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This document contains two papers. First, is a Policy Note focusing on the immediate economic challenges facing 

Myanmar and on the policy implications. Second, in the Appendix, is a Research Paper that looks at the economic, 

banking and debt situation in more detail. 
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   Myanmar: Policy Note  

1. Summary  

Outside of the military authorities in Myanmar, there appears to be widespread agreement about what needs to be 

done: ending of the violence and a reversal of the coup through the restoration of democracy.  

As this Policy Note outlines, the economic and financial situation will exert a huge influence on the policies of both the 

military authorities and of the opposition that comprises the democratically elected National League for Democracy 

(NLD) and the Civil Disobedience Movement (CDM). The Appendix below focuses on the unfolding economic and 

banking crisis. The current situation is worrying, the outlook chilling.  

There are many possible ways that events could unfold and it would be wrong to suggest anyone can predict the 

outcome with any certainty. But, as is outlined below, without a change in stance by either side, the economy looks 

set to implode, with living standards falling and poverty rising.  

Latest developments highlight how important the economy is to how this crisis will evolve. The actions being taken by 

the military authorities in recent days to reopen the banks are a recognition of the economic constraints that they, and 

the country, face. There are reports of industrial unrest as workers are not paid. Ideally, both sides should declare 

critical areas – like exporters, food suppliers, the banking sector and tourism - neutral ground in order to allow the 

economy to stabilise and for the benefit of the country. But this seems unlikely.  

As the economy weakens, the military authorities are likely to implement more radical and possibly unsuccessful 

policies. In a worst-case scenario, with a crisis that is prolonged, Myanmar’s name could be added to a list that includes 

countries from Argentina to Zimbabwe, or Bolivia to Yugoslavia, suffering high or hyper-inflation, mass poverty and a 

currency collapse. The economy would suffer a lost decade.  

The far more likely scenario is that the economy will be very weak, stagnating or contracting this year and taking some 

time to recover. The economy may be able to stabilise at a very subdued level with little activity but enduring high 

poverty and joblessness while this crisis persists. It is only once there is progress on the political crisis that the economy 

and country will be able to recover. Pre the pandemic and the coup, prospects for Myanmar were viewed as positive, 

given its high growth rate and low debt levels, and both sides need to bear that in mind now, as the economy 

deteriorates. 

Given these downside economic risks, the authorities, including the Central Bank of Myanmar (CBM), may take 

necessary steps to try and ensure the economy stabilises.   

Ensuring access to liquidity is essential. Firms need immediate access to cash to meet payrolls, particularly for exporters 

so that staff can be paid to keep working and meet orders and not lose export contracts. Also, in addition to reopening 

banks, the CBM should encourage greater take-up of mobile money apps, thus helping underpin domestic economic 

activity. Also, it should be ensured that there are no blockages to remittances, as the potential scale of these could be 

a helpful shock-absorber for the economy. All steps should be taken to ensure that domestic supply chains of essential 

items, particularly food, continue to operate. Exporters and tourism are vital sectors and revenue earners. Tourism will 
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only have a chance to benefit from a post-Covid regional rebound once there is political and economic stability and a 

return of confidence.  

Funding the budget deficit will be a major challenge in coming months. The scale of domestic bond issuance is high 

and will necessitate the CBM financing directly an increasing proportion of the deficit. This is a high risk but necessary 

policy but it could be the prelude to large-scale debt monetization and much higher inflation. Also, the country will need 

to seek external aid, and if this is not forthcoming from multilateral agencies, then bilateral help may be needed from 

whoever is prepared to help, possibly China.  

If the current crisis escalates, the economy will weaken further. The military show little sign of backing down, the 

international community appears unable to exert leverage to force change, and the opposition protests look set to 

continue. Section 2 outlines how the economy may unfold and the possible policy implications for the two sides are 

discussed in sections 3 and 4.  

 

2. Next steps for the economy: how events may unfold 

 

- With no compromise in sight, how might the economic situation unfold? 

 

- The economy was already weak because of the pandemic. Now, it has been impacted by the coup and the 

subsequent industrial action. The economic impact of coups can vary considerably, but as outlined in section 7 of 

the Appendix, they tend to have lasting negative consequences for economic growth and living standards.  

 

- The danger for the economy is if there is no envisaged end in sight to the crisis. Then it could fall into a self-fulfilling 

downward spiral, with people hoarding more cash and cutting spending and firms curtailing activity. 

 

(a) The immediate economic challenges 

 

o The biggest challenge is that workers will not be paid. And in a cash driven economy where may people 

live hand to mouth that will add to political tensions and industrial turmoil and feed economic weakness. 

Firms need to be able to access cash from their sales, or from their accounts to pay their staff. This 

includes nine million urban workers and, within that, a smaller subset of three million key workers - 

primarily in export facing factory roles across 29 industrial zones. The authorities and CBM will need to 

help where they can.  

 

o Job losses will mount. The further ahead one looks, the problem is people retaining their jobs, 

particularly in the industrial and tourism sectors. A prolonged crisis could trigger a collapse in the 

industrial export sector. Such exports are in substitutable goods and it is unlikely that purchasers will 

maintain relationships if there is any meaningful interruption in the flow of goods. Gas exports, an 

important contributor to the economy, look set to continue. Elsewhere, export potential could be 

undermined by the turmoil and disruptions. 

 

o This could be the prelude to a cascade of failure in the domestic economy as contagion from weak 

demand and the payroll crisis spreads. If confidence deteriorates, demand for non-essential items could 

slump.  The pandemic already gave an insight into how quickly activity within Myanmar can slow in the 

face of a sustained shock. The coup and its subsequent violence, plus no evidence of an immediate end 

being in sight would compound this. People would spend only on essentials. 

 

o Two important inflows of funds, that might otherwise be stabilizing, could be impacted: the inflow of 

payments from exports; and remittances because of the disruption to inbound payment mechanisms.  

 

o Increased uncertainty and declining confidence could dent economic activity. Eventually the economy 

will stabilise, or find a floor, but at a low level.  

 

o One stabilising influence is that since the coup, a surge in use of mobile money apps and digital payments 

has been reported, helping facilitate more economic activity. Further take-up should be encouraged.   

 

o Financial markets will be wary of the outlook. The kyat will weaken. Future external borrowing could be 

at very high yields.  
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(b) Steps needed to help stabilise the economy 

 

o The immediate, vital need is to ensure that payrolls are met, particularly for export orientated firms so 

that their staff keep working and export contracts and earnings are not lost.  

 

o Concurrently, the authorities need to ensure that domestic supply chains of essential items, particularly 

food are working within the country.  

 

o Access to liquidity is a necessary feature for stability. The CBM will have to intensity its efforts to ensure 

liquidity reaches both the banks and non-banking parts of the economy. 

 

o Reopening the banks is important, as a sign of a return to stability and as stepping-stone to allowing 

cash to circulate more easily in the economy and improving the access for firms to finance. Reopening 

may discourage people from hoarding more cash.  

 

o The authorities should remove any blockages to inflows of remittances, which act as a necessary shock 

absorber for the economy. As outlined in the Section 8(f) of the Appendix, in 2019 formal remittances 

were $2.8 billion and helped support at least 2.1 million people in Myanmar, of whom 72% live in rural 

areas, and support more than 681,000 enterprise owners and almost 500,000 people aged under 25.  

 

o The aim is to ensure demand does not weaken too much and to remove any impediments that prevent 

the supply-side of the economy responding, thus safeguarding jobs. 

 

o Financing then becomes a major constraint facing the authorities: 

 

o Myanmar’s debt position was not a concern before this crisis. In assessing Myanmar’s case for further 

assistance to address the pandemic, the IMF concluded that, “the overall risk of debt distress (was) low”, 

citing an external debt to GDP ratio of 11.3% in 2019/20 and a public debt to GDP ratio of 35.3%. 

However, even ahead of the coup Myanmar’s persistent current account deficit meant that they were 

dependent upon external inflows, and now with the economy in crisis there will be necessary additional 

borrowing that pushes the budget deficit even higher. It now faces a twin deficit problem of a high 

current account and a high budget deficit.  

 

o The scale of this crisis means that soon there will be some critical decisions on funding the budget 

deficit. This will prove difficult, as is discussed in detail below in the Appendix, with net-new issuance as 

well as rolling over of maturing short-term debt. Funding needs have risen. The biggest buyers of bonds 

are banks, whose ability to buy has been constrained by this crisis. The government will find it hard to 

squeeze spending. Thus, the CBM will have to buy far more short-dated paper directly, ensuring that 

direct central bank financing of the budget deficit will soar.  It is a policy high in risk but there may be 

little alternative. Inflation will rise.  

 

o The authorities need to be asking themselves what steps can be taken to help the key exporting sectors 

of the economy? This should not be a problem for fuel exports. There may be challenges for individual 

factories in the industrial areas. Meanwhile, a recovery in the vital tourism sector will not be possible 

until there is both an end to the crisis and a period of economic stability. 

 

o In 2019 the authorities introduced a foreign exchange intervention rule, to halt the kyat’s appreciation. 

This proved successful and boosted foreign exchange reserves from previously low levels. Now, as a 

result of the coup, a weaker currency may be a desirable option. It may not resolve anything 

immediately, and indeed would add to the cost of imports, but over time, a weaker currency may be a 

trigger to help exports and tourism to recover.  

 

o Myanmar faces a lack of access to markets, and this will be compounded by the coup and the uncertainty 

ahead. While Myanmar does not face a balance of payments crisis, its current account deficit is persistent 

and was expected to be a high 4.5% of GDP over the last fiscal year. The combination of factors outlined 

here suggests the economy will need external assistance.  If this is not forthcoming from multilateral 

agencies, then bilateral help may be needed, from whoever is prepared to help. Undoubtedly there will 

be conditionality attached to any external assistance.  
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- It is premature to forecast how much the economy will contract as a result of the coup and subsequent violence 

and industrial turmoil. In a best-case scenario, the economy will stabilise at a very weak level.  

 

(c) Further options may be considered: exchange controls could be imposed, soon 

 

o Exchange controls might be an option if Myanmar started to face greater challenges on its external 

account. Access to dollars, for business or banks, would be limited. Priority would be given to exporters, 

at the official rate, through state banks. In such a scenario, inflows of remittances, which as noted earlier 

are a potential shock absorber, might have to rely on unofficial channels to reach Myanmar.  

 

o The key focus would be on the informal market and the difference between the official and the street 

value of the kyat. Cash may become scare. The importance of the money apps would grow.  In 

anticipation of a surge in the use of informal markets. It is possible that the holding of foreign currency 

might be made illegal, were the authorities to go down this route. 

 

(d) Funding the budget deficit becomes more critical  

 

o Funding the budget deficit will be a critical issue in coming months. The situation was already difficult 

because of last year’s pandemic. There were already strains on government revenues last year, not 

helped by subdued gas revenues, plus additional upward pressure on spending, which had pushed the 

budget deficit to a high ratio of 6% of GDP. This led to a fiscal financing gap of around $1 billion, the full 

effects of which were alleviated by multilateral assistance.  

 

o This year, the situation will be more difficult and funding the budget deficit will be a challenge. It is not 

just the issuance of new debt but the roll-over of maturity short-dated bills and bonds, as well. The banks 

are, by far, the biggest buyers and they will find it increasingly difficult to buy as easily, given other 

developments. Faced with declining tax revenues, the military government will not wish to squeeze 

government spending as that would add to austerity.  

 

o Attention will turn to the CBM to fund more of the budget deficit directly, through their version of 

quantitative easing. Such direct deficit financing will be sizeable and could have devasting implications 

for future inflation, even though, at the moment, in an economy suffering from cash hoarding and a 

collapse in demand such worries will not be immediately evident. 

 

o Very high or even hyper-inflation currently is a low probability, but high impact outcome. But as the 

crisis persists – and if the CBM proceeds down this route of printing money - then it becomes a much 

higher probability outcome. Supply shortages, or higher priced imports, will be the cause of immediate 

inflation risks before central bank action becomes the worry. 

 

o In addition to the need to fund the budget deficit, the CBM may come under pressure to print money in 

order to try and stimulate activity, if a continuation of the crisis triggers increasing poverty and 

widespread discontent. 

 

o Depending upon how events unfold, the scenario that the CBM would be keen to avoid is the issuance 

of higher denomination notes. Hyper inflations are unusual across Asia, but there are many examples 

elsewhere where a crisis prompted such a response; Venezuela now and Zimbabwe at the beginning of 

this century are recent examples. This is not the most likely outcome, but it is possible, and a worst-

case scenario. 

 

- There has to be a genuine fear of moving beyond a point of no-return, in which the entrenched positions on either 

side prevent compromise or conciliation along the lines that are being called for. Notably, the military does not 

give ground domestically or internationally and the CDM campaign intensifies. Thus, if there was to be an olive 

branch of compromise to be offered it would have to be before the economy weakens further and implodes. 

 

- It is in this situation, where the crisis persists, that the economic alarm bells would ring loudest and there would 

be a deterioration in the external credit position of the country, exacerbating its vulnerability.  
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3. The implications for the authorities 

 

- It was in 2011 that Myanmar embarked upon an ambitious political transition. Ahead of the pandemic its growth 

rate was solid, and prospects for the economy looked promising. This positive sentiment was still evident after 

last autumn’s elections. 

 

o The current situation is deeply worrying, with ongoing violence indicating that the crisis has reached a 

critical juncture. First, and foremost, there needs to be an end to the violence and the killings as a prelude 

to achieving any economic stability. 

 

o The current situation suggests the military will not back-down. They are cementing their position, 

bringing charges against the leadership of the NLD. They are adopting a hardline approach against the 

protestors. Also, it is felt that they have used the pandemic to justify a strong hold on power, post the 

coup, with tough surveillance and security measures. They have also shut down the internet, usually from 

1am to 9am each day.  

 

o They will take steps to try and stabilise the economy, as mentioned above. Even if the worst-case 

economic scenario is avoided, the military would preside over a deeply divided country. The poor 

economic outlook, and the downside risks, just outlined, suggests that there are valid patriotic arguments 

to argue for the military to reach a compromise with the opposition. In view of all this, the next steps 

and how the economy and public attitudes evolve will be important.  

 

o As outlined in the appendix the international community may not be able to exert direct pressure to 

change the situation. However, the military authorities should recognise that Myanmar will find it hard 

to access the markets and that even in far better economic times, Myanmar had to seek external 

assistance. This should weigh on the current authorities’ minds and strengthen the case for seeking 

peace over the economy or concessions to the NLD ahead of future elections. 

 

o Although the military authorities may give the impression of wanting to be independent of China, 

bilateral assistance from China is one option. Turning to China for help may become a more attractive 

policy option. It would make sense for the military authorities to seek such help sooner, rather than later, 

but it is not clear how this would unfold. 

 

o Multilateral assistance is difficult to envisage unless there is a return to democracy.  

 

 

4. Next steps for the Civil Disobedience Movement   

 

- The Civil Disobedience Movement (CDM) is focused on using non-violent protests to achieve a restoration of 

democracy. There is no indication of the CDM changing tack either. Logically, that implies that the economy must 

be squeezed hard to try and force political change, regardless of the longer-term economic damage.  

 

- The Myanmar Center for Reponsible Business, released a statement on February 19th, ‘Statement by Concerned 

Businesses Operating in Myanmar’. Its last sentence said, “We hope to see a swift resolution of the current 

situation based on dialogue and reconciliation in accordance with the will and interests of the people of Myanmar.”  

The goals of the CDM and of the business community seem aligned and they should work with each other to 

achieve their desired outcome.  

 

- Some issues confronting the demonstrators have been faced before 

 

o In the past, pro-democracy demonstrators and the then opposition NLD urged tourists to boycott the 

country on the basis that it supported and prolonged the life of the military. Yet in November 2010 the 

NLD changed its approach, on the basis that tourism did not solely benefit the junta and had wider 

economic benefits. Similar thinking might be needed now. 

 

o While the country would suffer from a weak or stagnating economy, it is neither clear how the public 

would respond and who they would blame. Would it be the military for instigating the coup, or the 

demonstrators for forcing the banks and businesses to shut?  
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o In view of the damage to the economy, some observers have commented upon lessons for both sides in 

Myanmar from the Thai coup in 2014 which saw little to no disruption to retail banking provision, and 

despite a short-term hit to tourism the economy was largely untouched by the coup (indeed domestic 

employment increased after illegal foreign workers left).  

 

o The points being made were that both sides should declare areas like tourism, export orientated firms, 

food suppliers and the banking sector common or neutral ground for the benefit of the economy and 

of the country. This could be seen as adopting a patriot approach.   

 

- A next-step strategy for the CDM 

 

o The NLD won an impressive election victory. Any actions the CDM take should be seen as taking place 

from both a position of strength and from a position of putting the national good first. There may be two 

opportunities to offer an olive branch to the military to talk – either based on the continued weakness 

and possible collapse in the economy – or if the military authorities push the CBM into implementing 

radical and damaging economic policies, as outlined above.  

 

o If the NLD were able to negotiate with the military – whether because of external influence or because 

of their continued popular support – they would need to push for clear goals around the constitution 

and future elections. What would be the risk, they might ask, of the military again seeking control again 

through a coup, even after another election? The military have stated that they will hold elections. 

Thailand has witnessed many coups, including two this century. Given events in Myanmar since last 

autumn, it is not implausible to envisage free elections followed by another coup if the military did not 

respect the result. 

 

o Short of just recognising the last election’s results, a new approach may be needed to allow elections to 

take place where, constitutionally, both sides are comfortable with the outcome and thus a sequence of 

election and coup is avoided. This is also needed to ensure the economy does not continue to suffer. 

 

 

5. Conclusion 

 

- Within the space of two years, prospects for Myanmar have changed considerably. The economy weathered last 

year’s pandemic but now it looks set to suffer considerably because of the coup. 

 

- Above, we have outlined the economic path that lies ahead, the challenges that look set to arise and the policies 

that are likely to be taken. The strain on the budget deficit, the subsequent debt monetization by the CBM and the 

resulting upward pressure on future inflation are likely to intensity the longer the crisis persists. Even though the 

downside risk of very high, or hyper-inflationary pressures may not occur, it needs to be taken seriously, 

particularly if the central bank is forced to pursue a path of debt monetization.  

 

- It is more likely that the economy will stabilise, at a very weak level, but even this outcome is far from ideal, with 

lower living standards and increased poverty. The next few years would see Myanmar struggle with the lasting 

legacy of this crisis including the collapse of export contracts, a future absence of sizeable inward investment apart 

from China and high levels of unemployment as growth trends in resource extraction and manufacturing are 

flattened.  

  

- Without outside intervention, it would require the military and the NLD to recognise the mutual benefit of avoiding 

stagnation or economic implosion, and to agree a fresh approach, over policy and national direction.   
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APPENDIX: Myanmar: the economic and banking crisis 

 
Contents of Appendix (Pages 7 - 20): 

6. Summary on the economic and banking crisis 

7. Economic impact 

8. Closing the banks  

9. International pressure 

10. A challenging policy environment  

 
6. Summary on the economic and banking crisis  

This Appendix paper highlights that the Myanmar economy is at serious risk of imploding if the present political crisis 

continues or escalates further. Already a failure to resolve the crisis and a closure of the banks has led the economy to 

weaken and stagnate.  

This paper has taken a politically neutral stance by focusing on the economic impact of the crisis (section 7) and on the 

ramifications of a continued closure of the banking sector (in section 8). Already there is enough evidence to suggest 

that unless this crisis is resolved soon, then whoever emerges as Myanmar’s future leader of government will inherit 

an economy that has suffered irrevocable damage. The country’s standing would inevitably suffer, regardless of one’s 

political views. 

As a low income, agricultural economy it is tempting to say that large sections may cope with banks being shut and little 

cash being available. That is likely to be wrong. In contrast, it highlights that Myanmar is a very cash-based society and 

will thus be impacted greatly by the rationing of notes. Also, the political crisis and the closure of the banks will 

significantly weaken the service sector, which has accounted for a large proportion of recent growth and will prevent 

the tourist sector from sharing in a post-pandemic regional recovery in travel.  

The policy of the Civil Disobedience Movement (CDM) is to squeeze the economy hard to force change. The latest is 

pressure for a general strike, an escalation from the initial focus that included the closure of the banks as a centre piece 

of the strategy.  A continuation would: limit growth, prevent a post-Covid rebound, deter tourism and lead to a fall and 

possible reversal in foreign direct investment, and if exporting firms can’t fulfil current contracts then they could lose 

them permanently.  

The authorities will have to prioritise the distribution of cash to meet payrolls, ensuring people are paid. This is a 

mammoth task. In urban areas alone, to pay 9 million workers, would cost 1.9 trillion kyat for payrolls per month. The 

Central Bank of Myanmar (CBM) can’t pay these directly. This is about one-tenth of the CBM’s estimated cash reserves 

according to previous IMF data. But it would need to help ensure cash is available where needed. Given such necessary 

policy prioritisation, the distribution of cash for ATMs, while continuing, would be at a low level. While the central bank 

can print money, this is not without challenges, both in terms of the ability to execute this swiftly and in its longer-term 

inflationary consequences.  

The problem for businesses and the economy is not only the prevalence of the bank closures but also the uncertainty 

over how long they might remain closed for. Critical issues regarding bank closure are discussed below, including the 

key role of liquidity provision by the central bank, the lessons from bank closures elsewhere, the possibility of currency 

substitution to the dollar, baht or to the renminbi, particularly in regions bordering China and even the risk of bank runs 

if reopening is not managed well. There are negative longer-term economic consequences from keeping banks shut. 

Although Myanmar has been an isolated economy for some time, the international dimension may be a particularly 

important outcome from this crisis (see section 9). There is little indication that the international community can act 

beyond measures already in place, but violence is increasing the spotlight on Myanmar and may strengthen external 

pressure to broker a peace deal. Importantly, China looks set to assume a bigger role in Myanmar’s economy post this 

crisis. 

Section 10 outlines the challenging policy environment, as the crisis persists, with more radical economic policies 

likely. Financing the budget deficit will become an acute problem soon. Also, in response to a deteriorating climate the 

CBM could impose exchange controls. The pressure to print money and issue higher denomination notes will intensify. 

Currently, very high, or even hyper-inflation might be judged as a low probability but high impact outcome. As the crisis 

persists, this becomes a much more likely outcome. 
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7. Economic impact  

 

- From a low base the economy of Myanmar has made much progress over the last decade. Despite that progress, 

poverty is high, living standards low and the economy is vulnerable to economic shocks. Myanmar suffered badly 

from the pandemic and will weaken because of this crisis. The economy will suffer greatly from a shortage of 

notes. A major influence on the path of this crisis will be what happens in the workplace: initially in terms of 

whether employers will be able to access cash to be able to pay their staff, and then in terms of whether people 

are able to retain their jobs as export orders are cut and as the economy stagnates. 

 

- Over the last year, the economy suffered badly from the pandemic. Before the coup, an ending of the health crisis 

was expected to be the trigger for recovery. Now the economy, already vulnerable because of the Covid crisis, is 

additionally being hit by both the military coup and the actions of the protestors. While the approach of the CDM 

is largely peaceful, it, like the coup itself, will cripple the economy the longer it continues. The trigger for economic 

recovery will be an end to the health crisis. the violence and the political crisis. 

 

- Ahead of the pandemic1, Myanmar was enjoying strong economic growth. This was despite the previous 

imposition of international sanctions. The economy was finally starting to realise some of its huge growth catch-

up potential. In 2019 growth was about 6.8%, following 6.4% in 2018 and averaging around 6% in recent years. 

Sustaining that average would have seen the economy double in size – in real terms, after allowing for inflation - 

within twelve years; a very strong performance. Then the pandemic hit.  

 

- The Asian Development Bank (ADB) estimated that because of the pandemic growth last year was 1.8%. 

Although poor, this was equal highest in the region. It may yet be revised higher.  The ADB’s forecast was for a 

strong rebound in 2021, with growth of 6.1%. However, that was before the coup and the subsequent closure of 

the banks. 

 

- During the remainder of 2021 countries in the region are expected to emerge from the pandemic and see their 

economies recover. Myanmar, given current circumstances, will not share in this regional rebound. 

 

- Because of the coup, the economy will stagnate this year, and possibly even contract. The economy also faces 

additional challenges. Inflation is high by regional standards, averaging 6% in the five years before the pandemic. 

The country has a large current account deficit of 4.5% of GDP in the last fiscal year. The combination of these may 

exert downward pressure on the kyat.  

 

- Myanmar’s economy is viewed by economists as having huge potential. According to the World Bank2 its GDP is 

$76 billion. With a population of just under 54 million, income per head is low, around $1,400. (The IMF believes 

the economy’s size is $81.9 billion; in this case income per head is still low and the narrative unchanged). This 

difference between the World Bank and IMF on actual data, never mind forecasts, reflects Myanmar’s lack of 

quality up-to-date data. This can hinder accurate assessment of on-the-ground developments. Whether 

Myanmar’s poor living standards act as a deterrent or a spur to demonstrators is hard to say. Unemployment is 

also relatively low, around 4%. 

 

- Despite significant improvement pre-pandemic, Myanmar remains a difficult place to conduct business. A 

prolonged crisis will deter new investment. Although, it may force existing businesses to close, more likely they 

will try and stay afloat, but naturally that becomes harder the longer the shutdown. Pre-crisis, Myanmar was 

improving from a low level. On World Bank comparisons3 of 190 economies, Myanmar is seen as 165th for the ease 

of doing business and 168th for ease of trade across borders. In the year before the pandemic, however, it was 

recognised as one of the most improved countries in terms of the ease of doing business. The longer this crisis the 

worse these rankings may become, making it more challenging for the economy. 

 

 
1 See IMF, July 2020, “Six Chart’s on Myanmar’s Economy in the Times of COVID-19” 

https://www.imf.org/en/News/Articles/2020/07/07/na70720-myanmars-economy-in-the-time-of-covid19-six-charts 
2 There are multiple sources used for the data referenced here. Links to within country official data may no longer be accessible fully; 
International sources used include World Bank, https://data.worldbank.org/country/myanmar ; IMF 
https://data.worldbank.org/country/myanmar ; UN statistics data  https://www.unwto.org/country-profile-inbound-tourism ; World 
Tourism Organization https://www.unwto.org/country-profile-inbound-tourism ; ILO https://ilostat.ilo.org/data/ 
3 https://www.doingbusiness.org/en/rankings?region=east-asia-and-pacific 

https://www.imf.org/en/News/Articles/2020/07/07/na70720-myanmars-economy-in-the-time-of-covid19-six-charts
https://data.worldbank.org/country/myanmar
https://data.worldbank.org/country/myanmar
https://www.unwto.org/country-profile-inbound-tourism
https://www.unwto.org/country-profile-inbound-tourism
https://ilostat.ilo.org/data/
https://www.doingbusiness.org/en/rankings?region=east-asia-and-pacific
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- The desire to develop its three economic zones (SEZs) was also a positive pre-pandemic aim, to attract investment 

to generate jobs in export focused industries and in firms focused on the domestic market. The Thilawa SEZ has 

been the only operational zone, helped by inward investment from Japan, and many wholly owned firms, plus 

some joint ventures. The Kyaukphyu SEZ in western Myanmar has as its core the construction of a deep-water port, 

supported by Chinese investment. There is also the Dawei SEZ. Alongside these SEZs, Myanmar had, as of last June, 

sixty-three industrial zones and parks. 

 

- As a low income, agricultural economy it is tempting to say that large sections may cope with banks being shut and 

little cash being available. That is likely to be wrong. In contrast, the nature of the economy highlights that 

Myanmar is a very cash-based society and will thus be impacted greatly by the rationing of notes and coins. 

 

- The urbanisation rate is also low, at 34.1%. Only one in five are skilled workers, so there is a large unskilled 

population.  

 

- The violence, political crisis and the closure of the banks will significantly weaken the service sector, which has 

accounted for a large proportion of recent growth. In terms of contribution to pre-crisis GDP, services accounted 

for 42.2%, industry 31.6% and agriculture only 26.2%.  

 

- Growth will also be restrained in Myanmar’s increasingly important tourism sector. Pre-pandemic Myanmar was 

the world’s fastest growing tourism location, according to the UN’s World Tourism Organisation. Tourism 

represents 6.6% of the economy and is one of the largest components of the service sector (22%), it is a primary 

driver for both foreign direct investment (FDI) and domestic investment, it employs a significant number of people 

and accounts for about 12% of direct government revenues. Global tourism is still in the doldrums but will recover 

after the pandemic. We do not know yet whether that recovery will be gradual or fast, but one thing is clear: if 

Myanmar’s economy is still stagnating and its banks closed because of an ongoing political crisis then its tourism 

industry will not share in any regional recovery.  

 

- Significant effort has been put into attracting foreign investment into Myanmar. Official figures suggest this rose 

after the 2011-12 liberalisation process began, peaking around $9.5bn in 2015. But the growth in foreign direct 

investment suffered post the refugee crisis and a change in perception towards Myanmar and, when compared to 

regional norms, is sluggish at best, owing much to the political situation in the country, international sanctions and 

because the opening-up of the economy is still a relatively recent phenomenon. The capability of Myanmar to 

combat perception drift may be low when compared to more stable investment opportunities in neighbouring 

countries.  

 

- The OECD, in its Investment Policy Review of Myanmar, released last year, was positive, drawing attention to the 

2016 Myanmar Investment Law and the 2017 Myanmar Companies Law. The OECD stated that these, “went a long 

way in establishing a modern legislative framework for businesses”. It was similarly positive about Myanmar’s 

Sustainable Development Plan 2018-30 as a way to boost sustainable growth. All of this, though, has to be at 

threat from a prolonged crisis. 

 

- Furthermore, while the OECD did note that poverty had fallen from nearly one-third of the population in 2005 to 

below 20% in 2015, it also stated that4, “Only an estimated 50% of households have access to electricity, one of 

the lowest levels in the world in spite of abundant natural gas and hydropower” and “one half of the population 

is estimated to be near poor and hence highly vulnerable to shocks”.   

 

- Although rich in natural and mineral resources, the economy has suffered from insufficient development of its 

infrastructure and financial institutions as well as from having a largely unskilled population. Thus, inward 

investment is key to development. Hence the courting of China by the Government in recent years, and the huge 

fanfare surrounding President Xi’s visit to Myanmar at the beginning of last year.  

 

- The outcome to this crisis may be heavily influenced by what happens in the workplace and by how that impacts 

public opinion. This will initially be in terms of peoples’ ability to be paid, as availability of cash dwindles, and if 

the crisis persists, in terms of their ability to retain their jobs as the economy stagnates.  

 

 
4 See OECD Investment Policy Reviews: Myanmar 2020 https://www.oecd-ilibrary.org/sites/d7984f44-
en/1/3/1/index.html?itemId=/content/publication/d7984f44-
en&_csp_=558824321feed5939442d46201d1b9c8&itemIGO=oecd&itemContentType=book  

https://www.oecd-ilibrary.org/sites/d7984f44-en/1/3/1/index.html?itemId=/content/publication/d7984f44-en&_csp_=558824321feed5939442d46201d1b9c8&itemIGO=oecd&itemContentType=book
https://www.oecd-ilibrary.org/sites/d7984f44-en/1/3/1/index.html?itemId=/content/publication/d7984f44-en&_csp_=558824321feed5939442d46201d1b9c8&itemIGO=oecd&itemContentType=book
https://www.oecd-ilibrary.org/sites/d7984f44-en/1/3/1/index.html?itemId=/content/publication/d7984f44-en&_csp_=558824321feed5939442d46201d1b9c8&itemIGO=oecd&itemContentType=book
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- According to the International Labour Organisation (ILO), Myanmar has 22 million people in work. This includes 

10.8 million in agriculture, 4.0 million in wholesale and retail, 2.3 million in manufacturing and 1.2 million in both 

construction and in transportation. Their average monthly earnings are, in kyat (MMK): agriculture MMK 165,309; 

wholesale and retail MMK 184,221; manufacturing MMK 210,027; construction MMK 264,562; and transportation 

MMK 272,836. 

 

- As the vast majority do not have a bank account, the bulk of payroll activity is in cash. Thus, access to cash is vital 

for firms in order to pay their staff. This highlights how sensitive payrolls and the economy are to a successful CDM 

strategy that keeps banks closed. 

 

- Also, an estimated 9 million jobs are concentrated in and around urban areas. These significant regional 

concentrations will exert pressure on critical points of future cash provision by the CBM, which will migrate from 

throughput at ATMs for day-to-day cash demands to payroll provision. As the crisis persists, the priority for cash 

disbursement will focus on payrolls. 

 

- There is a plethora of research on the economic impact of coups:  

 

o While one size does not fit all, one take away is that coups are negative for economic growth. In many 

circumstances, of course, coups have occurred in an environment where the economy was performing 

badly, and that may have triggered instability or the environment in which military action unfolded. Thus, 

coups can deliver a restoration of stability, which could help the economy, but in those circumstances it 

would be the wrong interpretation to say this good for growth.  

 

o One analysis suggests that the economic impact is -2.1% in the first year, -1.3% in the second and -0.2% 

in the third year (See 5).  

 

o Research also shows that coups that displace democratic regimes are found to lead typically to negative 

long-run development consequences, denting income per head over the course of the subsequent 

decade (See research by Meyersson6).  

 

o Other comprehensive research finds that following coups, “periods of instability reduce growth by 2-3 

percentage points, increase unemployment and impair health and life satisfaction (See 7). 

 

- Myanmar’s present economic frailty is being exacerbated by the continued closure of the banking system and the 

accompanying shortage of cash. 

 

8. Closing the banks  

 

- This section focuses on the closure of the banks. A host of key issues are identified here. Access to cash is the 

critical economic issue for firms and people. Companies need access to funds to pay their staff. The vast bulk of 

people live hand to mouth. Attention also needs to be paid to the importance of cash substitutes in such a crisis 

and also on currency substitution, away from the kyat. Re-opening the banks is an important part of returning 

the economy to stability. Expect the central bank’s policy to attract increased scrutiny as they fight to stabilise 

the economy, and the longer the crisis continues, as they are forced to contemplate more radical policy options.  

 

(a) Planning uncertainty   

 

- The problem is not only the prevalence of the bank closures but also the uncertainty over how long they might 

remain closed for. People and businesses may be able to make short-term contingency plans but may have to 

 
5 Based on a statistical analysis and probabilistic simulation by political scientist and consultant Jay Ulfelder. These figures are quoted in a 

press article here, https://www.google.com/amp/s/fivethirtyeight.com/features/how-thailands-coup-could-affect-its-economy/amp/ but 

are discussed here by Ulfelder here https://dartthrowingchimp.wordpress.com/2013/07/11/coups-slow-economic-growth/ 

6 See Erik Meyersson, whose analysed 457 individual coup attempts in 94 countries in the post-World War II era. In countries that were 
more democratic, a successful coup lowered growth in income per capita by as much as 1-1.3 percent per year over a decade. Do military 
coups affect economic development? (hhs.se) 
7 Also see Johannes Blum and Klaus Grundler, “Political Stability and Economic Prosperity: Are Coups Bad for Growth?”  
https://ideas.repec.org/p/ces/ceswps/_8317.html  

https://www.google.com/amp/s/fivethirtyeight.com/features/how-thailands-coup-could-affect-its-economy/amp/
https://dartthrowingchimp.wordpress.com/2013/07/11/coups-slow-economic-growth/
https://www.hhs.se/en/about-us/news/site-publications/2015/does-military-coups-affect-economic-development/
https://www.hhs.se/en/about-us/news/site-publications/2015/does-military-coups-affect-economic-development/
https://ideas.repec.org/p/ces/ceswps/_8317.html
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assume a prolonged shutdown which will probably be beyond the capabilities of much of the economy to cope 

with.  

 

(b) Bank closures will hit the economy hard 

 

- The closing of the banking system will cripple the economy the longer it continues. There are many critical points 

of failure that will be triggered as the shutdown continues. It means in practical terms, the need to make cash 

payments to thousands of businesses and payroll payments to millions of people. As they are starved of cash, 

people and firms will cut back on spending and curtail future plans. Confidence will collapse. 

 

- It is hard to quantify fully the possible economic impact from a prolonged closure of the banks, but in qualitative 

terms the focus may be on whether the growth outlook resembles the shape of the letter L or V, or, in our view, 

is more like the shape of a ‘Nike swoosh’. 

 

- The ‘L’ shape would reflect a collapse in activity as cash is withdrawn and a stagnation at a low level, for some 

time, particularly if the crisis is prolonged. The longer this crisis persisted, the greater the potential damage to 

the financial sector and wider economy and the more damaging the impact on future expectations, dampening 

the investment climate towards Myanmar.  

 

- The ‘V’ shape would reflect an early resolution to the crisis, a return to normality and then a quick rebound. 

 

- A ‘Nike swoosh’ profile of growth through the remainder of this year would reflect that the economy would 

suffer an initial hit as there was an adjustment by people and firms to a lower availability of cash. The level of 

cash would determine the level of economic activity and it is only once cash levels returned towards normality and 

banking services resumed as banks reopened, that there would then be a gradual resumption of economic activity. 

This would then allow the economy to trend higher. That future resumption of growth would be delayed the longer 

the lockdown continues and would then be from a lower level than that which existed before the crisis. 

 

(c) What will be the focus of the central bank?   

 

- The aim of the central bank will be to get sufficient cash to the critical areas of the economy. 

 

- The scale of the demand already suggests the CBM is having to ration its cash reserves.  

 

- It will also be turning on the printing presses, to print money, and it will need to be cautious about the scale of 

this policy.  

 

- There are practical considerations that impact the speed at which cash can be distributed.  

 

- The central bank will also need to ensure notes are distributed regionally, and this may limit the funds provided to 

all banks. 

 

- Its policy will include providing liquidity to the banks, who will be expected to act as the intermediaries to feed 

cash into the wider economy. 

 

- The central bank, however, may also choose to focus its attention on ensuring cash is reaching critical parts of 

the non-banking sector, particularly to meet payroll payments by large employers who might not otherwise be 

able to pay their staff. 

 

- These pressures may limit the ability of the CBM to meet banks’ needs. 

 

- We do not know how much pressure the central bank is under – perhaps from the military – to distribute cash.  

 

- The aims of monetary and financial stability, while important, will be superseded by the need to provide cash to 

keep the economy afloat. It may be limited in how quickly it can provide fresh notes. Prudential regulations, while 

important, will need to be interpreted in a relaxed manner, with the priority to keep the banks operational.  
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- It should also want to limit the pace of monetary growth to restrain inflationary pressures (and thus not incentivise 

people to switch from the kyat to a stronger currency in the areas where there might still be an option).  

 

- The central bank’s policy toolkit will also need to be prepared for more draconian crisis management: in terms 

of exchange controls and control of the kyat; and in the need to print more money to stabilise a weakening 

economy. The former risk may occur sooner, the later much later, were the crisis to persist.  

 

- Small and controlled monetary growth is one thing, but if economic stagnation turns to slump, with living standards 

falling, the risk of printing more will grow. This is a small probability, but would have a high impact. The risk of 

significantly higher inflation is not talked about as an issue, given all the other more immediate challenges, but it 

is a serious danger the longer the crisis continues (see section 5 below). 

 

- While the central bank can print money to boost its reserves, this is not without challenges. There are critical points 

of possible failure in being able to print and distribute such large amounts of cash. Additionally, there are wider 

financial and economic stability issues linked to inflation, from such a policy, although these are of secondary 

importance at the moment.  

 

- The CBM should also resist any pressure, as the crisis persists, to print higher denomination notes to reduce the 

total physical volume of cash that needs to be printed. This might exacerbate fears about potential inflationary 

pressures. 

 

- The CBM faces a difficult balancing act.    

 

(d) ATM machines 

 

- Clearly there is the immediate impact through less cash available at ATMs, but while this is a critical issue for the 

customers of the banks, in an economy where so many are unbanked it is not the major concern. Outside research 

suggests that the numbers with bank accounts may number between 11% to 22% of people. 

 

- As the crisis persists, one would expect the central bank to prioritise such payments, suggesting distribution of 

notes to banks who want to place them into ATM machines would become less of a priority. 

 

- For the military authorities, though, they will want ATM machines to receive at least some cash, as if they were 

seen to be running out it may be feared as a sign that the bank closures are having an effect, thus giving a boost to 

the CDM. They may, thus, want ATM machines to receive at least some cash.  

 

(e) The critical importance of the transmission mechanism and of payrolls  

 

- The transmission mechanism by which the shortage of cash has an impact is critical in terms of the economic 

impact and possible political consequences.  

 

- Already the main priority being identified is in terms of payrolls and access to either weekly or monthly wages.  

 

- In countries facing banking problems, ensuring flows of funds to those in most need is key. In Western economies, 

that would constitute the continued payment of benefits. In Myanmar, it would be to ensure that workers are paid. 

The employment data cited earlier, showing where people work allows those sectors and, in turn, regions of the 

country to be identified. The latter, in turn, may dictate central bank policy in terms of distribution of currency. 

 

- Using its cash reserves to meet payroll needs across the economy is a major task. The average nominal earnings 

each month per worker are 209,711 kyat. So, in urban areas alone, the Central Bank of Myanmar (CBM) will 

need to distribute, at a lower estimate, around MMK 1.9 trillion for payrolls to around 9 million workers. The 

2019 IMF Article IV8 estimates forecasts that ‘narrow money’ (which is all cash in the economy) would be an 

estimated MMK 24.3 trillion around this time (in 2020-2021). To put the scale of this challenge in perspective, in 

2019 the IMF reported that the central bank’s cash reserves by 2021 would be around MMK 18.9 trillion. (This 

was based on a growth rate of 9% per annum of reserves and of 11% for broad money).  

 
8 https://www.imf.org/en/Publications/CR/Issues/2020/03/26/Myanmar-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-

Statement-by-the-49292   

https://www.imf.org/en/Publications/CR/Issues/2020/03/26/Myanmar-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-49292
https://www.imf.org/en/Publications/CR/Issues/2020/03/26/Myanmar-2019-Article-IV-Consultation-Press-Release-Staff-Report-and-Statement-by-the-49292
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- The central bank could not do this directly, by using its cash reserves, as they play a critical role on its balance 

sheet, underpinning the monetary and payments system. The focus should be on opening up banks as quickly as 

possible to allow the existing cash in the economy to circulate through the proper channels. Again, it demonstrates 

the central role that banks play in the transmission mechanism of monetary policy.  

 

- With many people living hand to mouth, in the sense that pay will be used to buy food and essential items, this 

is a critical area. As cash is rationed, firms will struggle to pay workers. One of the issues is whether larger 

employers with more staff will have access to cash reserves. Or, in the case of foreign owned firms whether they 

are able to access funds from their international network.  

 

- For the smaller numbers reliant on mobile money supply this will be constrained by the cuts to the internet.  

 

- While the payrolls issue is the biggest worry, what are the possible shock absorbers? 

 

(f) Shock absorbers such as remittances and cash substitutes the banks could use 

 

- An important shock absorber will be remittance inflows. These will help cushion the economic shock, but will lead 

to greater currency substitution and to use of the remitted currency, whether dollar, Thai baht or Malaysian ringgit. 

 

- Before the pandemic, Myanmar had an estimated 4.25 million migrants living abroad. These were mainly low-

skilled workers. 95% of these are reported to send money back to Myanmar in regular transfers of small amounts.  

 

- Collectively, they sent around $2.8 billion in formal remittances in 2019. This is known to be only a portion of the 

full amount, as informal remittance channels are prominent, especially from Thailand, where almost 68% of the 

informal remittances to Myanmar originate from.  

 

- Such channels are through a trust-based money transfer network, known as hundi or hawala, overseen by 

unlicensed financial brokers. Guesstimates suggest the scale of informal flows could push total remittances to as 

high as $10 billion, which is a substantial amount.  

 

- The average amounts remitted, formally each month, are $222 from Thailand and $154 from Malaysia. 

Remittances form an important source of income for at least 2.1 million recipients in Myanmar, of whom 72% live 

in rural areas, and support more than 681,000 enterprise owners and almost 500,000 young people under 25. 

 

- Of course, an important issue is whether it is possible for all remittance channels to work, with the internet 

controlled and frequently closed (albeit with the regularly closedown being between 1am and 9am). Recently, for 

instance, SingTelDash reported in Singapore that Western Union services were temporarily unavailable in 

Myanmar due to power and internet outages. Also, it has been reported that, for similar reasons, remittances to 

most banks in Myanmar are not being processed. Similar reports are heard regarding other digital payment 

services. 

 

(g) Are cash substitutes possible?  

 

- The use of cash substitutes is inevitable if normal cash systems cease or, as in this situation, are curtailed. 

However, such informal networks depend on trust in the alternative being used, as the experience of Ireland, 

highlighted below demonstrated.  

 

- The willingness of commercial banks in Myanmar to play a role then becomes important, and this intervention 

could be justified as needing to help facilitate the payment of key workers or vulnerable groups. It need not be 

interpreted as a political action.  

 

- During the Asian financial crisis in 1997-98, elsewhere in the region, the threat of payment system disruption 

prompted banks to make preparation for the use of bank drafts, negotiable certificates of deposits or cheques as 

currency substitutes. Such an approach now in Myanmar would, by its very nature, be limited in wider use. The 

amounts of cheques cleared daily, pre-crisis, was small, reported to be around only 3,000. Banks that issue would 

need to be mindful of practical challenges over fraud, and thus preventing counterfeits, and about the chain of 

payments, from registration at initial issuance, subsequent transfer and finally procedures on cashing. 
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- The final user would need to be confident in their ability to recoup funds from the issuer or any co-guarantor, such 

as a foreign bank. There are thirteen foreign bank branches in Myanmar, as well as 45 representative offices of 

foreign banks, and six representative offices of foreign financial firms.  

 

- Although only a minority use banks, is it their importance in helping recirculate cash and notes, and in turn provide 

these to businesses in order for them to pay people that is vital. Although closed, the ability of banks to help 

recirculate cash is important.  

 

- One of the most important aspects will be the ability of a parallel payments system to develop, outside of the 

banks, where people use money apps and agents, or super agents, who have cash, to transact. This development 

could become increasingly important as a necessary shock absorber, mitigating the shortage of cash.  

 

- But even here, over time, if no end to the crisis is in sight, then people will hoard more money.  

 

- Another route to address the challenge of payments to key workers or to vulnerable groups is conversion of dollar 

cash notes into kyat through brokers. Here domestic banks could, presumably, contact offshore banks where they 

have dollar placements and request repayments in dollar cash notes. One challenge would be a preference for 

smaller denominations, and thus transferring the notes may be another problem that has to be addressed. 

 

(h) What happens if the banks remain shut for a long time? Lessons from Ireland 

 

- In terms of bank closures, are there lessons from elsewhere? Banking crises, panics and runs are not uncommon, 

over time, across the globe. Thus, there have been many times when banking sectors within countries have been 

closed, largely to stabilise the situation and calm any panic. Such closures tend to be short-lived.  

 

- Although each situation is often different, there are usually common themes, particularly in terms of the focus of 

the central bank and how people behave.  

 

- One of the most interesting examples of a prolonged period of a banking system being closed was in Ireland. 

Because of strikes, banks closed for three months in 1966, just over six months in 1970 and just over two months 

in 1976. On each occasion, there was considerable uncertainty, because it was not clear how long the banks would 

be closed for. 

 

- If one takes the view that the military in Myanmar are unlikely to back down, then if the demonstrators in Myanmar 

were to continue with their policy of closing the banks, then there may be some lessons from Ireland of interest, 

because of the length of time of closures there. These are the relevant ones: 

 

o The bank closures in Ireland covered three distinct episodes and totalled close to one year. In eight 

of the twelve months, retail sales were in line with what one might have expected, according to 

subsequent research by the central bank. However, in four of the twelve months, spending was 

weaker. This was the first month in the first lockdown, the first two months in the second lockdown 

(that covered six months) and the first month in the third lockdown.  

 

o A conclusion was that buyers initially maintained liquidity, sellers were initially reluctant to extend 

liquidity but as the lockdowns persisted a “learning process” then occurred, resulting in a 

multilateral system of credits and debits that allowed activity to continue.  

 

o Also, of interest: 

 

o The Government in Ireland ensured that they paid civil servants and benefits. Likewise in Myanmar 

now, where the focus on payrolls reflects the need to address key workers and vulnerable groups. 

 

o The amount of Irish currency in circulation fell but there was significant currency substitution, with 

a surge in use of sterling particularly in 1970. This was provided by tourists visiting Ireland and also 

the proximity to the North. In Myanmar now, it is unlikely that there will be much tourism (because 

of Covid and now this crisis) but it is quite possible that there will be currency substitution and 

increased use of the RMB in border areas with China, and through remittances, as noted above 
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o Highly personalised credit systems developed, largely based on a person or firm’s view of the 

creditworthiness of the other party. Indeed, on this basis, cheques were cleared against other 

uncleared cheques, but occasionally the credit link would break. Ireland’s population was much 

smaller than Myanmar’s today, but was also heavily agricultural. It is possible that in rural and 

agricultural areas of Myanmar such systems could be replicated. It is far harder to say what would 

happen in urban areas, and with younger people. Pubs and local shops played an important part in 

credit chains in local areas in Ireland. 

 

o For trade, lines of UK and US credit allowed helped some firms to trade, but these were ad-hoc and 

relied on close cultural and familiar ties between the nations. This is unlikely to be available to 

Myanmar, and if one was to look, say, at the experience of Chinese firms’ operations in Africa, there 

is little reason to expect similar firms operating in Myanmar today to provide equitable assistance 

in Myanmar, although it may be premature to generalise. 

 

o There was increased use of non-regulated instruments and there was a post crisis increase in fraud. 

Interestingly there was only one major corporate failure.  

 

o Less clear in Ireland was the lasting impact of the strikes. Some suggest it delayed the transition 

towards a modern, regulated economy, and that it may have damped in the near-term the 

attraction of doing business there. If one attributes a subsequent deterioration in the attraction of 

Ireland as a business destination to these strikes then this would not auger well for Myanmar, but 

there were also other factors at play.  

(i) Could there be currency substitution?  

- Currency substitution would mean an increased use of the dollar, renminbi (RMB) or other currencies such 

as the baht given the scarcity of the kyat. The lack of tourism – plus previous military action to reduce the 

use of dollars – might suggest that dollarization is unlikely to displace the kyat during the bank closure. 

However, it would not be a surprise if the RMB saw increased use, for trade and in regional areas close to the 

border with China. Also, the possible scale of remittance inflows, noted above, may see wider use of the dollar 

or baht in rural areas. 

 

- It would be necessary to see what happens in the shadow economy, to gauge the use of other currencies. 

Even if other currencies are not widely used for transactional purposes, one might see a desire to hold these 

as stores of value, where dollars and renminbi available. This may be accelerated if people felt the policies 

of the CBM to print money might trigger inflationary pressures.  

 

- Myanmar saw some dollarization as a broad store of asset value during a previous period of higher inflation 

in the 1990’s and 2000’s, before a concerted effort to de-dollarize the economy. 

(j)  What might be the legacy issues of a long-term closure? 

- Shutting banks as a counter coup operation impacts not just the significant minority of the population with 

accounts but will reverse trends to push banking services to more groups and solve underbanked issues. 

Whilst not a ‘visible’ risk in the short-term banking the unbanked has already been identified as a huge 

systemic issue internationally and is a critical block to countries moving up the value curve. That is, for 

Myanmar to grow more strongly in the future, as a first step, it will need a bigger banked population. That will 

be made harder, if trust in being able to access one’s money from banks is damaged by a prolonged shutdown.  

 

- But it also highlights the importance of banks emerging from this crisis with a good reputation intact.  

  

- Behaviours are key. These will not only be impacted by the banks being shut but also by the authorities closing 

access to the internet. 

 

- There has been a precipitous rise in digital payments using mobiles over the last decade in Myanmar (4G cell 

phone penetration has been four times that of bank accounts).  This could not only have an impact now, while 

banks are closed, but also have longer-term implications, pushing people away from the official banking 

infrastructure onto localised payment networks. Indeed, one of the lessons of the banks being closed has 
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been the increased use of such networks, as well as the increased use of mobile banking. This aspect augers 

well for the future growth of this area of banking and finance, post crisis.  

 

- With a focus on trade growth the need to bring foreign trade settlement on ‘balance sheet’ led to reforms 

from 2011 aimed at pushing the kyat in the service industry, particularly in tourism. How lasting any damage 

will be is hard to say. 

 

- The country’s longer-term growth potential could be seriously impaired by the present crisis. From an 

international reputational risk perspective, it is clear that the situation needs to be sorted rapidly or else 

positive steps, that saw support from various national and supranational agencies will be wasted and the risk 

of starting from scratch becomes real. This is especially so in critical areas such as deepening of financial 

services capabilities, a critical growth area for Myanmar over the next decade, or so, to support its growth 

ambitions. Without foreign expertise, personnel and money this is unlikely to continue at the pace needed to 

support future economic growth.  

 

- Finally, it has been said that the military regime will not be directly impacted by the banking closures because 

of their oversight of the central bank, and its ability to print notes, and also their access to parts of the banking 

and financial system, while it is closed to others. But their policy is threatened, as the economy weakens. 

Hence, they will be keen for the banks to reopen and hence the demonstrators are focusing on the banks. 

 

(k) While the banks being shut is a problem, there could be bank runs if they reopened  

- As the banks are closed there cannot be bank runs. But if the banks were to reopen, that could be the 

consequence particularly if people did not believe that there was enough cash. Thus, reopening the banks 

needs to be carefully managed, when it occurs. This is particularly so given the history of bank runs in 

Myanmar, such as the 2003 Myanmar Banking Crisis. The damage of bank runs on even individual financial 

institutions tends to be seen as catastrophic to societies, anywhere in the world. Nonetheless, keeping banks 

shut is not a desirable situation. Ahead of reopening there should be a credible and concerted effort to 

reassure people and firms. Even in Greece, in June 2015, when banks reopened after two weeks, long queues 

were seen outside every bank branch. 

 

9. International pressure 

 

- One question is whether outside forces will be able to exert influence and force a change in the situation? While 

the international community would like to restore democracy, it is by no means clear how they would achieve this 

or what leverage they could bring to bear. Thus, there is little indication that there is the ability among the broader 

international community to act now beyond the measures that are already in place. Brokering a peace deal thus 

seems unlikely. If there was to be outside intervention it would be from the UN and ASEAN members, with support 

from China and Japan, too.  

 

- The UN has condemned the coup, refused to recognise the military regime and is calling for a restoration of 

democratic elections and for a stop to the violence by the security forces against protestors and the media.  

 

- On March 10th, US Secretary of State Blinken announced further actions targeted at members of the family of the 

Commander-in-Chief of the Armed Forces, Min Aung Hliang. As he stated this builds on actions taken on March 4th 

on, “exports and reexports to Burma, and transfers within Burma, of sensitive items.” Also, for the second time 

since the coup, the 15 member UN Security Council also unanimously agreed a tough statement against Myanmar. 

 

- Further, targeted and tougher measures are possible. It is often stated that these could be focused on the military’s 

two business groups, Myanmar Economic Holdings Public Company and Myanmar Economic Cooperation. The US 

and UN may try and avoid more general sanctions, as they would have a pro-cyclical economic impact, being 

negative for the economy and poverty. 

 

- From an international perspective the most important step to placate the situation is for the killings to stop. The 

scale of the violence in Myanmar is already high and may become a key factor that sways the international 

community to intensify pressure.  
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- From an international perspective, the release of Aung San Suu Kyi from house arrest, and the release of other 

members of the NLD leadership, would be seen as an important step to placate the situation. 

 

- From the military’s perspective while isolationism has worked in the past, it is by no means clear that it is credible 

in the future. Neither it seems, when it comes to Myanmar, do boycotts or sanctions succeed in changing the 

domestic political climate. Given Myanmar’s trade and geography, its  future prospects would seem to depend 

upon having good relations with its ASEAN neighbours, as well as with China. 

 

- Asia is the focus for Myanmar’s trade and within this, China is the largest single import and export destination 

(predominantly fuel such as gas and unrefined oil, plus agricultural products, metals and unfinished textile 

products). In 2018, its main export destinations were China, ASEAN countries particularly Thailand, plus India9. The 

EU also has a textiles sourcing policy from Myanmar and its neighbours. Myanmar’s main imports are refined fuels, 

finished goods, electronics, capital plant and motor vehicles from China, Singapore and Thailand. 

 

- Given the west’s recent distancing from Myanmar, what will China and Myanmar’s neighbours do? Here it is 

important to focus on what they do, not just on what they say. 

 

- Possibly the most important issue in coming months may be the bilateral relationship between the military 

regime and China. If Myanmar remains isolated from the international community then it may be drawn closer to 

China. If the military felt that their domestic economy was under threat, then their bargaining position with China 

would be strengthened if they sought to deepen ties sooner, not later.  

 

- The relationship is complex, however, as the military may wish China to be close, but not too close. Being very 

nationalist, the military have tried to not be overly reliant upon China, with it being reported that they have 

previously bought arms from Russia, for example. The military’s suspicion may be influenced by the fact that China 

built close ties with the civilian Government in recent years and has relations with some of Myanmar’s armed 

ethnic rebel groups including the United Wa State Army, which descended from the Burmese Communist Party, 

which was previously backed by China.  

 

- Last August, the Government hosted a Union Peace Conference that was also attended by the military and a large 

number of ethnic rebel groups. However, significantly, the rebel groups along the Myanmar-China border did not 

attend the peace conference. They had attended previous such peace conferences, but their absence from was 

interpreted as a sign of their closer relationship with China and its growing importance in the border region. 

 

- China has the ability to come to the Myanmar military’s assistance, but only if this was requested. The China-

Myanmar Economic Corridor has always been seen as important, and in recent years has been incorporated into 

the Belt Road Initiative.  

 

- In January last year, President Xi visited Myanmar and signed a plethora of projects, including a number of major 

ones, such as the development of the deep-water port of Kyaukphyu on the Bay of Bengal. This fits within China’s 

string of pearls policy surrounding the Indian Ocean, and allows it to bypass the Straits of Malacca, one of the choke 

points for maritime trade between the Indian Ocean and east Asia. Pipeline access from the coast to the Chinese 

border would be safeguard China’s oil supply from the Middle East. Increased trade flows, by road and rail, through 

Myanmar would help its development. More particularly, the Myanmar military, conscious of not incurring excess 

debt were able to negotiate favourable financing terms.  

 

- Deeper Myanmar-China ties may develop anyway but would become imperative were the current 

demonstrations to cripple the Myanmar economy.  

 

- China’s official view was conveyed by their Ambassador at the beginning of February.10 The message was that 

China has a significant stake, as many investment projects are at risk if uncertainties prevail. The Chinese banks, 

also, have existing lending to SOEs operating there, so it is in China’s interest to address the conflict and pursue a 

peaceful resolution as much as possible. That said, China in its usual diplomatic manner is staying out of choosing 

sides, hence letting the UN and ASEAN spearhead the confrontation. China, though, is involved in talks that the 

international community is having and, thus, one would expect that it will have a significant role to play in achieving 

an international resolution aimed at a peaceful outcome. 

 
9 See https://wits.worldbank.org/countrysnapshot/en/MMR/textview  
10 This is the link to the Chinese version http://mm.china-embassy.org/chn/sgxw/t1854265.htm  

https://wits.worldbank.org/countrysnapshot/en/MMR/textview
http://mm.china-embassy.org/chn/sgxw/t1854265.htm
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- One of the consequences of the Covid crisis may be an escalation of geopolitical tensions, as the world moves 

towards a G-2 system, led by the US and China. Within this context, the developments in Myanmar can also be 

seen through this lens. It is reported that General Min Aung Hlaing had visited Beijing at least five times; the last 

visit being April 2019 

 

- Many western commentators for instance, have highlighted that Myanmar’s transition from military rule towards 

democracy had been a strategic victory for the US in China’s backyard. This has already prompted the White House 

to state that the US will work with its partners to seek the return of democracy and the rule of law there. Since the 

coup, the US has imposed new sanctions against military leaders and frozen access to Myanmar funds in the US.  

 

10. A challenging policy environment 

 

- Business wants to see a swift resolution of the current situation based on dialogue and reconciliation. While that 

may be a desirable outcome it is by no means guaranteed. Thus, in concluding this paper, it is necessary to highlight 

some aspects of the challenging policy environment, including funding the budget deficit.   

 

- As noted, turning to China for help would become an even more attractive policy option.  

 

- Before then, or even alongside then, policy will need to keep focused on ensuring as much economic activity and 

spending can take place as possible. That means, a focus on getting cash to payrolls and to the wider economy. 

 

- The longer the crisis persists, without a return to stability, then more radical economic policies are likely.  

 

- Myanmar’s external position warrants attention 

 

o At a time of high global public debt levels, Myanmar’s debt position is not that high. This is just as well, 

as Myanmar has limited access to the markets and in the wake of the coup, such market access as well 

as assistance from multilateral agencies may be more difficult.  

 

o There are conflicting pressures. Myanmar’s level of debt is low. This is helpful, at a time when globally 

total public debt is at an all-time high. The IMF, ahead of its latest disbursement of funds to Myanmar 

before the coup, calculated that the external debt to GDP ratio was 11.3% and public debt to GDP was 

35.3%. Against this, however, is that there is a significant deterioration in the economy and in the key 

fiscal metrics.  

 

o The current account deficit was forecast to be 4.5% for the 2020/21 fiscal year. In January, the IMF stated 

that, “To address Myanmar’s urgent balance-of-payments needs, the IMF has approved the second 

emergency financial assistance equivalent to about US$350 million under the Rapid Credit Facility (RCF) 

and the Rapid Financing Instrument (RFI).”  So the current account deficit was already seen as a problem 

on the eve of the coup. It will have become a bigger concern since. 

 

o While such a current account deficit is not exceptionally high, it is a surprise that a developing country, 

which is a net fuel exporter, is not meeting more of its domestic needs internally. It perhaps highlights 

the need for increased future import substitution and the need for higher investment to develop its 

domestic economy. But given Myanmar’s relationship with the international community, such a 

persistent current account deficit should be a potential source of concern. It leaves Myanmar dependent 

upon inflows from overseas.  

-  

o Some of this is met through foreign direct investment, which in fiscal 2020/21 was expected to be 2.8% 

of GDP. There were also official donor inflows during 2020/21 from the IMF (equivalent to 0.4% of GDP) 

and a similar amount through the Debt Service Suspension Initiative. Such inflows may be more 

challenging over the coming year, at a time of increased need by Myanmar. 

 

- Financing the budget deficit will become an acute problem soon  

 

- The Covid crisis and weakness of the economy exerted considerable upward pressure on bond issuance last year. 

This will be compounded this year. 
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o In 2019, in kyat (MMK) there was MMK 4.5 trillion of issuance, comprising MMR 3.0 trillion that was 

maturing and MMK 1.5 trillion of new issuance. In the first nine months of 2020 these figures were: MMK 

6.5 issuance, MMK 2.7 maturing and MMR 3.8 trillion net new issuance. The pandemic triggered a rise in 

issuance of short-date Treasury Bills.  

 

o There was a considerable amount of short-dated debt maturing at the end of last year and there will be 

sizeable amounts this year too and this will need to be rolled-over, adding to funding challenges. 

 

o There was a significant easing in monetary policy last year, with rates and yields low, pre-coup. The CBM 

policy rate fell during the pandemic from 10% in January 2020 to 7% by the end of April 2020. Meanwhile, 

in the first Treasury Bill auctions this year, the weighted average yield ranged from 7.458% on 91 day 

paper to 7.795% on 182 day and 8.525% on 364 day paper. In December, the auction of two-year yields 

was 8.63% and five years 8.92%.  

 

o Ahead of this crisis the budget deficit was expected to be around 6% of GDP in fiscal year 2020/21. This 

was the legacy of a difficult environment over the last year, with upward pressure on government 

revenues because of the pandemic, while tax revenues were not helped by a number of factors, including 

the weakness of tourism and weak gas exports. The coup will exacerbate such fiscal pressures. This will 

lead to a significant rise in government borrowing.  

 

o The bond market in Myanmar is domestic11, the bulk of issuance is short-dated bonds up to five years 

maturity, with 90% bought by domestic banks. The main aim of such issuance is to fund the budget 

deficit. Buyers of such bonds are likely to dry up, particularly as the cash crisis and slump in the economy 

impacts the banks. Pushing yields higher is unlikely to solve this.  

 

o This points to a significant rise in the CBM buying of government debt. This debt monetization will be 

considerable. In late 2018/19 there was a spike in monetary financing by the CBM but this was avoided 

over the last year because of external financing and increased domestic bank buying. In the coming year, 

however, the pressure on debt monetization by the CBM will be huge, as the crisis and economic 

weakness will combine to reduce the scope for external financial and the ability of banks to fund the 

deficit. The risks attached to this policy may not be immediately apparent because of the weakness of 

the economy. However, the strain on the budget deficit, the subsequent debt monetization by the CBM 

and the resulting upward pressure on future inflation are likely to intensity the longer the crisis 

persists. 

 

- The CBM could impose exchange controls 

 

o Faced with greater challenges on the external account the CBM could impose exchange controls soon. 

Access to dollars, for business or banks, would be limited. Priority would be given to exporters, at the 

official rate, through state banks. Inflows of remittances, a potential shock absorber, would have to rely 

on unofficial channels to reach Myanmar.  

 

o The key focus would be on the informal market and the difference between the official and the street 

value of the kyat. Cash may become even scarcer and the importance of money apps, noted earlier, will 

grow.   

 

o In anticipation of a surge in use of informal markets, it is possible that the holding of foreign currency is 

made illegal. 

 

- The pressure to print money and issue higher denomination notes will intensify 

 

- Currently, very high, or even hyper-inflation might be judged as a low probability but high impact outcome. As the 

crisis persists, this becomes a much more likely outcome.  

 

 
11 See a presentation given by New Ni Tun, Director, Financial Market Development at CBM, 11/8/2017, “Bond market 
development in Myanmar” 
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- Expect the pressure on the CBM to intensity as a continuation of the crisis leads to poverty, hunger and widespread 

discontent. Then there might be added pressure upon the CBM to ease monetary growth significantly and issue 

higher denomination notes.  

 

- There are many examples where a crisis prompted such a response: Venezuela now and Zimbabwe at the beginning 

of this century are recent examples. There is enough precedent, globally, to raise the risk of hyper-inflation. Living 

standards would collapse. 

 

- It is in this situation that the economic alarm bells would ring loudest, and there would be a deterioration in the 

external credit position of the country, exacerbating its vulnerability. 

 

- This appendix has focused on the economic and banking crisis in Myanmar. It has highlighted the challenges and 

exposed the downside risks. The accompanying Policy Note (on pages 1-6) focuses on the steps that need to be 

taken to stabilise the situation and the implications.  
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