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Executive summary Highlights October 2008 Outlook for 2009-10



• The State Peace and Development Council (SPDC, the ruling military junta) will focus on protecting its grip on power, and will continue its policy of using violence and intimidation to contain its opponents. • There is little prospect that the junta will release Aung San Suu Kyi, the leader of the main opposition organisation, the National League for Democracy, ahead of the elections planned for 2010. • The UN will continue its efforts to persuade the junta to implement genuine political reform, while the Association of South-East Asian Nations (ASEAN) will take a slightly tougher approach in its dealings with the junta. • There are concerns about the junta’s ability to manage the major reconstruction effort required after Cyclone Nargis!although it is receiving support on that front from both the UN and ASEAN. • The economy will remain weak, with real GDP growth forecast at just 0.9% this year and 3-4% in 2009-10. Export revenue, though, will remain reasonably buoyant, with exports of natural gas to Thailand set to remain strong • In line with the surge in food prices in the wake of the cyclone, the Economist Intelligence Unit forecasts that inflation will average 27.7% in 2008 (based on the official price series), before easing to around 15-20% in 2009-10.



Monthly review



• Aung San Suu Kyi has won modest concessions from the military after refusing to accept food supplies (for personal use) over several weeks in August and September. • The UN has failed to make any firm progress with its efforts to bring about genuine political change in Myanmar. UN secretary-general Ban Ki-moon has said that the political progress he had hoped for had not occurred. • Security has remained tight in many cities in September, one year after widespread pro-democracy protests swept the country. • In a rare sign of compromise in the face of demands from foreign donors, the SPDC has agreed to waive its policy requiring all foreign exchange entering Myanmar to be exchanged into Foreign Exchange Certificates. • The economy remains highly unstable. According to the latest official data, consumer price inflation reached 30.5% year on year in May, before easing slightly to 28.4% in June. • In August the country’s electricity supply received a modest boost when the first two generators at the 600-mw Shweli river hydroelectricity plant, in Shan state, came on stream.
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Outlook for 2009-10 Political outlook Domestic politics



The State Peace and Development Council (SPDC, the ruling military junta) will maintain a firm grip on power over the next year or so. During this period the junta will push ahead with its “road map to democracy”, which features a parliamentary election in 2010. The generals’ primary focus will be on making sure that the election goes strictly according to plan, with the aim of cementing a leading role for the military in government, both directly and also indirectly through civilianised military leaders and pro-military political parties created to bolster support for the unpopular regime. Opposition parties will be prevented from gaining a significant share in power, and ahead of the planned election the junta will continue its policy of using violence and intimidation to contain its opponents, particularly the National League for Democracy (NLD), whose leader, Aung San Suu Kyi, remains under house-arrest. Although the junta will remain in control, the political scene over the next few years will be volatile, as the public’s abhorrence of the generals is intense. The junta’s woefully inadequate response to the devastation wrought by Cyclone Nargis, which hit the country in early May and affected up to 2.5m people, alienated the population still further. Public discontent was already simmering after the SPDC used brutal tactics to put down protests in September 2007, including the use of violence against Buddhist monks who were demonstrating peacefully. The junta succeeded in detaining many of the leaders of the protests, thus severely weakening the opposition movement and its capacity to plan large demonstrations, but there are underlying pressures that could build and eventually prompt sporadic shows of public defiance. The 20th anniversary of the August 8th 1988 uprising prompted a few small protests. However, economic hardships rather than anniversaries of historically poignant events have proved to be the main catalysts for protest in the past. As the cost of living is expected to continue to rise, people may again take to the streets in the near future, in an attempt to overthrow the regime ahead of the planned election. The military’s vast intelligence apparatus is designed to ensure that it is not taken by surprise again, but there are potential flashpoints. There is little prospect that Aung San Suu Kyi will be released from house arrest ahead of the election. However, she remains hugely popular, and if she were to succumb to a medical ailment (her health has deteriorated recently), an outpouring of grief could quickly escalate into a mass uprising. Nevertheless, it is still unlikely that any attempt at overthrowing the military would succeed, as the armed forces can be expected to remain vigilant and will crack down hard on any signs of gathering protest. There is also no prospect that any outside force will intervene, even if the military again uses violence to end peaceful protests. Internal strife is the most likely obstacle to the military’s proceeding smoothly with its plans to protect its long-term position. A recent military reshuffle led to much speculation about shifts in power among the top generals. However, the SPDC’s chairman, Senior General Than Shwe, still appears to be firmly in
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control, while General Thura Shwe Mann, the armed forces chief of staff and a close ally of General Than Shwe, appears most likely to succeed him as SPDC chairman. As a result, any major deviation from the junta’s primary aim of maintaining control is unlikely. Nevertheless, the succession process will inevitably destabilise the military to some extent, as competing factions vie for power. Moreover, unity within the military could be eroded if there are further bouts of unrest that require the lower ranks to fire indiscriminately at unarmed civilians and monks. Although the military remains an opaque institution, there has been speculation that there were incidents of insubordination during the September 2007 crackdown on protesting monks.



In focus Myanmar’s political prisoners—token releases In a surprise move in late September, probably aimed at easing international pressure, the State Peace and Development Council (the SPDC, the ruling military junta) agreed to grant an amnesty to around 9,000 prisoners. A small number of those released were political prisoners, but with the total number of people still detained on political grounds standing at around 2,000, the move does not signal that the SPDC is relaxing its control on its opponents. Among those freed were members of the main opposition National League for Democracy (NLD), including Win Tin, a founding member of the party, who had spent the past 19 years in prison. Aung San Suu Kyi, the NLD leader, remains the country’s most high-profile political detainee; she has been held under house arrest since May 2003. The NLD has already lodged an appeal against her continued house arrest, claiming that the law allows detention orders to be extended only for five consecutive years!Aung San Suu Kyi has now been under house arrest for six consecutive years. As part of its “road map” for political reform, the junta plans to hold a parliamentary election in 2010!the first for 20 years. It is likely that the regime will remain reluctant to release Aung San Suu Kyi, who led her party to an overwhelming victory in the 1990 election, in advance of this date. Although Aung San Suu Kyi is unlikely to be released from house arrest in the near future, she recently managed to gain some concessions from the SPDC. After she refused to accept food supplies for around four weeks, in mid-September the SPDC agreed to her demands for access to some international news, letters from her family overseas and regular health visits.



International relations



Myanmar’s fellow members of the Association of South-East Asian Nations (ASEAN) appear to be keen to take a slightly tougher approach in their dealings with the junta. This probably reflects a degree of frustration that the group’s image continues to be tarnished by the SPDC’s behaviour. The junta recently signed ASEAN’s new charter, which commits members to strengthening democracy and protecting human rights. Its willingness to do so suggests that it is confident that ASEAN will not take any action to censure the regime for its human rights abuses and its failure to release political prisoners. The UN will continue its efforts to persuade the junta to implement genuine political reform. It has enjoyed little success so far, but the UN secretary-general,
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Ban Ki-moon, will visit the country in late 2008 and will focus on political issues rather than merely post-cyclone humanitarian matters. However, the UN is not in a position to take decisive action, as the SPDC continues to enjoy the tacit support of China, which is a permanent, veto-wielding member of the UN Security Council. China remains steadfast in its refusal to accept any argument that the Security Council should take a tougher line towards Myanmar, on the basis that the problems affecting the country are internal and do not pose a threat to international security.



Economic policy outlook Policy trends



The junta’s management of the economy will remain poor, and there are concerns about its ability to manage the major reconstruction effort required after Cyclone Nargis!although it is receiving support on that front from both the UN and ASEAN through the “Tripartite Core Group”. In a positive move, the junta has responded to donors’ concerns over a policy that required that all foreign aid be converted first into Foreign Exchange Certificates (FECs) before being changed into kyat!a policy that resulted in significant losses for donors when changing FECs for kyat, as FECs trade at a discount to the US dollar. In August the junta waived the requirement. Aside from the post-cyclone relief effort, the most pressing economic policy issue is that of reining in inflation. The junta continues to use restrictions on exports and domestic trade in rice as a way of stabilising prices, and this policy appears to be having an impact, with some recent reports suggesting that rice prices (which rose strongly in the immediate aftermath of the cyclone) have started to come down. However, such policies are sub-optimal. The junta is unlikely to take steps to tighten fiscal or monetary policy, as such moves would have a negative impact on the vested interests of leading SPDC members.



Fiscal policy



Although the junta has set aside additional funds for the post-cyclone reconstruction effort, the heavy cost of rebuilding is likely to be borne mainly by international donors. Therefore, although the junta will continue to run large fiscal deficits, these will not be driven wholly by expenditure on the recovery effort. The junta may still spend heavily on large projects that provide benefits to the military and its leaders, such as the development of the new administrative capital, Naypyidaw, borrowing funds from the Central Bank of Myanmar to support such schemes. Tax revenue has been rising in nominal terms, partly owing to efforts to reduce tax evasion, but the government’s revenue base remains small.



Monetary policy



The central bank does not typically tighten monetary policy significantly even during periods of high inflation, meaning that interest rates will remain negative in real terms. The bank made a surprise change to interest rates in April 2006, raising its leading indicator rate by 2 percentage points, to 12%!the first adjustment for about five years. However, the central bank remains reluctant to tighten monetary policy aggressively, as it is not operationally independent from the government and is therefore keen to avoid increasing the public sector’s debt-servicing burden.
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Economic forecast International assumptions



International assumptions summary (% unless otherwise indicated) Real GDP growth World OECD China EU27 Exchange rates ¥:US$ US$:€ SDR:US$ Financial indicators € 3-month interbank rate US$ 3-month Libor Commodity prices Oil (Brent; US$/b) Gold (US$/troy oz) Food, feedstuffs & beverages (% change in US$ terms) Industrial raw materials (% change in US$ terms)



2007



2008



2009



2010



4.8 2.7 11.9 2.9



3.8 1.7 9.8 1.4



3.2 1.1 8.5 0.8



4.0 2.0 9.1 1.7



117.8 1.369 0.651



106.0 1.495 0.626



103.0 1.408 0.644



98.3 1.365 0.646



4.27 5.30



4.82 2.54



4.53 2.84



4.23 3.76



72.7 696.7



110.0 895.7



91.0 848.8



100.0 800.0



30.9 11.2



36.7 3.2



-1.5 -9.8



4.0 1.7



Note. Regional GDP growth rates weighted using purchasing power parity exchange rates.



The Economist Intelligence Unit forecasts that global economic growth will decelerate in 2009, before picking up again in 2010. Although Asian economies will be negatively affected by the slowdown next year, there will be fairly strong demand from Myanmar’s main Asian export markets!Thailand for gas, India for pulses and China for a host of natural resources. This will remain the case in 2010. We forecast that prices for crude oil (dated Brent Blend) will fall to US$91/barrel in 2009, before rising again to US$100/b. Global food prices will also drop back next year before picking up in 2010. Although food and fuel prices will rise in 2010, the pace of growth will be much slower than that recorded in recent years. Economic growth
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Although official data may continue to show real GDP growth rising at an implausibly rapid pace, we estimate that economic growth will be weak this year, as the economy has suffered severe damage from the cyclone. The aidfunded reconstruction effort will boost construction growth, but this will be offset by a contraction in agricultural output, with crop, livestock and fishing output all likely to be hit hard. The destruction of transport and other infrastructure in the south of the country will also hurt the manufacturing sector there. Manufacturers throughout Myanmar have long faced shortages of capital and energy, and have suffered from difficulties in obtaining imported inputs and from a lack of competitiveness against imports from Thailand and China. There will be continued growth in the oil and gas sector in terms of both production and exploration activity. Owing to the positive factors in the oil and gas sector and a rebound in agriculture, we forecast growth of 3-4% per year in 2009-10, up from 0.9% in 2008.
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Forecast weak GDP growth is also a reflection of the poor prospects for consumption and for investment by local enterprises. Consumer spending is typically constrained by low average incomes and a lack of confidence, owing to price instability and the weak free-market exchange rate. This will certainly be the case during the remainder of 2008 and into 2009, as domestic food prices remain high in the wake of the cyclone and as employment in the informal sector in the affected areas contracts. The collapse of small-scale fishing and farming in the south in particular is likely to cause a temporary surge in unemployment, depressing consumption further. Although there will continue to be foreign interest in energy, mining and petroleum projects, other sectors hold only limited attractions. Inflation



We have revised down our estimate for inflation this year, to 27.7%, as the surge in food prices following the cyclone in May was not as sharp as we had expected (based on the official price series); the general price level rose by just 4% month on month in May. The inflation projection assumes that international aid agencies will be able to provide food supplies to smooth out part of the shortfall in domestic food production, given the likelihood that the main rice harvest will be reduced by the loss of productive land in the south. However, if aid agencies struggle to import the required stocks, prices could rise further. The central bank is set to carry on funding the government’s budget deficit, and the consequent growth in domestic credit will continue to push up the general price level. However, owing to easing supply-side pressures, we forecast that annual inflation will drop back to around 15-20% in 2009-10.



Exchange rates



The free-market exchange rate has continued to depreciate slowly in recent months, dropping to around Kt1,275:US$1 in late September. This trend will continue but, given further cyclone-related aid inflows and rising inward remittances (from overseas nationals supporting their families), the kyat will not suffer a sharp decline. Assuming that there are no bouts of serious social unrest, the free-market exchange rate will appreciate on an annual average basis in 2008, but the trend in 2009-10 will be downward, with confidence in the currency undermined by the weak economy and political tension. The overvalued official exchange rate, which is linked to the IMF’s SDR (an international reserves asset, created by the IMF to supplement the existing official reserves of member countries), will appreciate to an estimated average of Kt5.3:US$1 in 2008 before easing back in 2009-10 to Kt5.5:US$1.



External sector



Export revenue will be reasonably buoyant in the next few years, with exports of natural gas to Thailand set to remain strong, as offshore production facilities escaped damage during the recent cyclone. However, exports of agricultural and fisheries products will take some time to recover following the destruction of farmland, fishing boats and equipment in the south of the country. The import bill will expand, as a major reconstruction programme will require imports of building materials and equipment. Imports of machinery and materials were already set to grow during the forecast period, owing to the development of petroleum and hydropower projects. Myanmar may also face high costs for food imports this year, with international agencies paying the bill. Having decreased in 2007, the bill for imports of petroleum products is



Monthly Report October 2008



www.eiu.com



© The Economist Intelligence Unit Limited 2008



8



Myanmar (Burma)



estimated to have grown in 2008, in line with rising global crude oil prices. However, the bill for such imports will fall back in 2009-10, with global prices remaining below the high reached in 2008. The current account is forecast to remain in surplus in 2009-10, with the merchandise trade surplus being large enough to offset the deficit on the combined services and income accounts. Forecast summary (% unless otherwise indicated) Real GDP growthc Gross fixed investment growthc Gross agricultural production growthc Consumer price inflation (av) Consumer price inflation (year-end) Short-term interbank rate Government budget balance (% of GDP)c Exports of goods fob (US$ bn) Imports of goods fob (US$ bn) Current-account balance (US$ bn) Current-account balance (% of GDP) e External debt (year-end; US$ bn) Official exchange rate Kt:US$ (av)f Exchange rate Kt:US$ (av)g Exchange rate Kt:¥100 (av)g Exchange rate Kt:Bt (av)g



2007 a 3.4 6.0 1.4 35.0 d 28.6 d 17.0 d -3.0 6.2 3.0 1.5 8.9 7.0 5.6 d 1,290.0 1,095.3 37.4



2008 a 0.9 b 10.0 b -3.0 b 27.7 24.8 17.0 -3.5 b 6.4 3.7 0.9 4.2 b 7.1 5.3 1,210.0 1,141.9 36.3



2009 b 3.0 12.0 1.5 20.5 20.7 17.0 -3.6 6.2 3.8 0.6 2.5 7.2 5.5 1,300.0 1,262.1 37.2



2010 b 3.9 10.0 2.5 15.8 12.7 17.0 -3.6 6.5 4.1 0.6 2.0 7.2 5.5 1,350.0 1,374.0 38.6



a Economist Intelligence Unit estimates. b Economist Intelligence Unit forecasts. c Fiscal years (beginning April 1st of year shown). d Actual. e Fiscal years (beginning April 1st of year shown); at free-market exchange rate (which understates the size of GDP). f Official rate (there is a wide differential between the official and free-market rates). g Free-market rate.
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Monthly review: October 2008 The political scene Aung San Suu Kyi refuses food in protest against her detention



Aung San Suu Kyi, the leader of the main opposition party, the National League for Democracy (NLD), has won modest concessions from the military after refusing to accept deliveries of food (for personal use) over several weeks in August and September. However, the State Peace and Development Council (SPDC, the ruling military junta) has shown no sign that it is ready to release the NLD leader from house arrest. Her current period under house arrest has now stretched to more than six years. In late August NLD officials stated that Aung San Suu Kyi had begun to refuse the regular food deliveries sent to her house. There was some confusion over her intent, as no demands were made public and it was unclear whether she had gone on hunger-strike. In early September the NLD leader was allowed a rare meeting with her lawyer, Kyi Win, who reported only that she appeared to be in good health, despite having lost weight. On September 5th the NLD issued a statement confirming that Aung San Suu Kyi was refusing food in protest at her continued detention, as well as other restrictions placed on her and the two assistants who live with her. The party later stated that Aung San Suu Kyi was not on hunger-strike, but was eating “thriftily” from the small supplies stored at her home. The NLD leader appeared to have ended her protest in mid-September, accepting food supplies after the SPDC agreed to meet some of her demands. These include access to some international news and to regular mail from her family (she has two sons living in exile). Her two assistants (a mother and daughter who have shared Aung San Suu Kyi’s latest period in detention) will also be allowed some freedom of movement during the day, and monthly visits by her doctor are to be resumed. Despite these concessions, there have not been any signs that the junta is willing to release Aung San Suu Kyi or commence high-level talks. Indeed, the SPDC appears set on continuing the process of occasional meetings between Aung San Suu Kyi and the junta’s “liaison officer”, the labour minister, Aung Kyi. Senior members of the SPDC remain strongly opposed to face-to-face talks with the NLD leader. As well as refusing food for a number of weeks, Aung San Suu Kyi also refused to meet the few officials permitted to see her, including the UN special envoy to Myanmar, Ibrahim Gambari, during his visit in August. In early September the state-controlled press reported that she had refused to attend a meeting with Aung Kyi!the first since January. The NLD leader’s apparent refusal to meet Mr Gambari and Aung Kyi!the two main players in what the SPDC still maintains is a dialogue process!has sent a clear signal that she is unhappy at the lack of meaningful progress. The NLD and other opposition groups oppose Mr Gambari’s apparent backing of the SPDC’s “road map” process, which includes plans for an election in 2010. Mr Gambari appears to have accepted the 2010 election plan, calling for it to be credible, with the release of political prisoners and participation by the opposition. The NLD fears that any such election would merely serve to legitimise a military-backed regime.
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The UN has yet to find a way to engage the junta



Accepting that the UN has failed to make any firm progress in its efforts to bring about genuine political change in Myanmar, its secretary-general, Ban Ki-moon, stated in mid-September that the political advances he had hoped for had not occurred. He reiterated the UN’s call for the SPDC to begin a “credible and inclusive” political process and to address human rights concerns. Also in mid-September, after briefing the UN Security Council following his visit to the country in August, Mr Gambari said that it was time for the SPDC to release political prisoners and to resume dialogue with Aung San Suu Kyi. However, the SPDC has been ignoring such calls from the UN for years and there is nothing to indicate that it is about to change tack. The SPDC appears content to co-operate with the UN to a limited extent, allowing fairly regular visits by Mr Gambari, in a bid to secure UN approval for the road map process. If Mr Gambari has lost the confidence of Aung San Suu Kyi and the NLD, his position will become increasingly untenable. Opposition groups have called Mr Gambari’s visit in August a failure, given that Aung San Suu Kyi refused to meet him. However, for the time being, at least, he appears set to continue his “good offices” mission. Ban Ki-Moon is to visit Myanmar later this year in an effort to re-engage the junta and to build on the improved co-operation with some foreign governments that eventually resulted from the international relief effort following the cyclone in May. Mr Gambari has called for the work of the “Tripartite Core Group”, which was set up by the UN, the junta and the Association of South-East Asian Nations (ASEAN) to handle the relief effort, to continue, and for its mission to be extended to include broad social and economic assistance. The SPDC appears to have welcomed this suggestion, which enables it to be seen to be co-operating with the UN, while keeping UN involvement to social and economic matters, avoiding political issues.



More activists are detained amid heightened security



Security remained tight in many cities in September, one year after widespread pro-democracy protests swept the country before being violently suppressed by the junta. Harassment of opposition activists has intensified in recent weeks. In September the junta accused two NLD members of orchestrating a bomb attack in July that damaged an office belonging to the pro-junta Union Solidarity Development Association (USDA). The chief of police, General Khin Yi, stated that two NLD youth members, Yan Shwe and Zaw Zaw Aung, together with human rights activist Myint Aye, had been detained in connection with the bombing. (A number of other NLD members and activists were detained in September, accused of involvement in the 2007 protests or of planning more protests.) There were further bombings in September, with an explosion on a bus on the outskirts of the main commercial city, Yangon, injuring five people, early in the month, while in mid-September state media reported that two bombs had exploded in a nightclub in Bago division, killing two people and injuring nine others. Although the NLD has a long-standing policy of non-violence, it is possible that some breakaway groups have become involved in such activities. However, it is also possible that the junta is simply smearing the NLD and using the bombings as an excuse to round up politically active figures!as it has done in the past. Also in September, the police stated that a group called the New Generation for
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Democracy, which it claimed had been founded in late 2007 following antigovernment protests, had planned a series of bombings as well as an attempt to overthrow the government.



Economic policy The government eases conditions on aid inflows



In a rare sign of compromise in the face of demands from foreign donors, the SPDC has agreed to waive its policy requiring all foreign currency entering Myanmar to be exchanged into Foreign Exchange Certificates (FECs), at the ratio of FEC1:US$1. FECs trade at a discount to US dollars and so the UN and other aid agencies have incurred losses when changing FECs into local currency; the UN has claimed to have suffered a loss of US$1.6m through the forced exchange of US dollars for FECs. Prior to this decision, which was announced in August, the junta had already agreed to allow donors to pay for goods directly in US dollars, rather than exchanging US dollars for FECs and then for local currency. As part of an effort to iron out the problem, in late August the value of the FEC was raised from around Kt900:US$1 to Kt1,100:FEC1, a rate that is closer to the free-market rate for the US dollar, which has been trading at around US$1:Kt1,200. Despite these moves, the junta has shown no signs of bringing the country’s little-used official exchange rate into line with the free-market rate; in August, the official exchange rate averaged Kt5.2:US$1. There have been no other major policy developments during the past month. The junta continues to record solid growth in tax revenue in nominal terms. In April-June, the first quarter of the 2008/09 fiscal year, tax revenue rose by 37.6% year on year, to Kt119bn. No data are available on government spending, but the junta is thought to be running a large fiscal deficit, driven by heavy state-sector spending and substantial losses by state-owned enterprises.



Economic performance Food prices soar in May, before easing in June



The economy remains highly unstable. According to the latest figures from the Central Statistical Organisation (CSO), the consumer price index (CPI) rose by 30.5% year on year in May and 28.4% in June. Consumer prices leapt by 4% month on month in May, driven by a surge of 11.6% in food prices. The sharp increase in food prices in May was the result of shortages and disruption to food supplies in the south of the country following Cyclone Nargis. The cyclone devastated much of the country’s “food belt” around Yangon and in the Irrawaddy delta and caused widespread damage to roads and other supply routes. The government’s efforts to limit rice exports and control domestic trade are thought to have helped to stem the rise in rice prices in June!according to official figures, food prices dropped by 0.6% month on month in June. However, anecdotal evidence suggests that in some areas the price of rice and other staples failed to decline. Overall consumer price inflation averaged 29% year on year for the first six months of 2008, driven primarily by food price inflation of 30.4%. Prices in the clothing category of the CPI rose by 28.8% year on year in January-June, while
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prices were up by 26.4% in the housing and rent category and by 13.6% in the fuel and lighting category. New plant will give a slight boost to power supplies



Erratic power supplies are a problem for Myanmar’s industrial sector, which is plagued by frequent brownouts, forcing producers to rely on costly oil imports to keep generators running. However, in August the country’s electricity supply received a modest boost when the first two generators at the 600-mw Shweli River hydroelectricity plant, in Shan state, came on stream. The plant is being developed by a joint venture between a Chinese consortium, Yunnan United Power Development Company Limited, and Myanmar Ministry of Electricity No.1. According to officials from the ministry, the remaining four generators are expected to have begun production by April 2009. Power from the plant is expected to supply the important commercial city of Mandalay, where it will be connected to the national grid. The 600-mw plant is an important addition to the country’s electricity network. The Myanma Electric Power Enterprise had an installed power generation capacity of 1,684 mw, as of June, with around 44% of this coming from hydroelectric power. The next largest power plant after Shweli (the Paunglaung hydropower plant) has an installed capacity of only 280 mw, with most plants far smaller than this. However, even when the new plant is fully on stream, the impact on Myanmar’s power supply will be limited as, under the terms of the deal with the developers, only 15% of electricity produced there will remain in Myanmar, with the rest being sold to China. Although a number of other major hydropower plants are under development, most electricity will be sold for export. Power shortages are therefore expected to remain a significant constraint on Myanmar’s industrial production capacity.



Tourist arrivals fall sharply in the wake of the cyclone



In addition to having a severe negative impact on the domestic economy in terms of lost agriculture and manufacturing output, the cyclone has hurt tourism. Tourist arrivals fell by 35% year on year in May and by 17% year on year in June, totalling just 29,393 for these two months. Overland crossings (mainly from Thailand, and often only day trips) held up fairly well. However, arrivals by air!the main point of entry for tourists!collapsed, falling by 59% year on year in May to only 4,029 and by 39% in June, to 5,085. The massive destruction of infrastructure caused by Cyclone Nargis in Yangon and the south resulted in cancelled flights and disruption to travel for many weeks. The tourism authorities are hoping for some recovery in the sector by the start of the main tourist season, which runs from October to March. Some leading tourism destinations are planning special events, for example, a fair in the Inlay Lake area is planned for February 2009. A new visa-on-arrival policy may be piloted from November for some countries!replacing current procedures that can take many days. However, a dramatic upturn in arrivals is unlikely; arrivals will continue to be constrained by factors such as concern over political instability, and the impact of a boycott organised by pro-democracy groups.



Weak exports erode the merchandise trade surplus



Monthly Report October 2008



Export growth remained sluggish during the first half of 2008, while imports continued to rise strongly. Export revenue grew by 3.6% year on year in JanuaryJune, rising to Kt16.2bn (US$3bn at the official exchange rate, or around
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US$13.4m at the free-market rate). The sluggish performance was mainly the result of weak exports of natural gas, which fell by 0.5% year on year in the sixmonth period, to Kt5.5bn. Exports of pulses declined by 14.2% year on year to Kt1.9bn, while exports of teak and other hardwoods fell by 5.2% to Kt1.3bn. This poor performance in part reflects the disruption caused by Cyclone Nargis in May. The southern region, particularly around Yangon, is an important base for Myanmar’s small export-orientated manufacturing sector, which includes garments, rice milling, fish processing and production of wood items such as plywood and furniture. Factories throughout the south were hit hard by the cyclone, with buildings and machinery damaged and stocks lost. Other problems include the loss of power and damage to transport infrastructure. Some export sectors did manage a better performance, however. The value of Myanmar’s “other” exports, which includes sizeable exports of gems and jade, rose by 8.4% year on year in January-June, to Kt5bn. Despite sanctions imposed by the US, Myanmar’s exports of gems and jade have continued to rise, owing to strong regional demand. Most gem mining takes place in the centre and north of the country, and was thus unaffected by the cyclone. The import bill soared by 31.9% year on year to Kt10.8bn in January-June. Imports of machinery and transport equipment, the largest category of imports, surged by 80.4% year on year to Kt2.6bn; Myanmar is reliant on imports of most transport items and other kinds of machinery. Imports of refined mineral oil also rose, by 39.5% year on year to Kt1.8bn, driven by strong world prices. However, imports of synthetic and woven fabrics dropped by 18.5% year on year for the six-month period, reflecting the weak state of the export-orientated garment sector (garment exports are struggling with the impact of sanctions in the US and elsewhere, and dropped by 9.8% year on year in January-June.) With imports rising much more rapidly than exports, the merchandise trade surplus shrank by 27.3% year on year to Kt5.4bn for the first half of the year. Foreign trade (Kt m) Exports
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Data and charts Annual data and forecast P ro d uc t io n to rem o v e



GDPd Nominal GDP (US$ m) Nominal GDP (Kt bn) Real GDP growth (%) Expenditure on GDP (% real change)d Private consumption Government consumption Gross fixed investment Exports of goods & services Imports of goods & services Origin of GDP (% real change)d Agriculture Industry Services Population and income Population (m) GDP per head (US$ at PPP)d Recorded unemployment (av; %) Fiscal indicators (% of GDP)d Central government budget revenue Central government budget expenditure Central government budget balance Prices and financial indicators Exchange rate Kt:US$ (av; official rate) Exchange rate Kt:US$ (av; free-market rate) Consumer prices (end-period, %) Stock of money M1 (% change; end-period) Stock of money M2 (% change; end-period) Lending interest rate (av; %) Current account (US$ m) Trade balance Goods: exports fob Goods: imports fob Services balance Income balance Current transfers balance Current-account balance External debt (US$ m) Debt stock Debt service paid Principal repayments Interest International reserves (US$ m) Total international reserves



2004 a 9,977 9,079 13.6



2005 a 11,221 12,287 13.6



2006 a



2007 b



2008 b



2009 c



2010 c



11,888 b 15,217 b 3.4 b



16,312 21,043 3.4



22,318 c 27,005 c 0.9 c



25,577 33,250 3.0



29,431 39,731 3.9



11.4 b 16.7 b 21.7 15.6 -16.5



10.2 b 26.2 b 29.7 3.6 2.3



3.0 b 15.0 b 5.0 b 12.0 b 30.0 b



2.0 15.0 6.0 10.0 9.0



-2.0 c 15.0 c 10.0 c 2.0 c 15.0 c



0.5 8.0 12.0 2.0 10.0



2.0 8.0 10.0 5.0 5.0



11.0 21.4 14.4



12.1 19.9 13.1



3.0 b 8.2 b 1.7 b



1.4 9.0 3.5



-3.0 c 13.0 c 0.6 c



1.5 6.8 2.9



2.5 7.9 3.6



47.6 496 b 5.2 b



48.0 447 b 5.0 b



48.4 443 b 5.3 b



48.8 a 436 5.2



49.2 442 c 5.0



49.6 439 4.9



50.1 427 7.9



5.4 b 7.3 b -1.9 b



4.6 b 6.7 b -2.2 b



4.4 b 7.1 b -2.6 b



4.2 7.2 -3.0



4.4 c 7.9 c -3.5 c



4.5 8.0 -3.6



4.5 8.1 -3.6



5.75 910 b 3.8 25.4 32.4 15.0



5.81 1,095 b 14.3 31.3 27.3 15.0



5.78 1,280 b 28.4 26.5 27.2 16.1



5.32 1,210 24.8 25.0 22.3 17.0



5.48 1,300 20.7 25.0 22.5 17.0



5.50 1,350 12.7 25.0 22.7 17.0



5.56 a 1,290 28.6 a 30.2 a 30.0 a 17.0 a



928 2,927 -1,999 -205 -745 134 112



2,009 3,753 -1,744 -241 -1,370 172 570



2,211 4,555 -2,343 -283 -1,291 122 759



3,206 6,170 -2,964 -308 -1,582 137 1,453



2,707 6,359 -3,652 -313 -1,831 372 935



2,428 6,227 -3,798 -324 -1,790 316 630



2,429 6,534 -4,105 -344 -1,825 320 580



7,239 125 93 33



6,645 107 81 25



6,828 86 61 25



7,022 131 78 52



7,112 120 74 46



7,163 111 71 39



7,185 108 74 33



685



782



1,248



1,862



2,262



2,591



2,812



a Actual. b Economist Intelligence Unit estimates. c Economist Intelligence Unit forecasts. d Fiscal years (beginning April 1st of year shown). Source: IMF, International Financial Statistics.
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Quarterly data P ro d uc t io n to rem o v e



Prices Consumer prices (2000=100) Consumer prices (% change, year on year) Financial indicators Exchange rate Kt:US$ (av; official rate) Exchange rate Kt:US$ (av; free-market rate)a Central bank rate (end-period; %) Deposit rate (av; %) Lending rate (av; %) M1 (end-period; Kt bn) M1 (% change, year on year) M2 (end-period; Kt bn) M2 (% change, year on year) Sectoral trends, production Natural gas (bn cu ft) Tin in concentrates (tonnes) Crude oil ('000 barrels) Jade (tonnes) Gems ('000 carats) Foreign trade (Kt m) Exports fob Imports cif Trade balance Foreign payments (US$ m) Merchandise trade balance Services balance Income balance Net transfer payments Current-account balance Reserves excl gold (end-period)



2006 3 Qtr



4 Qtr



2007 1 Qtr



2 Qtr



3 Qtr



4 Qtr



2008 1 Qtr



2 Qtr



370.6 24.4



402.9 26.6



433.0 37.0



466.8 38.9



513.3 38.5



525.0 30.3



558.6 29.0



602.6 29.1



5.74 1,350 12.0 12.0 15.3 2,312 27.5 3,192 27.4



5.71 1,297 12.0 12.0 17.0 2,472 26.5 3,373 27.2



5.67 1,290 12.0 12.0 17.0 2,682 25.5 3,637 27.1



5.61 1,250 12.0 12.0 17.0 2,744 24.9 3,819 28.3



5.55 1,310 12.0 12.0 17.0 2,956 27.8 4,078 27.7



5.41 1,310 12.0 12.0 17.0 3,217 30.2 4,384 30.0



5.34 1,183 n/a n/a n/a n/a n/a n/a n/a



5.23 1,155 n/a n/a n/a n/a n/a n/a n/a



116 243 1,957 3,054 5,180



116 222 1,959 3,343 4,483



114 159 1,885 6,726 6,354



119 210 1,919 7,494 7,178



119 177 1,938 2,930 5,176



118 222 1,883 2,854 4,956



116 202 1,880 6,957 5,358



104 158 1,701 10,876 6,491



6,074 5,371 703



6,215 4,281 1,934



8,970 4,855 4,116



6,683 3,279 3,404



13,186 4,741 8,445



6,260 5,305 954



n/a n/a n/a



n/a n/a n/a



195.4 -80.3 -112.6 24.1 26.6 1,089.8



451.2 -79.1 -199.0 39.6 212.7 1,235.6



789.9 -169.7 -237.4 50.2 433.0 1,895.3



n/a n/a n/a n/a n/a 1,782.8



n/a n/a n/a n/a n/a n/a



n/a n/a n/a n/a n/a n/a



n/a n/a n/a n/a n/a n/a



n/a n/a n/a n/a n/a n/a



a Economist Intelligence Unit estimates. Sources: Central Statistical Organisation, Selected Monthly Economic Indicators; IMF, International Financial Statistics.
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Monthly data P ro d uc t io n to rem o v e



Jan Feb Mar Exchange rate Kt:US$ (av; official rate) 2006 5.88 5.93 5.91 2007 5.69 5.68 5.64 2008 5.37 5.37 5.28 Exchange rate Kt:US$ (av; free-market) 2006 1,100 1,100 1,150 2007 1,300 1,300 1,270 2008 1,250 1,200 1,100 Money supply 1 (% change, year on year) 2006 29.7 29.8 26.7 2007 29.6 27.6 25.5 2008 n/a n/a n/a Money supply 2 (% change, year on year) 2006 28.0 28.2 25.1 2007 28.8 27.7 27.1 2008 n/a n/a n/a Deposit rate (av; %) 2006 9.5 9.5 9.5 2007 12.0 12.0 12.0 2008 n/a n/a n/a Lending rate (av; %) 2006 15.0 15.0 15.0 2007 17.0 17.0 17.0 2008 n/a n/a n/a Consumer prices (av; % change, year on year) 2006 10.3 12.0 12.6 2007 34.6 37.5 38.7 2008 29.1 29.0 28.8 Foreign-exchange reserves excl gold (US$ m) 2006 807 781 890 2007 1,299 1,421 1,895 2008 n/a n/a n/a



Apr



May



Jun



Jul



Aug



Sep



Oct



Nov



Dec



5.86 5.60 5.20



5.72 5.61 5.24



5.76 5.63 5.26



5.76 5.56 5.22



5.72 5.56 n/a



5.74 5.51 n/a



5.77 5.46 n/a



5.71 5.36 n/a



5.64 5.40 n/a



1,450 1,250 1,115



1,350 1,250 1,150



1,270 1,250 1,200



1,350 1,280 1,185



1,350 1,300 1,190



1,350 1,350 n/a



1,320 1,300 n/a



1,310 1,310 n/a



1,260 1,320 n/a



27.0 25.0 n/a



29.8 20.7 n/a



26.1 24.9 n/a



26.8 22.8 n/a



24.9 25.8 n/a



27.5 27.8 n/a



26.7 30.8 n/a



26.4 32.0 n/a



26.5 30.2 n/a



24.8 26.9 n/a



26.8 25.4 n/a



24.3 28.3 n/a



25.6 26.5 n/a



24.6 28.1 n/a



27.4 27.7 n/a



27.7 29.4 n/a



27.1 30.8 n/a



27.2 30.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



12.0 12.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



12.0 17.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



17.0 17.0 n/a



12.1 40.9 28.3



16.0 38.7 30.5



20.9 37.1 28.4



22.9 36.3 n/a



25.5 34.5 n/a



24.8 34.2 n/a



24.4 32.7 n/a



27.0 29.8 n/a



28.4 28.6 n/a



867 1,369 n/a



925 1,652 n/a



939 1,783 n/a



1,038 n/a n/a



1,127 n/a n/a



1,090 n/a n/a



1,115 n/a n/a



1,255 n/a n/a



1,236 n/a n/a



Sources: IMF, International Financial Statistics; Haver Analytics.
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Annual trends charts P ro d uc t io n to rem o v e



Annual trends charts Real GDP growth
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Current-account balance
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Main destinations of exports, 2007



Main origins of imports, 2007



(share of total) Others 20.7%



(share of total) Thailand 44.7%



Hong Kong 1.6% South Korea 2.1%



India 3.5%



Malaysia 2.6%



Malaysia 4.4%



Japan 5.6% India 14.1%



Singapore 16.8%



Source: Economist Intelligence Unit.
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Monthly trends charts P ro d uc t io n to rem o v e



Monthly trends charts Consumer price inflation
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Monetary aggregates



Foreign-exchange reserves
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Natural gas: US spot price



Oil: Brent crude price
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Country snapshot Political structure Official name



Union of Myanmar



Form of state



Military dictatorship



The executive



Following a military coup in September 1988, the State Law and Order Restoration Council (SLORC) assumed executive power; in 1997 the SLORC was renamed the State Peace and Development Council (SPDC)



Head of state



Chairman of the SPDC, Senior General Than Shwe



National legislature



National elections



National government Main political organisations



Main political parties Main members of the State Peace and Development Council



Key ministers



Central bank governor
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The Pyithu Hluttaw (People’s Assembly) was abolished after the military coup in 1988; an election was held for a new People’s Assembly in 1990, resulting in an overwhelming victory for the opposition National League for Democracy (NLD), but the junta refused to recognise the result. In 2003 the junta announced a seven-point “road map” that would lead to the convening of parliament following fresh elections In February 2008 the junta announced plans to hold a multiparty national election in 2010 as a stage on its reform road map. It remains unclear under what conditions the election will take place The SPDC controls all the organs of state power Since the military coup, most political parties have been declared illegal. The few that are still officially registered face many restrictions on their activities. The NLD is the most significant remaining opposition political party. The junta has developed the Union Solidarity Development Association, which was set up in 1993 as a welfare organisation, into a quasi-political party and support bloc for the military regime. A number of ethnicbased political and armed groups also exist NLD; National Unity Party (NUP); Shan Nationalities League for Democracy (SNLD) and other ethnic-based parties Chairman Vice-chairman Secretary-1 Prime minister



Senior General Than Shwe Deputy Senior General Maung Aye Lieutenant General Tin Aung Myint Oo Lieutenant General Thein Sein



Agriculture Commerce Defence Energy Finance & revenue Foreign affairs Home affairs Industry-1 Industry-2 Labour Mining Telecommunications, posts & telegraphs



Major General Htay Oo Brigadier General Tin Naing Thain Senior General Than Shwe Brigadier General Lun Thi Major General Hla Tun Major General Nyan Win Major General Maung Oo Aung Thaung Vice-Admiral Soe Thein Aung Kyi Brigadier General Ohn Myint Brigadier General Thein Zaw
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