

Goal

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

2 Economic Stability &
Strengthened Macroeconomic
Management

3 Job Creation & Private Sector Led
Growth

3 Job Creation & Private Sector Led
Growth

3 Job Creation & Private Sector Led
Growth

3 Job Creation & Private Sector Led
Growth

Table 1. Myanmar: MSDP and Capacity Development (concluded)

S

tegy

2.3 Increase domestic revenue
mobilisation through a fair, efficient and
transparent taxation system

2.3 Increase domestic revenue
mobilisation through a fair, efficient and
transparent taxation system

2.3 Increase domestic revenue
mobilisation through a fair, efficient and
transparent taxation system

2.3 Increase domestic revenue
mobilisation through a fair, efficient and
transparent taxation system

2.4 Strengthen public financial
management to support stability and the
efficient allocation of public resources

3.5 Increase broad-based access to
financial services and strengthen the
financial system overall

3.5 Increase broad-based access to
financial services and strengthen the
financial system overall

3.5 Increase broad-based access to
financial services and strengthen the
financial system overall

3.5 Increase broad-based access to
financial services and strengthen the
financial system overall

Action PI

2.3.1 Reform the structure and governance
mechanisms of IRD and other relevant
entities, and establish functionally based
departments organized to best administer
the tax system for different groups of
taxnavers

2.3.3 Implement new information
technology systems for registration,
processing, accounting, and case work

2.3.4 Develop modern tax laws, including a
new Tax Administration Law, a new Income
Tax Law and a new VAT Law

2.3.5 Introduce anti-corruption and tax
evasion counter- measures to protect the
integrity and reputation of the tax system,
including expanding the focus of internal
audit and establishing an Internal Affairs
Unit

2.4.1 Significantly increase overall budget
transparency, including the continued
publication of Citizen Budgets, presentation
of tax expenditures in annual budgets and
other measures

3.5.1 Strengthen the capacity of domestic
financial institutions

3.5.4 Continue liberalisation of the banking
sector including through plans and
regulations for the Financial Institutions Law
(FIL) and Foreign Exchange Management
Law (FEML)

3.5.8 Introduce measures that enable
Myanmar banks to ensure full compliance
with applicable prudential standards

3.5.14 Increase financial transparency,
including by enforcing existing regulations
on financial reporting and the introduction
of additional transparency-related
regulations for financial institutions

Internal Revenue Department Reform Journey

PFM programs covering Myanmar: Supporting Improved
Treasury Management and Modernization of Financial
Management Systems; FMIS strategy and Financial
Information Reporting System for the Treasury (FIRST)
implementation. Improving the accounting policies and
regulations and reconciliation procedures, including
training of government accountants towards the adoption
of a double-entry accounting system. Chart of Accounts
(COA) modernization.

Develop and strengthen banking regulations and
prudential norms

Strengthen the CBM's institutional capacity to conduct
financial management operations and ensure the integrity
of its financial reporting

Potential and ongoing CD/TA engagement Comments

Support activities in the Operations Management, Design and
Monitoring, and Tax Reform directorates.

ICT implementation

Development of new model production sharing contract (PSC) for
petroleum. Income Tax Law including a specialized chapter on
extractive industries.

Support activities in the Operations Management, Design and
Monitoring, and Tax Reform directorates.

Phase | of Financial Information Reporting System for the Treasury
(FIRST) developed; Time lag of budget execution reports and financial
reports shortened; Format of fiscal reports more aligned with
international standards. Automated financial reporting and
reconciliation by Treasury covering Union and States financial accounts.
Development of fiscal database. Developing readiness for budget and
financial reporting integration. Developing capacity for medium-term
FMIS development. Double-entry accounting system initiated in
government. Harmonized administartive classification. Streamlined
economic classification aligned with GFS and STA-CDOT support in this
area.

Develop and strengthen banking regulations and prudential norms and
more efficinet use of supervisory resources to better oversee key risks in
their banking systems. TA to focus on Banking supervision and
regulation including off-site supervision.

Modernize Foreign Exchange Management Law.

Develop and strengthen banking regulations and prudential norms and
more efficinet use of supervisory resources to better oversee key risks in
their banking systems. TA to focus on Banking supervision and
regulation including off-site supervision.

The CBM has established the basis of a modern accounting framework.
Capacity development will be aimed at financial management,
accounting and internal audit.
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Appendix VIl. Spending Needs for Reaching the Sustainable
Development Goals (SDGs)'

1. Myanmar’s development strategy is anchored on achieving the SDGs. The authorities

have committed to reaching the SDGs in their
2018-2030 Myanmar Sustainable Development
Plan (MSDP). Key development objectives are

mapped with the SDGs, and the 251 action plans & ’
are fully aligned with SDGs indicators. Ten sector " )
coordination groups are monitoring the MSDP :
implementation and progress towards reaching the ° .

Myanmar: Selected Sustainable Development Goals

100 7

SDGs. With UNDP support, the authorities 20 ,
published the SDG baseline report which presents . .
local and international data for 60 percent of the o E“:;Z:" W | mer s | o
321 SDG indicators. Overall, Myanmar's SDG global = Min - max range for LIDCs - Median for LDCs © Myanmar

ranking iS 1 13 out Of 156 (Wlth 1 being the best) in Source: IMF staff calculations using Sachs, J., Schmidt-Traub, G., Kroll, C., Durand-Delacre,
D. and Teksoz, K. (2017): SDG Index and Dashboards Report 2018. New York: Bertelsmann

terms of its CompOSite SDG index. pointing to Stiftung and Sustainable Development Solutions Network (SDSN).
H . 2 1/ Indicator: Access to electricity (percentage of population); Source: Myanmar authorities,
ConSIderabIe ga pS Wlth SDGS ta rg ets. However’ Measuring Myanmar's starting point for the Sustainable Development Goals

there is variation in its performance across the 17 2/ Indicator: Quality of Infrastructure.

SDG goals, with Myanmar outperforming peer
countries on several specific SDGs.

SDG Performance

2. Myanmar’s health SDG status is slightly better than peers. Myanmar's health
performance as measured by the SDG index for health (SDG 3) is 55, which implies that it is

45 percent short of reaching this SDG. Myanmar slightly outperforms the score of median of low
income and developing countries (LIDCs) of 48 (column for SDG 3 in Figure 1). Key health outcomes
are above peers, such as healthy life expectancy at birth (66.6 years) and HIV prevalence. However,
only 1.5 percent of the population is covered by health insurance or a public health system, far from
the 2017-2021 National Health Plan objective of universal access to basic health services. And the
maternal mortality rate (186 per 100,000 live births) and the under-five mortality rate (50 per 1,000
live births) are significantly higher than the SDGs targets of 70 and 25, respectively.

3. Myanmar’s performance in education has improved over the recent period and is
stronger than peers (column for SDG 4 in Figure 1). With a score of 64 on the SDG index related
to education, Myanmar is closer to the target of 100 than the median of LIDCs (54). The authorities
have sharply increased education spending since 2011/12, with a focus on primary and lower

' The author is Maximilien Queyranne (FAD). The author would like to thank Mercedes Garcia-Escribano, Delphine
Prady, Mauricio Soto and Tewodaj Mogues (all FAD) for their support and advice. Spending needs estimates are
calculated using IMF FAD SDGs Costing Framework. For more information on methodology, see: IMF Staff Discussion
note, 2019, Fiscal Policy and Development: Human, Social and Physical Investment for the SDGs.

2 SDG Index and Dashboards Report 2018. Source: http://sdgindex.org/reports/2018/
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secondary education. As a result, the net primary enrollment rate is close to 100 percent. However,
the mean years of schooling is 4.7 years, far from the objective of extending the basic education
system for all to 13 years set in the 2016-2021 National Education Strategic Plan.

4. Myanmar also outperforms peers on water and sanitation (column for SDG 6 in Figure
1). Myanmar's score of 77 is higher than LIDCs" median of 67. According to the authorities, in 2015,
81 percent of population had access to improved drinking water and 80 percent to improved
sanitation facilities. Water resource management appears also sustainable, with freshwater
withdrawal, an indicator of pressure on the country’s renewable freshwater resources, representing
only 3.7 percent of total renewable water resources per year, compared to the world average of
65.4 percent (SDG Index and Dashboards Report, 2018).

5. But Myanmar lags significantly behind peers in electricity and infrastructure (columns
for SDG 7 and SDG 9 in Figure 1). According to the Myanmar SDG baseline report, only 33 percent
of the population has access to electricity, and per capita consumption is low with 333 kwh per year
compared to emerging and developing Asia (3,048 kwh on average). Achieving the electricity SDG
will require massive investment in generation and distribution capacities. Road infrastructure per
capita is significantly below peers, with 0.8 km per 1000 people, compared with 3.6 km per 1,000
people in LIDCs on average and maintenance spending is insufficient to provide safe roads.

Assessing Spending Needs

6. Total additional spending (private and public) on health is estimated at 5.5 percent of
GDP in 2030, compared to 2015. Myanmar currently spends about 4.1 percent of GDP on health,
of which around a quarter is government expenditure (1.1 percent of GDP).3 Total spending needed
to reach an SDG index of high-performing peers is 9.6 percent of GDP in 2030, driven by an increase
in the number of medical professionals from 0.6 to 0.9 doctors for 1,000 people and from 2.3 to

4.3 other medical staff for 1,000 people, and a rise in doctors’ wages from 6.9 percent to

10.4 percent of GDP per capita. It is assumed that with the planned expansion of public health
coverage, the public spending share of total health spending will rise to 52 percent by 2030. Under
this assumption, needed public spending on health is estimated at 5 percent of GDP in 2030, and
private spending at 4.6 percent of GDP.

7. Myanmar needs to almost triple its total spending on education. Currently, total
education spending is about 2.5 percent of GDP, of which 1.8 percent of GDP is public spending.
Benchmarking exercise against good performing LIDCs with high SDG index scores in education
suggests that total education spending could reach 7.3 percent of GDP in 2030. Cost drivers include
a sharp reduction in the students-per-teacher ratio (from 25 to around 15), an increase (from 63 to
80) in the enrollment rate from preprimary to tertiary education, and a higher ratio of teacher wages
to GDP per capita (from 1.4 to 2.1). These estimates consider that the share of public spending in

3 About 53 percent of private spending is on retail sale and medical goods, 31 percent on hospitals, and 17 percent
on ambulatory health care. Source: Myanmar National Health Accounts, 2014-2015, Ministry of Health and Sports,
2018.
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total education spending would increase from 70 percent to 80 percent from 2019-2030, to achieve
higher enrollment rates and education outcomes for poor households. Under this assumption,
public spending on education would amount to 5.8 percent of GDP, and private spending would
double from 0.7 percent to 1.5 percent of GDP.

8. Annual investment to achieve the water and sanitation SDG is estimated at 0.6 percent
of GDP. A World Bank costing model* estimates the annual investment to achieve universal access
to clean and safe water and sanitation at 0.6 percent of GDP, with comparable additional spending
needs in rural and urban areas.

9. In the electricity sector, the authorities will need to invest about 1 percent of GDP per
year to reach universal access in 2030. The 2015-2020 Energy Master Plan (EMP) aims at
providing close to universal access to electricity (96 percent of households) and ensuring a per
capita consumption of 1,124 kwh (high scenario). This would require a total investment of about
US$16 billion by 2030, or about 1 percent of GDP per year. This costing is comparable to the
authorities’ estimates presented in the EMP (investment costs between US$11 and 17 billion).

10. The size of the road network should broadly double by 2030. The additional kilometers
of roads needed to ensure road access for all (proxied by raising the Rural Access Index to at least
75 percent) are estimated at about 34,000 km. With an average unit construction cost of US$304,000
per km based on the authorities’ data, the additional spending needed on roads is estimated at

1.3 percent of GDP per year over the period 2019-2030, of which 0.8 percent is investment and 0.5
percent of GDP is annual maintenance costs.

11. Overall, total additional spending to reach the SGDs in social and infrastructure sectors
is estimated at about 13 percent of GDP in ) - _ )

. . . Estimates of Additional Total Spending for Sustainable
2030 mostly corresponding to public spending. Development Goals in 2030 1/

(In percent of GDP)

Government spending needs are about 8 percent 6
of GDP in the social sectors, compared with about 5
2.5 percent of GDP for the private sector. :
Assuming spending needs on the areas of 2
electricity, water and sanitation and roads are ;

undertaken by the public sector, the total annual Health  Education  Waterand  Roads  Electricity
. . sanitation
pU b|IC Spend | ng needS Wwou Id a mount tO Source: IMF staff estimates, using IMF FAD SDG costing framework.
1/ For education and health, estimates reflect the difference between the share of GDP in
1 08 percent Of GDP spending consistent with high performance in 2030 and the current level of spending as a share

of GDP; For roads and electricity, estimates reflect the annualized additional spending to close
the infrastructure aap between 2019 and 2030 expressed in percent of 2030 GDP.

4 Hutton, Guy and Mili Varughese, 2016, “The Costs of Meeting the 2030 Sustainable Development Goal Targets on
Drinking Water, Sanitation, and Hygiene,” Water and Sanitation Program: Technical Paper.
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Appendix VIII. Draft Press Release

Press Release No. 19/xx International Monetary Fund

FOR IMMEDIATE RELEASE 700 19“‘ Street, NW
Washington, D. C. 20431 USA

IMF Executive Board Concludes 2018 Article 1V Consultation with Myanmar

On March 15, 2019, the Executive Board of the International Monetary Fund (IMF) concluded
the Article IV consultation® with Myanmar.

Myanmar’s economy rebounded in 2017/18 but appears to be losing momentum. Growth
rebounded to 6.8 percent in 2017/18 driven by exports and a recovery in agriculture. The fiscal
deficit reached about 2.7 percent of GDP in 2017/18, and central bank financing of the deficit
continued to decline. Headline inflation was moderate in 2017/18 (4.0 percent on average) but
has been rising from increased fuel prices and a depreciating kyat. The current account deficit
widened marginally in 2017/18 to a little under 5 percent of GDP and was largely financed by
strong FDI inflows keeping international reserves at around three months of imports.
Preliminary data in the transition budget year (April-September 2018) point to deceleration of
growth due to government underspending, waning investor confidence and moderating global
demand.

The medium-term macroeconomic outlook remains favorable. Myanmar’s economy is expected
to gain steam over the medium term albeit at a somewhat slower pace than previously envisaged
and subject to greater downside risks partly related to the humanitarian crisis in Rakhine state.
The fiscal deficit for the new fiscal year is projected to increase, providing a modest fiscal
stimulus on the back of higher capital spending. A drop in international oil prices and a gradual
moderation in inflation over the near term should support consumer spending. Successful
implementation of the second wave of reforms in the Myanmar Sustainable Development Plan
will help sustain the growth take off and achieve the Sustainable Development Goals.

Risks are tilted to the downside. A prolonged humanitarian crisis and any withdrawal of trade
preferences could reduce concessional donor financing and investment leading to lower growth.
Macrofinancial spillovers from the ongoing banking sector restructuring process may be more
severe if banks delay recapitalization. Risks on the global front include trade tensions and
related global financial market volatility, high crude oil prices and spillovers from exposure to
China. On the upside, a faster resolution of the humanitarian crisis would facilitate higher
external financing that allows greater SDG-related spending and rebuilding of international
reserves.

1Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with members, usually every
year. A staff team visits the country, collects economic and financial information, and discusses with officials the
country's economic developments and policies. On return to headquarters, the staff prepares a report, which forms the
basis for discussion by the Executive Board.

Washington, D.C. 20431 e Telephone 202-623-7100 o Fax 202-623-6772 « www.imf.org
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Executive Board Assessment?

2 At the conclusion of the discussion, the Managing Director, as Chairman of the Board, summarizes the views of
Executive Directors, and this summary is transmitted to the country's authorities. An explanation of any qualifiers used in
summings up can be found here: http://www.imf.org/external/np/sec/misc/qualifiers.htm.
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Table 1. Myanmar: Selected Economic Indicators, 2015/16-2020/21 1/

2018
2015/16 2016/17 2017/18 (transition) 2018/19 2019/20 2020/21
Act. Act. Est. Proj. Proj. Proj. Proj.

Output and prices (Percent change)

Real GDP 2/ 70 59 6.8 6.2 6.4 6.6 6.7

CPI (end-period; base year from 2014/15=2012) 84 70 54 86 72 7.1 6.2

CPI (period average; base year from 2014/15=2012) 10.0 6.8 40 71 75 6.7 6.2

Consolidated public sector 3/ (In percent of GDP)

Total revenue 19.5 18.8 171 233 173 174 174
Tax revenue 6.1 6.5 6.7 84 7.0 72 74
Social contributions 0.1 0.1 0.1 02 0.1 0.1 0.1
Grants 04 04 02 03 04 04 04
Other revenue 129 1.7 10.0 144 9.8 9.7 95

Total expenditure 239 213 19.7 24.8 20.7 212 215
Expense 15.9 148 137 182 145 147 149
Net acquisition of nonfinancial assets 8.0 6.5 6.0 6.6 6.3 6.5 6.6

Gross operating balance 3.7 40 33 5.1 2.8 26 2.6

Net lending (+)/borrowing (-) -43 -25 =27 -15 -35 -38 -40

Domestic public debt 205 209 209 212 215 225 235

Money and credit (Percent change)

Reserve money 22.8 88 6.0 46 8.7 6.9 8.7

Broad money 263 194 180 18.6 143 135 13.7

Domestic credit 314 25.5 202 219 15.2 16.1 158
Private sector 343 338 230 213 14.0 135 13.0

Balance of payments 4/ (In percent of GDP)

Current account balance -5.2 -43 4.7 -59 -49 -49 -4.8
Trade balance -5.0 -5.1 -54 -6.0 -4.6 -4.5 -4.6

Financial account -6.5 12 -6.9 -73 -5.0 -49 -4.8
Foreign direct investment, net 5/ -58 5.2 -54 -5.1 -42 -39 -38

Overall balance -0.6 0.6 03 13 0.0 0.0 0.0

CBM reserves (gross)

In millions of U.S. dollars 4762 5132 5336 5462 5357 5372 5341
In months of prospective GNFS imports 35 34 33 34 32 30 29

Total external debt (billions of U.S. dollars) 127 123 179 179 17.8 17.7 17.7

Total external debt (percent of GDP) 212 194 26.9 26.8 27.1 24.8 22.6

Exchange rates (kyat/$, end of period)

Official exchange rate 1,220.6 1,360.7 1,336.5 1,551.5
Parallel rate 1,207.8 1,361.1 13272 1,563.6

Memorandum items:

GDP (billions of kyats) 72,714 79,721 90,451 33,557 104,393 119,004 135,845

GDP (billions of US$) 59.7 632 66.7 237 65.7 714 781

GDP per capita (US$) 1,151 1,210 1,267 1,254 1,242 1,321 1,440

Sources: Data provided by the Myanmar authorities; and IMF staff estimates and projections.

1/ The fiscal year is from April 1 to March 31, up to 2017/18. From 2018/19 onwards the fiscal year is from October 1 to September 30.
2/ Real GDP series is rebased to 2010/11 prices by the authorities.

3/ Union and state/region governments and state economic enterprises. Revised to reflect Government Finance Statistics Manual 2014 classification.

4/ The balance of payments data has been revised according to the BPM6 methodology.
5/ FDI from 2017/18 onwards reflects improved forex transaction data collection, which has caused a break in the data series.
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