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This	 policy-oriented	 document	 aims	 to:	 i)	 identify	 the	 main	 constraints	 that	 entrepreneurs	 and	
companies	 face	when	 seeking	 to	access	 finance	 in	Myanmar;	 ii)	 give	an	 indication	of	 the	adverse	
impact	that	stems	from	these	constraints;	 iii)	where	pertinent,	suggest	how	other	transitional	and	
developing	economies	have	sought	to	address	this	issue;	and	iv)	offer	some	recommendations	as	to	
how	 these	 constraints	 could	 be	 addressed	 by	 policy-makers	 and	 other	 stakeholders.	 	 The	
information	 provided	 stems	 from	 empirical	 research	 conducted	 into	 both	 the	 ‘demand	 side’	 (ie.	
companies	looking	for	finance)	and	‘supply	side’	(ie.	providers	of	finance)	in	Yangon.		The	report	is	
broadly	 divided	 into	 three	 main	 sections,	 namely:	 i)	 general	 principles	 of	 finance	 provision;	 ii)	
current	debt	finance	constraints	in	Myanmar;	and	iii)	emerging	non-debt	financing	constraints.	
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1.	General	principles	of	access	to	finance	for	business	
The	 issues	 identified	 and	 discussed	 in	 parts	 2	 and	 3	 of	 this	 constraints	 report	 underline	 the	
importance	of	the	following	key	principles	entailed	in	access	to	finance	for	business:	

1.1	Macro-economic	importance	of	financial	intermediation	
It	is	virtually	impossible	for	a	vibrant	economy	and	robust	corporate	sector	to	operate	without	the	
role	provided	by	banks	and	other	financial	sector	agents	as	‘financial	intermediators’.		Their	primary	
economic	role	is	to	pump	excess	savings	and	other	funds	from	one	part	of	an	economy	where	there	
excess	funds	to	other	parts	where	there	is	a	shortage,	and	where	those	funds	can	be	put	to	good	
use.		For	example,	rarely	do	companies	have	sufficient	finance	–	whether	from	their	assets	or	their	
cash	flows	–	to	fund	all	their	working	capital	and	fixed	capital	(investment)	needs,	and	it	is	here	that	
banks	and	other	financial	institutions	can	allocate	funds,	such	as	those	from	depositors.		If	capital	is	
regarded	 as	 the	 ‘life-blood’	 of	 an	 economy,	 then	 financial	 intermediaries	 –	 such	 as	 banks	 –	
collectively	serve	as	the	cardiovascular	system	which	pumps	it	around	the	‘body’.1	

1.2.	Financial	sector	regulation	and	oversight	
However,	 with	 such	 role	 comes	 a	 number	 of	 operational	 risks,	 which	 explains	 why	 banking	 and	
finance	tends	to	be	(quite	rightly)	one	of	the	most	regulated	business	sectors	in	any	economy.		The	
capital	being	allocated	may	span	the	savings	of	millions	of	individuals,	and	so	the	risk	of	these	funds	
being	abused	or	misallocated	in	some	way	need	to	be	controlled	carefully.2		Not	only	must	a	strong	
regulatory	framework	be	in	place,	but	it	also	needs	to	be	administered	and	enforced	properly.		This	
in	turn	necessitates	that	State	 institutions	–	such	as	the	central	bank	or	other	form	of	regulator	–	
have	adequate	 institutional	 capacity.3		 Like	money	 itself,	 the	banking	and	 finance	sector	 is	 largely	
built	on	trust,	and	if	that	trust	is	lost,	then	the	sector	ceases	to	function	efficiently,	and	the	flow	of	
funds	can	become	sclerotic.4		In	this	context,	the	recent	report	on	illicit	financial	flows	to	and	from	
Myanmar	 since	 1960	 do	 little	 to	 encourage	 confidence	 in	 the	 system,	 particularly	 with	 overseas	
financial	institutions	and	regulators.5	

1.3.	Good	governance	and	information	asymmetry	
But	trust	can	rarely	come	from	regulatory	enforcement	alone,	particularly	in	developing	economies.		
Good	conduct	needs	to	be	the	general	norm	in	the	way	that	banking	and	finance	is	practiced.		For	

																																																								
1	“...	banks	have	existed	since	ancient	times,	taking	deposits	from	households	and	making	loans	to	economic	
agents	requiring	capital.”		See	Allen,	Franklin	and	A	M	Santomero,	‘The	Theory	of	Financial	Intermediation’,	
Wharton	Working	Paper	(1996).		http://fic.wharton.upenn.edu/fic/papers/96/9632.pdf.	
2	Regulators	also	need	to	be	on	guard	for	informal	and	illegal	financial	practices,	such	as	‘loan	sharking’,	usury,	2	Regulators	also	need	to	be	on	guard	for	informal	and	illegal	financial	practices,	such	as	‘loan	sharking’,	usury,	
pyramid	schemes	and	‘ponzi’	schemes.	
3	As	capital	flows	and	banking	have	become	increasingly	global	in	scope	and	spanning	across	borders,	so	have	
the	risks	of	‘contagion’.		In	response,	international	regulators	and	guidelines	have	evolved,	of	which	the	Bank	
for	International	Settlements	and	the	Basel	Accords	are	perhaps	most	well	known.		https://www.bis.org	
4	The	worst	case	scenario	is	a	‘systemic’	bank	run,	whereby	many	depositors	seek	to	withdraw	their	money	
from	multiple	banks,	all	at	once,	and	at	a	pace	that	banks	are	unable	to	match.		With	most	of	those	deposits	
transferred	into	fixed	term	loans,	banks	are	rarely	in	a	position	to	suddenly	‘call	in’	those	loans,	in	a	bid	to	
meet	the	urgent	cash	demands	of	anxious	depositors.		This	is	the	most	fundamental	risk	that	commercial	
banks	and	financiers	face	(and	regulators	fear),	for	which	they	should	be	adequately	prepared.		Related	party-
lending	and	other	bad	practices	that	can	increase	the	degree	of	risk	are	typically	regulated	against,	and	need	
to	be	enforced.		The	events	of	early	2003,	when	Myanmar	encountered	such	a	‘bank	run’	is	still	recollected	by	
many,	and	serves	to	illustrate	how	quickly	popular	trust	can	be	lost,	and	how	difficult	it	can	be	to	regain,	even	
a	dozen	years	later.		See	Turnell,	Sean,	‘Myanmar’s	Banking	Crisis’,	ASEAN	Economic	Bulletin,	Vol.	20	No.3	
(Dec.	2003),	pp.	272-282.	
5	Kar,	Dev	and	Joseph	Spanjers.	Flight	Capital	and	Illicit	Financial	Flows	to	and	from	Myanmar:	1960-2013.	
Global	Financial	Integrity,	September	2015.	
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that	 to	 occur,	 a	 relatively	 high	 level	 of	 transparency	 needs	 to	 exist,	 so	 that	 errors	 or	 deliberate	
misdeeds	 can	 be	 identified	 and	 addressed	 promptly,	 before	 they	 become	 significant	 problems.		
That	 need	 for	 good	 governance	 practices	 and	 transparency	 extends	 beyond	 just	 banks	 and	
financiers,	 to	 also	 include	 borrowers	 in	 the	 corporate	 community.	 	 For	 banks	 and	 financiers	 to	
allocate	capital	effectively,	they	also	need	clients	to	display	–	and	prove	when	necessary,	through	
audited	 accounts	 and	 other	 business	 disciplines	 –	 an	 adequate	 level	 of	 integrity.	 	 Firms	 that	 are	
opaque	 in	 their	 business	 activities	 will	 inevitably	 find	 it	 difficult	 to	 access	 finance,	 or	 only	 at	
prohibitively	high	costs	(as	a	way	of	mitigating	the	additional	risk	entailed	for	the	financier).6	

1.4.	Quantity:	supply	side	liquidity	and	demand	side	appetite	
A	key,	but	sometimes	overlooked,	determinant	of	an	economy’s	banking	and	finance	sector	health	
is	 that	 of	 ‘liquidity’.	 	 If	 sufficient	 funds	do	not	 exist	 in	 the	 financial	 system,	 then	 it	 is	 difficult	 for	
effective	 ‘financial	 intermediation’	 to	 occur,	 regardless	 of	 the	 various	 regulatory	 and	 market	
measures	put	in	place.7		It	is	often	the	case	that	aggregate	demand	for	capital	exceeds	supply,	and	
banks	are	then	obliged	to	pursue	some	form	of	‘credit	rationing’.8		The	more	that	demand	exceeds	
supply,	the	greater	the	‘cost’	of	capital	(eg.	higher	interest	rates)	is	likely	to	be,	and	competition	for	
scarce	funds	becomes	more	 intense.	 	Thus,	when	confronted	with	more	applicants	for	funds	than	
can	 be	 supplied,	 banks	 and	 financiers	will	 typically	 opt	 to	 be	 risk-adverse,	 and	 select	 those	 they	
deem	to	be	the	safest	prospects.9		In	the	specific	case	of	Myanmar,	public	confidence	in	the	banking	
sector	 is	 not	 particularly	 strong,	 with	 few	 willing	 to	 consider	 long-term	 deposits,	 and	 many	 not	
willing	to	see	the	merits	of	using	bank	accounts	in	what	is	still	a	cash-dominated	economy.10	

1.5.	Quality:	providing	a	diverse	range	of	financial	products	and	services	
The	other	determinant	 to	 consider	 is	 not	 just	 quantity,	 but	 also	quality	 of	 financial	 products	 and	
service	provision.		The	financial	needs	of	companies	will	vary	greatly,	depending	on	what	precisely	
they	need	the	funding	for,	and	their	own	abilities	to	manage	those	funds.		While	it	is	often	(rightly)	
assumed	that	ordinary	lending	makes	up	the	bulk	of	all	financial	intermediary	activity,	it	is	certainly	
not	the	only	product	or	service	that	can	be	offered	to	firms.		Most	economies	host	a	diverse	range	

																																																								
6	This	is	often	referred	to	as	‘information	asymmetry’,	where	one	party	in	a	transaction	(such	as	a	loan	
agreement)	knows	more	than	the	counter-party.		If	a	bank	does	not	know	enough	about	its	borrowers,	then	it	
may	lend	to	the	wrong	kinds	of	firms	(known	as	‘adverse	selection’).		See	Akerlof,	George,	‘The	Market	for	
“Lemons”:	Quality	Uncertainty	and	the	Market	Mechanism’,	The	Quarterly	Journal	of	Economics,	Vol.	84	No.	3	
(1970),	pp.	488-500.		http://www.econ.yale.edu/~dirkb/teach/pdf/akerlof/themarketforlemons.pdf	
7	This	is	the	case	in	Myanmar,	where	private	commercial	banks	in	particular	are	“currently	not	well	capitalized	
and	do	not	engage	in	the	typical	kind	of	lending	and	financial	services	that	you	would	find	in	more	developed	
countries.		This	is	partly	because	Myanmar	is	still	largely	a	cash	economy	and	the	means	of	securing	loans	and	
deferred	payment	transactions	is	very	limited	in	terms	of	registering,	perfecting	and	enforcing	security	
instruments	such	as	mortgages,	charges	and	pledges.”	DFDL,	Legal,	Tax	and	Investment	Guide,	Myanmar	
2014,	p.	22.	
8	For	a	discussion	of	‘credit	rationing’,	see	Stiglitz,	Joseph	and	A.	Weiss,	‘Credit	Rationing	in	Markets	with	
Imperfect	Information’,	The	American	Economic	Review,	Vol.	71,	No.	3	(June	1981),	pp.	393-410.	
9	This	is	something	of	an	issue	in	Myanmar	where	banks	are	generally	limited	to	their	depositor	base	as	their	
primary	source	of	funding.		Further,	sometimes	only	‘connected’	persons,	or	those	with	personal	relations	
with	the	bank’s	owners,	are	deemed	to	be	safer	prospects,	with	no	rigorous	credit	assessment	procedure	
employed	by	the	bank.		As	a	result,	the	universe	of	lenders	is	highly	limited,	which	adds	to	contagion	risk,	and	
the	temptation	for	‘related	party	lending’.	
10	With	the	central	bank	essentially	setting	the	interest	rate	on	deposits,	virtually	all	banks	offer	the	maximum	
permissible	amount	on	one-year	maturity	loans.		This	then	neutralizes	any	potential	depositor	appetite	for	
longer	fixed-term	deposits	of	2,	3	or	5	years,	as	such	depositors	would	(rightly)	expect	to	receive	a	higher	rate	
of	interest	to	reward	them	for	the	extra	risk	entailed.		Thus,	all	fixed	term	deposits	stay	capped	at	one	year	
tenor.	
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of	businesses	–	from	small	to	large,	from	start-ups	to	mature,	from	exporters	to	importers,	service	
sector	 to	 agricultural	 sector,	 and	 so	 on	 –	 and	 thus	 need	 to	 provide	 different	 kinds	 of	 funding	 to	
meet	 their	 different	 requirements.	 	 Where	 regulatory	 frameworks	 or	 other	 factors	 serve	 to	
constrain	 the	 range	 of	 financial	 products	 and	 services	 offered,	 then	 inappropriate	 or	 inefficient	
funding	can	occur,	and	the	potential	for	inefficiencies	and	unwanted	losses	will	increase.	

1.6.	Risk	management	and	moral	hazard	
Risk	management	 is	 critical	 for	 any	 bank	 or	 financial	 company	 that	wishes	 to	 be	 sustainable.	 	 A	
range	of	techniques	and	procedures	have	been	developed	over	time	to	assist	in	this	regard,	notably	
in	areas	such	as	managing	the	mismatch	in	maturities	between	money	deposited	and	money	lent,	
and	 ensuring	 that	 the	 portfolio	 of	 liabilities	 is	 adequately	 diversified.	 	 Various	 kinds	 of	 asset	 and	
liability	 committees	 and	 credit	 committees	 are	 typically	 established,	 to	 frequently	 monitor	
activities,	 to	 ensure	 that	 internal	 guidelines	 are	 being	 adhered	 to,	 and	 that	 external	 laws	 and	
regulations	 are	 being	 complied	with.	 	 It	 is	 also	 important	 that	 financiers	 do	 not	 believe	 that	 the	
State	will,	for	fear	of	facing	a	systemic	crisis,	always	be	available	to	patch	up	a	major	loss	of	some	
kind.		Such	a	belief	–	often	referred	to	as	‘moral	hazard’	–	can	lead	to	recklessness.11		It	is	therefore	
important	that,	when	circumstances	demand,	banks	and	financial	institutions	can	be	allowed	to	fail,	
unless	 there	 are	 very	 relevant	 and	 convincing	 reasons	why	 such	 a	 development	would	 adversely	
impact	on	the	wider	economy.12	

1.7.	Sustainability	from	profitability	
Banks	are	a	strategic	component	of	a	national	economy,	and	should	not	be	 left	completely	at	the	
mercy	of	market	forces.		However,	if	they	are	to	be	sustainable,	then	the	best	guarantee	of	this	is	
through	commercial	viability.	 	Loss-making	banks	and	finance	companies	that	are	privately-owned	
will	inevitably	become	insolvent	and	require	liquidation.		Loss-making	banks	and	finance	companies	
that	are	State-owned	are	a	burden	on	 the	national	budget,	 if	 they	need	 to	be	kept	alive	 through	
additional	injections	of	capital.		Loss-making	State-owned	banks,	reliant	on	budget	funding,	pose	an	
unfair	competitive	advantage	to	more	commercially	minded	banks,	and	have	the	potential	to	stunt	
growth	of	the	sector	as	a	whole.		It	is	therefore	important	that	ways	are	found	to	direct	government	
funding	support	–	where	deemed	necessary,	perhaps	because	of	a	perceived	market	failure	of	some	
kind	–	through	the	existing	banking	community.			So	called	‘policy	banks’	should	be	used	only	as	a	
last	resort,	as	they	are	typically	expensive	to	capitalize	and	run.			

1.8.	Do	no	harm	
Finally	in	this	section,	it	is	always	important	to	try	and	avoid	creating	an	adverse	impact.		This	is	not	
always	easy,	as	unanticipated	side-affects	can	occur	from	any	intervention,	however	well	intended.		
Much	is	often	said	in	economic	development	about	the	need	to	avoid	creating	‘market	distortions’.	
And	 yet	most	 development	 activities	 tend	 to	 be,	 by	 their	 very	 design,	 distortionary,	 as	 they	 are	
trying	 to	overcome	a	 failure	of	 some	kind	by	creating	a	net	positive	distortion.	 	Nonetheless,	 it	 is	
important	that	when	trying	to	improve	access	to	finance	for	businesses	that	care	is	taken	to	ensure	
that	net	negative	distortions	do	not	occur.	 	 Subsidized	credit	or	guarantee	schemes	 that	 result	 in	
firms	becoming	dependent	on	soft	loans,	for	example,	are	harmful	in	the	long-run.		Similarly,	such	

																																																								
11	In	2009,	Paul	Krugman	depicted	‘moral	hazard’	thus:	“…any	situation	in	which	one	person	makes	the	
decision	about	how	much	risk	to	take,	while	someone	else	bears	the	cost	if	things	go	badly”.	
12	There	has	often	been	a	tendency	to	regard	some	financial	institutions	as	being	‘too	big	to	fail’,	meaning	that	
their	importance	to	the	overall	economy	makes	it	impossible	for	the	regulator	to	shut	them	down.		For	
example,	in	periods	when	the	public	in	Vietnam	has	become	concerned	about	the	stability	of	the	banking	
sector,	depositors	have	often	shifted	their	money	away	from	smaller	private	banks	to	larger	State-owned	
banks.		They	did	so,	not	because	they	thought	the	State-owned	banks	were	better	managed	or	intrinsically	
more	robust,	but	because	they	believed	them	to	be	too	big	(and	too	‘connected’)	to	fail,	even	when	their	non-
performing	loan	liabilities	were	larger	than	their	private	sector	competitors.	
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funding	schemes	that	are	tied	to	eligibility	conditions	–	such	as	those	defining	SMEs,	or	a	particular	
type	of	firm	–	can	also	result	in	unwanted	(ie.	net	negative)	consequences.13	

2.	Debt	financing	constraints	
At	 present,	 Myanmar	 clearly	 has	 a	 number	 of	 constraints	 pertaining	 to	 debt	 financing	 (ie.	 the	
issuance	of	credit)	for	its	business	community.		This	is	reflected	in	the	most	recent	iteration	of	the	
World	Bank’s	‘Doing	Business’	survey	suggests,	where	Myanmar	ranks	171st	in	the	world	for	‘getting	
credit’.14		Also	of	relevance	in	this	regard,	Myanmar	scores	poorly	for	resolving	insolvency	(ranked	
160th),	enforcing	contracts	(185th),	both	of	which	add	to	the	risks	entailed	in	providing	debt	finance	
to	Myanmar	firms.15		A	similar	picture	is	apparent	in	the	latest	Global	Competitiveness	Index	(2015-
16)	where	Myanmar	ranks	138th	(out	of	140	countries)	for	financial	market	development.	 	 Indeed,	
‘access	 to	 finance’	 is	 cited	as	being,	by	 far,	 the	most	problematic	 factor	 for	doing	business	 in	 the	
country.16	
	
It	 is	 in	this	context	that	we	next	seek	to	identify	ten	of	the	largest	constraints	to	debt	financing	in	
the	 country	 at	 present.	 	 The	 impact	 of	 Cyclone	 Nargis	 (2008)	 on	 development	 in	Myanmar	 was	
considerable,	and	echoes	of	 its	effects	are	still	evident	in	some	of	the	work	and	approaches	being	
conducted	 by	 government	 agencies,	 development	 partners	 and	 civil	 society	 organisations	 even	
today.		In	a	similar	way,	the	(obviously	much	less	deleterious)	impact	of	the	2003	systemic	banking	
crisis	 can	 still	 be	 discerned	 in	 some	 aspects	 of	 how	 the	 banking	 and	 finance	 sector	 operates	 in	
Myanmar	today,	particularly	with	regard	to	the	conservative	regulatory	framework	still	applied,	and	
the	overly	cautious	stance	taken	by	banks.17	

2.1.	Onerous	collateral	requirements	

2.1.1.	Constraint	
One	 of	 the	 largest	 constraints	 on	 bank	 lending	 in	 Myanmar	 is	 the	 legal	 requirement	 that	 all	
borrowers	must	provide	physical	collateral,	as	security	against	the	loan	becoming	non-performing.18		

																																																								
13	For	example,	in	order	to	remain	eligible	for	soft	loans	or	guarantees	provided	to	SMEs,	some	companies	
may	deliberately	remain	small,	and	avoid	scaling	up	their	activities,	or	even	divide	their	business	into	two,	so	
as	to	remain	SME-compliant.		As	a	result,	the	financing	scheme	is	inadvertently	causing	a	deleterious	‘bonzai’	
effect,	even	when	the	country’s	industrial	and	economic	development	policy	calls	for	an	increase	in	the	scale	
and	capacity	of	domestic	business	that	can	then:	i)	employ	more	people;	ii)	generate	improved	economies	of	
scale;	and	iii)	help	drive	the	competitiveness	of	the	economy.		A	case	of	good	intention,	but	bad	impact.	
14	The	World	Bank’s	‘Doing	Business’	survey	for	2015	spanned	189	countries.		The	survey	provides	a	diagnostic	
analysis	of	the	business	enabling	environment	in	each	country,	comprising	ten	metrics,	one	of	which	is	the	
ease	with	which	it	is	possible	to	access	credit.		Within	the	‘getting	credit’	component,	four	measures	are	used:	
i)	strength	of	legal	rights	(with	Myanmar	scoring	2	out	of	12);	ii)	depth	of	credit	information	(scoring	0	out	of	
8);	iii)	credit	registry	coverage	(0%	of	adults);	and	iv)	credit	bureau	coverage	(0%	of	adults).		For	a	detail	
review	of	this	issue,	see:	http://www.doingbusiness.org/data/exploreeconomies/myanmar#getting-credit	
15	See:	http://www.doingbusiness.org/data/exploreeconomies/myanmar#resolving-insolvency	and	
http://www.doingbusiness.org/data/exploreeconomies/myanmar#enforcing-contracts	
16	Claus	Schwab,	The	Global	Competitiveness	Report	2015-16.		World	Economic	Forum,	September	2015.		
There	are	eight	sub-pillars	to	the	financial	market	development	metric	used,	with	Myanmar	ranking	140th	(ie.	
bottom)	for	‘ease	of	access	to	loans’.		For	the	perceived	‘general	soundness	of	banks’,	Myanmar	ranks	130th.		
See:	http://reports.weforum.org/global-competitiveness-report-2015-2016	and	
http://reports.weforum.org/global-competitiveness-report-2015-2016/economies/#economy=MMR	
17	For	a	contemporary	analysis	of	the	crisis,	see	Turnell,	Sean	and	Adam	Vicary,	‘Burma’s	Banking	Crisis:	A	
Commentary’,	in	Burma	Economic	Watch,	6th	March	2003.		(http://www.ibiblio.org/obl/docs/BEW2003-
03.htm)	
18	See	Notifications	1/2005	(‘rules	for	loans	programmes	at	commercial	banks’)	and	1/2008	(‘rules	for	
commercial	banks’).		Paragraph	3	of	notification	1/2005	states	that	without	collateral,	banks	are	not	
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The	collateral	almost	always	has	to	be	in	the	form	of	land	or	property	(‘immovable	assets’),	with	the	
right	 documentation	 available	 to	 prove	 authenticity	 of	 ownership	 (sometimes	 a	 problem,	
particularly	in	rural	areas).19		Banks	will	typically	take	possession	of	the	original	title	documents,	so	
as	 to	prevent	any	subsequent	 transfer	of	ownership.	 	 Further,	 the	market	value	of	 that	 collateral	
typically	must	be	significantly	greater	than	the	cash	value	of	the	 loan.20		This	 is	a	major	constraint	
for	 SMEs	 in	 particular,	 as	 many	 will	 lack	 any	 eligible	 collateral	 to	 offer,	 other	 than	 perhaps	 the	
private	assets	of	the	principal	owner(s).	

2.1.2.	Impact	of	the	constraint	
The	impact	of	this	constraint	is	significant,	particularly	for	smaller	companies,	and	those	unable	to	
provide	the	appropriate	kind	of	collateral.		Businesses	that	are	unable	to	offer	the	right	kind	or	scale	
of	collateral	are	effectively	shut	out	of	the	financial	sector	in	Myanmar,	and	must	rely	on	their	own	
or	alternative	financial	resources	to	fund	all	their	working	capital	and	fixed	capital	needs.		This	can	
then	 prevent	 them	 from	 growing,	 and	 obliging	 them	 to	 stay	 small.21		 Some	 companies	may	 also	
resort	 to	 fraudulent	 practices	 in	 order	 to	 offer	 collateral	 that	 they	 do	 not	 actually	 own	 or	 have	
already	pledged	elsewhere,	or	resort	to	the	use	of	informal	sources	of	funding,	such	as	‘loan	sharks’	
and	unofficial	 lenders	 (typically	demanding	usury	 rates	of	 interest).	 	Another	 risk	entailed	here	 is	
that	banks	and	other	finance	providers	are	overly	exposed	to	the	fortunes	of	price	volatility	in	the	
property	market.22	

																																																																																																																																																																											
permitted	to	provide	loans.		Paragraph	3	of	notification	1/2008	states	that	if	any	loans	without	collateral	are	
discovered	by	the	regulatory	authorities,	a	fine	equivalent	to	2%	of	the	net	profit	made	from	that	loan	will	be	
imposed	on	the	pertinent	bank.		Officially	at	least,	under	the	1882	Transfer	of	Property	Act	and	the	1909	
Registration	Act,	all	mortgages	on	immovable	property	must	be	registered	with	the	Office	of	the	Registration	
of	Deeds	(ORD).		See	DFDL,	Legal,	Tax	and	Investment	Guide,	Myanmar	2014,	p.	26.	
19	More	recently,	banks	have	also	been	able	to	take	gold	bullion	and	select	crops	as	collateral,	in	certain	
circumstances,	but	this	has	yet	to	become	a	widespread	practice,	and	we	have	not	been	able	to	review	the	
specific	regulations	on	this	issue.		Regulations	issued	in	2011-2012	seem	to	indicate	that	savings,	gold	and	
treasury	bonds	could	be	pledged	as	collateral,	with	loans	valued	at	75%-80%	of	the	value	of	the	collateral	
pledged.		But	the	vast	majority	of	firms	will	not	have	access	to	these	kinds	of	collateral,	and	those	who	do	will	
probably	not	need	to	take	out	loans	valued	at	just	75-80%.		The	1872	Contract	Act	does	allow	for	movable	
property	to	be	pledged	as	collateral,	but	we	did	not	hear	of	any	commercial	banks	willing	to	take	such	assets	
as	security.	
20	One	commercial	bank	advised	us	that	it	was	standard	practice	to	value	the	collateral	offered	at	less	than	
current	market	price	(such	as	the	forced	sale	value,	presumably	to	allow	for	any	deterioration	in	asset	
valuations	or	the	need	for	a	forced	sale),	and	having	then	established	a	figure,	would	negotiate	with	the	
prospective	borrower	on	what	size	of	loan	could	be	made	available,	typically	much	less	(around	40-60%)	than	
the	value	of	the	collateral.		Not	only	is	this	time	consuming	and	adds	to	the	transaction	costs	of	lending,	but	it	
also	means	that	the	collateral	is	driving	the	size	of	loan	granted,	rather	than	the	size	of	loan	being	
commensurate	with	the	specific	needs	of	the	borrower	(eg.	a	loan	to	acquire	a	specific	piece	of	machinery).	
21	Small	firms	are	unable	to	develop	economies	of	scale	and	many	of	the	other	attributes	that	they	need	to	be	
competitive,	connect	with	larger	customers,	and	participate	in	cross-border	production	networks,	etc.	
22	If	land	and	property	are	effectively	the	only	acceptable	assets	to	pledge	as	security	on	a	loan,	then	property	
development	will	probably	be	one	of	the	sectors	to	which	banks	can	lend	most	readily.		However,	the	
property	market	in	most	economies	is	highly	cyclical	in	nature,	as	demand	and	supply	volumes	shift	over	time,	
resulting	in	price	volatility	for	the	assets	and	earnings	in	this	sector.		This	volatility	can	then	pose	risks	for	
lenders,	particularly	in	cases	where	they	are	exposed	to	a	relatively	small	number	of	borrowers	in	the	sector,	
or	even	related	parties.		This	has	been	evident	in	Vietnam	since	2008,	when	excess	supply	in	parts	of	the	
property	market	caused	the	sector	to	contract	markedly	for	an	extended	period,	and	then	posed	problems	to	
those	banks	that	had	previously	lent	aggressively	to	speculators	in	this	sector,	resulting	in	uncomfortably	
higher	non-performing	loan	levels,	and	a	reduction	in	overall	credit	growth	to	other	(ie.	non-property)	
business	sectors.		Most	recently,	as	various	government	stimulus	measures	by	the	Hanoi	government	–	
including	a	new	law	on	real	estate	business,	issued	in	2014	–	have	helped	revive	elements	of	the	property	
market,	bank	lending	to	the	property	sector	is	on	the	rise	again,	signaling	the	start	of	another	sectoral	cycle.		
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2.1.3.	Good	practice	
There	 are	 various	 means	 by	 which	 banks	 and	 financial	 institutions	 can,	 where	 permitted	 by	
regulators,	 provided	 collateral-free	 loans	 and	 financing	 to	 eligible	 companies.	 	 In	 addition	 to	
widening	 the	 definition	 of	 what	 collateral	 can	 be	 offered	 to	 secure	 a	 loan,	 a	 number	 of	 other	
practices	can	be	employed.	 	One	 is	 to	develop	a	 form	of	quantitative	 ‘credit	 scoring’	 system	that	
allows	 financiers	 to	 make	 surprisingly	 accurate	 forecasts	 on	 the	 likelihood	 that	 a	 prospective	
borrower	will	default.23		If	a	company	has	a	consistent	track	record	of	strong	earnings	and	cash	flow	
generation,	its	ability	to	service	and	repay	a	loan	may	actually	be	greater	than	a	firm	that	appears	to	
have	 collateral	 but	 is	 loss-making	 or	 has	 patchy	 earnings.	 	 Another	 policy	 option	 is	 to	 look	 at	
alternative	 forms	 of	 debt-based	 funding,	 other	 than	 lending,	 such	 as	 financial	 leasing	 (also	 see	
below)	and	factoring.			

2.1.4.	Recommendation	
We	would	recommend	that	the	relevant	articles	in	notifications	2005/1	and	2008/1	are	amended,	
so	 as	 to	 permit	 for	 a	 less	 stringent	 requirement	 on	 collateral-based	 lending	 activity.	 	We	would	
further	 recommend	 that	 the	 next	 iteration	 of	 the	 law	 on	 banks	 and	 financial	 institutions	 also	
legislates	for	a	markedly	more	liberal	approach	to	the	collateral	requirement.	 	Banks	and	financial	
companies	that	are	able	to	display	to	the	regulator	an	ability	to	use	other	forms	of	effective	credit	
risk	 analysis	 and	 management	 should	 be	 granted	 permission	 to	 dispense	 with	 the	 mandatory	
requirement	for	collateral,	where	appropriate,	and	subject	to	certain	aggregate	limits.		We	believe	
this	would	have	the	potential	to	considerably	increase	the	universe	of	viable	companies	that	could	
then	gain	access	 to	 formal	 funding	 in	Myanmar.	 	There	may	also	be	the	need	for	 revisions	 to	 the	
current	 Contract	 Act,	 so	 as	 to	 allow	 banks	 and	 other	 lenders	 to	 take	 other	 forms	 of	movable	 or	
intangible	assets	as	collateral.			

2.2.	Interest	rate	inflexibility	

2.2.1.	Constraint	
The	 interest	 rates	 set	 for	 both	 deposits	 and	 loans	 are	 tightly	 regulated	 by	 the	 central	 bank	 in	
Myanmar.24		Thus,	banks	may	only	offer	interest	rates	within	relatively	narrow	bands.25		While	such	

																																																																																																																																																																											
“According	to	the	State	Bank	of	Viet	Nam,	in	the	first	eight	months	of	the	year	banking	credit	grew	at	10.23	
per	cent	compared	to	4.33	per	cent	a	year	earlier.	It	is	expected	to	grow	at	15-17	per	cent	this	year.	…	But	
there	are	some	worries,	especially	since	a	considerable	amount	of	money	has	been	lent	to	buy	or	develop	
property,	one	of	the	four	categories	of	borrowers	with	the	highest	bad	debts	as	of	[30th	April	2015],	according	
to	the	National	Financial	Supervision	Committee.		See:	http://vietnamnews.vn/economy/business-
beat/276336/bank-credit-floods-back-into-housing-market.html	
23	Modern	forms	of	credit	scoring	typically	require	a	considerable	‘bank’	of	data	on	past	loans,	from	which	to	
develop	a	statistical	tool	of	analysis	that	then	allows	banks	and	financiers	to	forecast	the	likelihood	that	a	
borrower	will	default.		However,	it	is	feasible	to	work	with	less	data	through	the	use	of	more	‘judgmental	
scoring	models’	that	focus	on	more	traditional	forms	of	credit	analysis.		One	advantage	of	credit	scoring	is	
that	it	reduces	the	transaction	costs	of	assessing	individual	loan	applications,	which	then	allows	lenders	to	
make	smaller	loans	than	were	previously	possible.		This	is	particularly	helpful	when	lending	to	SMEs	and	
small-scale	entrepreneurs.		Credit	scoring	also	removes	any	subjective	bias	in	the	credit	risk	analysis,	and	can	
help	prevent	dubious	credit	decisions	being	made.		These	methods	have	been	pursued	in	a	number	of	
regional	countries,	including	the	Philippines	and	Thailand,	among	others.		There	has	also	been	some	
discussion	of	introducing	an	ASEAN	benchmark	for	SME	credit	rating.		Also	see	Yoshino,	Naoyuki	et.	al.	‘SME	
Credit	Risk	Analysis	Using	Bank	Lending	Data:	An	Analysis	of	Thai	SMEs’,	ADB	Institute	Working	Paper,	No.	
536,	July	2015.	
24	See	Article	41	of	the	Law	on	the	Central	Bank	of	Myanmar	(CBM).		Indeed,	the	government’s	regulations	–	
such	as	those	contained	in	Notification	2008/1	(Dec.	2008)	by	the	Ministry	of	Finance	–	are	overly	prescriptive	
and	too	conservative	in	various	ways.		For	example,	banks	may	not	take	deposits	in	excess	of	ten	times	their	
paid-up	capital,	have	a	capital	adequacy	ratio	(ie.	the	total	capital	of	the	bank,	expressed	as	a	percentage	of	
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a	 system	 does	 guard	 against	 usury	 practices	 (at	 least	 in	 the	 formal	 financial	 sector),	 it	 causes	 a	
number	of	adverse	impacts.		In	the	context	of	access	to	finance	for	companies,	the	key	constraint	is	
that	it	prevents	banks	and	financial	companies	from	‘pricing	for	risk’;	that	is,	calibrating	the	interest	
rate	on	individual	 loans	to	be	commensurate	with	the	perceived	risk	of	the	specific	borrower.26		 It	
can	also	tempt	less	scrupulous	bankers	and	financiers	to	set	unofficial	‘black	market’	rates	on	loans,	
through	various	means.	It	is	not	uncommon	for	pawn	shops	and	informal	lenders	to	set	particularly	
high	 interest	 rates,	 relative	 to	 the	 formal	 banking	 sector,	 but	 this	 can	 often	 be	 the	 only	 form	of	
finance	available	for	SMEs	

2.2.2.	Impact	of	the	constraint	
If	banks	and	financiers	are	not	able	to	‘price	for	risk’	in	setting	interest	rates	on	loans,	they	will	have	
little	 choice	 but	 to	 employ	 a	 strict	 form	 of	 ‘credit	 rationing’,	 and	 only	 lend	 to	 the	 least	 risky	
applicants.	 	 These	 are	 likely	 to	 be	 larger	 companies	 and	 ones	with	which	 they	 have	 had	 a	 long-
standing	(or	personal)	relationship.		As	a	result,	younger,	less	well	known,	and	perhaps	more	‘risky’	
companies	are	effectively	shut	out	of	the	lending	market.		But	if	banks	and	finance	companies	were	
permitted	to	adjust	the	interest	rate	–	so	as	to	‘compensate’	and	motivate	them	for	allocating	some	
of	their	loan	portfolio	towards	borrowers	perceived	to	be	more	risky	–	then	this	constraint	could	be	
addressed.	 	While	no	company	wants	to	pay	a	higher	rate	of	 interest	on	 its	 loan	than	others,	 this	
can	sometimes	be	a	more	attractive	proposition	than	getting	no	loan	at	all.	

2.2.3.	Good	practice	
Regulators	 should	seek	 to	ensure	 that	usury	 (unjustifiably	high)	 rates	of	 interest	on	 loans	are	not	
offered,	 whether	 by	 the	 formal	 or	 informal	 financial	 sector,	 typically	 by	 setting	 some	 form	 of	
‘ceiling’	 that	 cannot	 be	 breached.27		 For	monetary	 policy	 reasons,	 the	 central	 bank	 does	 need	 to	
establish	various	 ‘base	 rates’,	at	which	banks	deposit	or	borrow	funds	 from	the	government,	and	
between	themselves.		But	beyond	these	indicative	benchmarks,	commercial	banks	should	have	the	
ability	 to	 adjust	 their	 interest	 rates,	 depending	 on	 the	 risk	 profile	 of	 the	 borrower.28		 This	 then	
allows	 them	to	 ‘price	 for	 risk’,	and	 thereby	provide	 funding	 to	companies	 that	might	normally	be	
excluded.29	

																																																																																																																																																																											
its	risk	weighted	credit)	of	at	least	10%,	and	a	loan/deposit	ratio	of	70-80%.		With	inter-bank	borrowing	also	
restricted,	the	scale	of	aggregate	lending	is	capped	by	the	aggregate	amount	of	deposits,	and	the	aggregate	
amount	of	deposits	is	capped	by	the	paid-up	capital	of	banks.	
25	At	the	time	of	writing,	the	current	interest	rate	band	is	between	8%	(for	deposits)	and	13%	(for	loans).		
Typically,	most	banks	offer	8%	interest	on	all	their	deposits	and	13%	on	all	their	loans,	presenting	clients	and	
customers	with	little	competitive	choice.	
26	Determining	the	interest	rate	on	deposits	can	also	pose	difficulties,	as	banks	need	to	maintain	an	adequate	
‘interest	rate	margin’	between	the	rate	at	which	they	take	in	money	and	the	rate	at	which	they	lend	it	out.		If	
they	can	only	offer	interest	on	deposits	within	a	tight	band,	that	then	impacts	the	rate	at	which	they	can	lend.		
Higher	interest	rates	are	commonly	offered	to	depositors	willing	to	accept	fixed	term	deposits	of	longer	
maturity,	possibly	with	a	penalty	clause	if	they	opt	to	withdraw	their	funds	early.		In	Myanmar,	however,	this	
is	currently	not	feasible.	
27	Many	countries	have	usury	laws	(some	dating	back	many	centuries)	that	prohibit	the	use	of	unusually	high	
interest	loans	that	unfairly	enrich	the	lender,	and	also	criminalise	‘loan	sharking’.		Germany,	Japan	and	South	
Korea	are	just	three	examples	of	countries	with	usury	laws	still	in	place.	
28	As	with	any	allocation	of	capital,	the	‘return’	needs	to	be	adjusted	for	the	perceived	risk	entailed.		For	a	
cogent	overview	of	providing	funds	to	small	businesses,	see	Richard	Roberts,	‘Finance	for	Small	and	
Entrepreneurial	Business:	Why	is	lending	to	(or	investing	in)	a	small	firm	difficult?’		Chapter	2	of	
Entrepreneurship	for	Managers:	Strategic	Decision-Making	for	Business	Growth.		A	Routledge	Free-ebook,	
2015	(http://tandf.msgfocus.com/k/Tandf/entrepreneurship_free_ebook_opt_in_form)	
29	This	is	somewhat	similar	in	principle	to	the	interest	rates	attached	to	bonds	and	other	fixed	income	
instruments,	with	the	rate	of	interest	rate	typically	set	higher	for	higher	risk	issuers,	to	compensate	the	bond	
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2.2.4.	Recommendation	
We	 would	 strongly	 recommend	 that	 Article	 41	 of	 the	 Law	 on	 the	 Central	 Bank	 of	 Myanmar	 is	
amended	to	permit	commercial	lenders	to	have	markedly	greater	flexibility	in	the	setting	of	interest	
rates	on	loans	to	businesses.		(To	safeguard	against	egregious	interest	rates	being	charged,	a	usury	
law	or	regulation	could	be	implemented.)		We	would	further	recommend	that	the	next	iteration	of	
the	 law	 on	 banks	 and	 financial	 institutions	 legislates	 to	 allow	 commercial	 banks	 to	 have	 greater	
flexibility	in	the	setting	of	interest	rates	on	loans	(and	deposits).	

2.3.	Virtually	no	medium-	or	long-term	lending	available	

2.3.1.	Constraint	
At	present	in	Myanmar,	banks	may	not	issue	loans	of	more	than	one	year’s	maturity.30		Such	a	short	
‘tenor’	 effectively	 makes	 it	 impossible	 for	 borrowers	 to	 safely	 finance	 their	 fixed	 capital	 (ie.	
investment)	activities	 through	bank	 lending,	as	 the	period	of	depreciation	on	 items	 like	plant	and	
machinery	is	typically	3-10	years.31		Such	short-term	loans	can	only	be	safely	used	by	companies	for	
day-to-day	 working	 capital	 needs,	 or	 as	 ad	 hoc	 bridging	 loans.	 	 One	 argument	 in	 favour	 of	 only	
providing	 short-term	 loans	 is	 that	 all	 fixed	 term	deposits	 are	 also	 up	 to	 one	 year	maximum,	 and	
regular	deposits	can	be	closed	at	any	time.		So,	by	issuing	loans	of	one	year	maximum	tenor	only,	
the	banks	avoid	the	need	to	manage	any	maturity	mismatch	risk.		But	such	a	risk	is	an	integral	part	
of	 the	 ‘financial	 intermediation’	 process,	 and	 procedures	 and	 systems	 exist	 to	 help	mitigate	 this	
risk.	

2.3.2.	Impact	of	the	constraint	
At	present,	the	maximum	one	year	tenor	on	all	loans	means	that	Myanmar	is	lacking	an	important	
part	 of	 the	 ‘financial	 intermediation’	 formula.	 	 Those	 companies	 fortunate	 enough	 to	 have	
adequate	collateral	to	get	through	the	‘credit	rationing’	constraint	are	then	limited	to	how	they	can	
actually	 use	 the	 loan,	 because	 of	 the	 short	 tenor.	 	 This	 puts	 local	 companies	 at	 a	 significant	
disadvantage	 to	 both	 competitors	 in	 neighbouring	 countries	 and	 foreign	 invested	 companies	 in	
Myanmar,	 both	 of	 which	 can	 access	 longer-term	 loans	 to	 help	 finance	 their	 investment.32		 We	
would	 argue	 that	 to	 expect	 local	 companies	 to	 self-finance	 their	 long-term	 investment	 and	
expansion	 through	 retained	 earnings	 and	 balance	 sheet	 assets,	 or	 to	 (perilously)	 use	 short-term	
loans	for	long-term	financing	requirements,	is	erroneous.33	

																																																																																																																																																																											
holders	for	accepting	that	risk.		For	an	overview,	see	Layegue,	Ifori,	‘Risk	Based	Pricing’,	KPMG,	January	2011.		
https://www.kpmg.com/NG/en/IssuesAndInsights/Documents/Risk%20based%20pricing.pdf	
30	See	Notifications	2005/1	and	2008/1,	which	rule	against	medium-term	and	long-term	lending.	
31	In	such	cases,	it	is	the	borrowers,	not	the	financiers,	who	have	to	manage	the	maturity	mismatch.		For	
details	of	the	various	depreciation	rates	permitted	in	Myanmar,	see:	
http://www.mof.gov.mm/sites/default/files/incometaxregulationenglish_0.pdf.		
32	For	example,	some	SMEs	in	Thailand	can	get	loans	of	up	to	30	years	in	tenor,	with	a	value	up	to	three	times	
the	value	of	collateral.		See:	http://www.scb.co.th/en/business-banking/credit-for-business/special-credit-
program/more-than-10million/SCB_SME_3X.		Malaysian	SMEs	can	get	loans	with	tenors	of	three	years.		See:	
http://www.maybank2u.com.my	
33	We	are	aware	that	some	banks	and	borrowers	may	come	to	informal	agreements	that	allow	them	to	‘roll	
over’	one-year	loans,	multiple	times,	so	that	the	tenor	is	actually	longer	than	it	may	seem.		However,	this	is	
against	the	letter	and	spirit	of	the	law,	as	it	currently	stands,	and	also	puts	the	borrower	at	risk,	should	such	
an	informal	agreement	be	severed	by	the	bank,	as	the	firm	has	no	legal	recourse.		It	also	necessitates	the	
company	briefly	paying	back	the	loan	at	the	end	of	each	annual	cycle,	which	can	put	a	strain	on	its	cash	flows	
and	cash	management.	
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2.3.3.	Good	practice	
There	is	considerable	evidence	from	other	developing	and	transitional	countries	on	the	importance	
–	and	viability	–	of	providing	long-term	loans	to	companies	to	help	finance	their	investment	needs,	
in	 addition	 to	 short-term	 loans	 for	 their	 working	 capital	 needs.	 	 The	 banking	 sectors	 in	 all	 of	
Myanmar’s	regional	competitor	economies	provide	such	a	service,	to	a	lesser	or	greater	extent,	and	
thus,	Myanmar’s	corporate	sector	is	at	a	distinct	competitive	disadvantage	in	this	regard.34	

2.3.4.	Recommendation	
We	would	 strongly	 recommend	 that	 the	 relevant	 articles	 in	 notifications	 2005/1	 and	 2008/1	 are	
amended,	so	as	to	permit	medium-	and	long-term	lending	activity.		We	would	further	recommend	
that	 the	 next	 iteration	 of	 the	 law	 on	 banks	 and	 financial	 institutions	 also	 legislates	 to	 permit	
commercial	lenders	to	issue	loans	of	up	to	at	least	5-10	years,	if:	i)	the	pertinent	borrower	is	able	to	
prove	 it	 can	 meet	 the	 debt	 obligation	 entailed;	 and	 ii)	 the	 lender	 is	 able	 to	 show	 that	 it	 has	
sufficient	 maturity	 mismatch	 mitigation	 and	 risk	 management	 procedures	 in	 place.	 	 Further,	 as	
noted	 above,	 banks	 should	 have	 the	 interest	 rate	 flexibility	 to	 charge	marginally	 higher	 rates	 of	
annual	 interest	 on	 longer-term	 loans,	 as	 a	means	 to	 partially	mitigate	 the	 risks	 of	 (and	motivate	
them	to	make)	longer	term	loans.	

2.4.	Insufficient	financial	leasing	services	

2.4.1.	Constraint	
With	the	exception	of	one	company	(a	subsidiary	of	a	commercial	bank),	Myanmar	currently	does	
not	have	 a	 financial	 leasing	 industry.35		Nor	does	 it	 have	 a	 leasing	 law	 to	 govern	 financial	 leasing	
activity	in	the	country.		While	a	number	of	banks	provide	hire	purchase	services	to	customers,	these	
tend	 to	 be	 relatively	 small-scale,	 and	 oriented	 towards	 objects	 that	 can	 be	 readily	 re-sold	 or	 re-
leased,	 if	 so	 required.	 	 Companies	 wishing	 to	 lease	 specialized	 equipment	 find	 financial	 leasing	
difficult	to	obtain,	and	even	if	they	can	do	so,	it	may	require	a	tripartite	agreement	between	itself,	
the	manufacturer/seller,	and	the	financier.36	

2.4.2.	Impact	of	the	constraint	
The	 lack	 of	 a	 vibrant	 financial	 leasing	 industry	 in	 Myanmar	 adversely	 impacts	 on	 SME	 sector	
development	in	particular.		With	the	leased	assets	serving	as	the	collateral	per	se,	financial	leasing	
overcomes	the	collateral	constraint	 for	those	companies	unable	to	provide	the	property	or	assets	
usually	required	by	conventional	 lenders.	 	Financial	 leasing	can	also	serve	to	 lessen	the	perceived	
risks	 of	 providing	 finance	 to	 smaller	 companies,	 as	 the	 finance	 provider	 has	 a	 greater	 degree	 of	
certainty	 that	 the	 funding	 is	 being	 used	 for	 the	 reason	 stated	 (less	 true	 with	 cash	 loans),	 and	
thereby	 reduces	 the	 ‘information	 asymmetry’	 constraint.	 	 For	 these	 reasons,	 a	 vibrant	 financial	
leasing	sector	can	be	an	important	component	in	SME	development.	

																																																								
34	For	example,	in	Malaysia,	the	Philippines,	Thailand	and	Vietnam,	commercial	loans	of	10-15	years	tenor	are	
not	uncommon,	with	either	fixed	or	variable	rates	of	interest.		The	diverse	suite	of	financial	products	and	
services	offered	by	banks	in	these	countries	is	surprisingly	wide-ranging,	even	for	SMEs,	thereby	providing	a	
significant	competitive	advantage	compared	with	what	is	currently	offered	to	Myanmar	companies.	
35	Although	we	did	not	contact	this	leasing	company	directly,	we	believe	that	the	company’s	activities	are	
constrained	by	its	limited	access	to	funding.		No	other	financial	leasing	companies	have	been	licensed	in	
Myanmar.	
36	An	example	of	such	an	arrangement	would	entail	a	company/borrower,	a	sales	centre	for	the	item	being	
leased,	and	a	bank/financier.		But	here	too,	the	company	may	have	to	provide	collateral	as	security,	and	the	
‘cost’	of	the	financing	is	typically	the	same	as	for	a	loan	–	13%	annual	interest	(including	fees).		This	deviates	
from	the	standard	form	of	financial	leasing,	where	the	asset	being	leased	serves	as	the	collateral.	
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2.4.3.	Good	practice	
Evidence	 clearly	 shows	 that	 the	 provision	 of	 a	 financial	 leasing	 industry	 can	 do	 much	 to	 help	
invigorate	 small-scale	 companies	 in	 particular,	 and	 allow	 them	 to	 access	 financing	 for	 capital	
investment	needs	and	business	development.37		The	cost	of	leasing,	relative	to	conventional	loans,	
tends	 to	be	 slightly	 higher	 (ie.	 the	 rate	of	 interest	 charged	 is	marginally	 greater),	 to	mitigate	 the	
higher	 transaction	 costs	 incurred	 by	 the	 leasing	 company	 in	 arranging	 the	 leasing	 contract.		
However,	this	is	preferable	to	a	situation	where	no	long-term	financing	is	available,	as	is	the	case	at	
present	in	Myanmar.		Leasing	companies	(along	with	some	banks)	also	often	provide	other	kinds	of	
financial	services	for	businesses,	from	cash	management	through	to	factoring.		As	local	companies	
begin	to	export	larger	volumes	and	supply	larger	clients,	factoring	could	become	a	useful	additional	
source	of	funding	for	business	in	Myanmar.38	

2.4.4.	Recommendation	
We	 would	 recommend	 that	 the	 central	 bank	 and	 ministry	 of	 finance	 prepare	 a	 leasing	 law	 for	
Myanmar,	possibly	with	technical	assistance	from	relevant	development	partners,	and	approve	the	
establishment	 of	 new	 leasing	 companies	 –	 both	 local	 and	 foreign-owned	 –	 in	 the	 country.	 	 Such	
companies	will	need	to	be	regulated,	as	are	other	financial	institutions.		Eligible	commercial	banks	
should	also	be	allowed	to	establish	 leasing	company	subsidiaries,	 if	 they	have	access	 to	sufficient	
funds.	 	 We	 further	 suggest	 that	 the	 government	 move	 towards	 establish	 a	 secured	 transaction	
registry	and	other	instruments	in	support	of	financial	leasing.		The	ministry	of	finance	may	also	wish	
to	consider	allowing	accelerated	depreciation	on	leased	assets,	as	a	way	of	stimulating	the	financial	
leasing	industry.39		

2.5.	Limitations	on	the	permitted	activities	of	foreign	bank	branches	

2.5.1.	Constraint	
Myanmar	recently	approved	for	nine	foreign	banks	to	establish	branch	operations	in	the	country,	in	
addition	to	the	larger	number	of	representative	offices	that	already	exist.	 	However,	these	foreign	
bank	branches	are	 tightly	 constrained	 in	 the	 range	of	products	and	services	 they	can	provide.	 	 In	
particular	 (and	 despite	 having	 to	 provide	 a	 substantial	 paid-up	 capital	 base),	 they	 are	 only	
permitted	 to	 serve	overseas	 clients	 and	 local	banks,	but	may	not	 take	deposits,	 nor	 lend	 to	 local	
companies	directly.		Part	of	the	reason	for	this,	it	is	widely	believed,	is	to	protect	the	local	banking	
industry	from	more	technically	advanced	and	better	financed	foreign	competition.40	

																																																								
37	Examples	of	successful	financial	leasing	interventions	are	widespread,	see:	IFC	Advisory	Services,	Leasing	in	
Development:	Guidelines	for	Emerging	Economies.		2nd	edition,	2009.	
38	Factoring,	also	sometimes	called	‘accounts	receivables’,	‘invoice	discounting’	or	‘forfaiting’,	allows	a	
company	to	sell	its	outstanding	invoices	to	a	‘factor’,	at	a	discount.		This	is	helpful	for	SMEs	in	particular,	as	
they	can	get	the	bulk	of	their	future	revenues	more	rapidly	than	would	be	the	case,	thereby	improving	their	
cash	flows.		As	the	risk	to	the	‘factor’	of	non-payment	is	often	with	larger	customers	than	the	SME	concerned,	
it	also	means	that	the	cost	is	lower	than	would	be	a	conventional	loan.		Factors	can	also	help	an	SME	deal	
with	some	of	its	financial	activities,	allowing	management	to	concentrate	instead	on	its	core	business.		For	
more	on	factoring,	see:	http://www.tradefinancemagazine.com/AboutUs/Stub/what-is-factoring-and-
forfaiting.html	
39	Accelerated	depreciation	is	a	regulation	that	allows	eligible	companies	to	‘depreciate’	the	cost	of	certain	
assets	faster	than	normally	permitted,	particularly	in	the	first	few	years	of	the	depreciation	cycle,	for	
legitimate	accounting	and/or	tax	gain	purposes.	
40	We	appreciate	that	this	there	are	various	political-economy	factors	involved	in	this	issue.		Tellingly,	a	large	
number	of	leading	international	banks	opted	not	to	even	apply	for	one	of	the	limited	number	of	branch	
licences.		One	of	the	reasons,	it	has	been	speculated,	is	that	they	could	not	envisage	conducting	sufficient	
business	activity	to	warrant	the	investment	required	to	establish	a	branch	in	Myanmar.		The	US	Treasury’s	
SDN	List	will	also	have	had	an	impact	in	the	context.		See	section	2.8,	below.	
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2.5.2.	Impact	of	the	constraint	
From	the	perspective	of	access	to	finance	for	domestic	companies,	the	impact	of	this	constraint	is	
considerable.		Having	been	the	subject	of	financial	sanctions	for	many	years,	Myanmar	now	has	an	
opportunity	 to	 plug	 into	 international	 financial	 markets,	 but	 seems	 reluctant	 to	 do	 so,	 and	 the	
decision	 to	 restrict	 foreign	bank	branches	comes	with	a	potentially	 large	opportunity	cost	 for	 the	
corporate	community.		While	foreign	investors	will	be	able	to	avail	themselves	of	the	products	and	
services	offered	by	the	first	tranche	of	foreign	bank	branches,	local	companies	will	not	be	able	to	do	
so.	 	As	a	result,	a	two-tier	banking	sector	may	develop,	with	local	companies	obliged	to	only	bank	
with	institutions	that	have	less	access	to	funds,	a	smaller	product	range,	and	more	limited	services.		
This	in	turn	will	put	local	companies	at	a	competitive	disadvantage	from	both	foreign-invested	firms	
in	Myanmar,	 and	with	 their	 competitors	 overseas.41		 The	 only	mitigating	 factor	will	 be	 if	 foreign	
bank	branches	provide	loans	or	credit	lines	to	local	commercial	banks,	for	on-lending	to	businesses,	
thereby	increasing	overall	liquidity	to	the	financial	system.	

2.5.3.	Good	practice	
It	 is	widely	 recognized	 that	 a	 vibrant	 banking	 and	 finance	 sector	 requires	 a	 range	of	 actors,	with	
different	 skills	 and	 experience.	 	 While	 some	 limits	 may	 need	 to	 be	 temporarily	 placed	 on	 the	
presence	of	 foreign	banks	 in	economies	undergoing	transition,	 it	 is	difficult	 for	a	highly	protected	
domestic	 banking	 sector	 to	 develop	 in	 isolation.	 	 Increased	 competition	 and	 cross-fertilization	 of	
expertise	is	necessary.		While	it	is	true	that	foreign	banks	will	probably	have	greater	expertise	and	
resources	 than	 local	 banks,	 they	 will	 –	 initially	 at	 least	 –	 be	 at	 a	 disadvantage	 in	 terms	 of	 host	
country	 knowledge.	 	 The	 potential	 for	 joint	 venture	 agreements	 or	 other	 forms	 of	 formal	
collaboration	 is	significant.	 	This	was	evident	 in	Vietnam,	which	allowed	a	 limited	number	of	 joint	
venture	banks	 to	be	established,	 and	 to	 gradually	 increase	 the	number	of	 foreign	bank	branches	
operating	 in	 the	country.	 	More	recently,	Vietnam	has	started	to	allow	a	small	number	of	 foreign	
bank	branches	to	locally	incorporate	in	the	country,	thereby	effectively	making	them	‘local’	banks	in	
legal	and	technical	terms,	and	subject	to	the	same	regulations	as	Vietnamese	banks.42	

2.5.4.	Recommendation	
We	would	recommend	that	 the	government	grant	 foreign	bank	branches	the	ability	 to	offer	 their	
products	 and	 services	 to	 local	 companies	 in	 Myanmar.	 	 This	 could	 be	 done	 in	 an	 incremental	
fashion,	with	safeguards	in	place	to	ensure	that	local	banks	are	also	able	to	learn	and	benefit	from	
this	 process.	 	Where	 necessary,	 relevant	 regulations	 should	 be	 revised	 to	 allow	 foreign	 banks	 to	
conduct	some	lending	business	in	Kyat,	as	well	as	in	foreign	currencies,	as	part	of	the	process	to	‘de-
dollarise’	 the	economy	and	 limit	 the	risks	posed	by	foreign	exchange	volatility	when	borrowing	 in	
other	currencies.43		Further,	the	recommendations	contained	in	the	recent	IMF	report	on	selected	
issues	in	Myanmar	should	be	implemented.44	

																																																								
41	There	is	also	some	risk	that	in	order	to	get	around	this	restriction,	Myanmar	companies	will	attempt	to	set	
up	overseas	subsidiaries,	so	as	to	be	eligible	for	loans	from	foreign	bank	branches	present	in	Myanmar,	and	
for	those	banks	to	be	compliant	with	current	regulations.		If	so,	this	would	only	exacerbate	the	existing	
tendency	for	a	large	proportion	of	Myanmar-related	banking	to	be	conducted	offshore;	a	situation	that	only	
serves	to	undermine	the	need	to	develop	the	domestic	banking	sector	in	the	country.	
42	Those	banks	include:	HSBC,	Standard	Chartered,	ANZ,	Hong	Leong	and	Shinhan	Bank.	
43	There	would	also	need	to	be	changes	in	the	laws	and	regulations	pertaining	to	the	transfer	of	immovable	
property	to	foreign	entities,	so	as	to	allow	foreign	banks	to	take	ownership	of	and	then	sell	such	assets	
pledged	as	collateral	on	loans	that	default.		Alternatively,	the	banking	laws	and	regulations	should	be	revised	
to	allow	foreign	banks	to	take	other	forms	of	collateral	as	loan	security.			
44	See	the	section	entitled	‘The	Role	of	Foreign	Banks	in	Developing	a	Modern	Banking	Sector	in	Myanmar’	
(pp.	14-23),	in	‘Myanmar:	Selected	Issues’.		IMF,	14	August	2015.	
(http://www.imf.org/external/pubs/ft/scr/2015/cr15268.pdf)	
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2.6.	Adverse	distortions	stemming	from	‘policy	banks’	

2.6.1.	Constraint	
There	is	sometimes	a	temptation	by	policy-makers	to	establish	banks	as	a	means	to	overcome	some	
form	of	market	failure,	and	assist	a	particular	group	of	companies	or	individuals	–	so-called	‘policy	
banks’.	 	 Examples	 in	 Myanmar	 include:	 Global	 Treasure	 Bank	 and	 the	 Myanmar	 Microfinance	
Bank.45		Further,	in	most	cases,	these	policy	banks	provide	loans	to	eligible	borrowers	with	interest	
rates	or	other	 loan	terms	and	conditions	that	are	better	 than	the	normal	market	rate.	 	While	 the	
intention	has	merit,	 the	presence	of	 such	banks	can	serve	 to	undermine	 the	mainstream	banking	
sector,	and	even	exacerbate	the	initial	market	failure	that	the	policy	banks	are	seeking	to	mitigate.46		

2.6.2.	Impact	of	the	constraint	
It	 is	difficult	to	gauge	the	 impact	of	this	constraint	on	the	mainstream	banking	sector,	 in	terms	of	
business	 lost	 and	 capacity	 not	 developed.	 	 However,	 in	 cases	 where	 companies	 deliberately	
gravitate	towards	policy	banks	in	order	to	access	loans	on	terms	that	are	better	than	those	provided	
by	commercial	banks,	the	risk	can	be	acute.		This	is	particularly	true	if	those	same	companies	would	
be	 able	 to	 access	 finance	 from	 commercial	 banks,	 and	 so	 the	 policy	 bank	 is	 not	 providing	 any	
‘additionality’,	 nor	 addressing	 the	market	 failure	 for	which	 it	was	designed.	 	 In	 cases	where	 such	
policy	banks	are	also	loss-making,	in	addition	to	the	initial	investment	costs	of	establishment,	they	
are	also	an	unwelcome	additional	burden	on	the	limited	national	budget.	

2.6.3.	Good	practice	
It	is	often	possible	for	policy-makers	to	work	in	conjunction	with	the	commercial	banking	sector	to	
provide	 funding	 support	 to	 specific	 companies,	where	 a	market	 failure	 is	 perceived	 to	 exist.	 	 For	
example,	the	government	can	inject	credit	lines	into	select	commercial	banks	that	commit	to	follow	
the	 agreed	 terms	 for	 which	 the	 funds	will	 be	 allocated,	 such	 as	 lending	 to	 SMEs.	 	 The	 recipient	
banks	 can	 ‘leverage’	 their	 existing	 operations	 to	 originate,	 contract	 and	 monitor	 such	 funding	
activity,	 as	 they	would	 their	 normal	 loan	 and	 liabilities	 portfolio,	 and	where	 necessary,	 technical	
assistance	can	be	provided	to	assist	in	areas	where	additional	skills	or	expertise	are	needed.		In	so	
doing,	 the	 intentions	 of	 the	 policy	 banks	 are	 being	 fulfilled,	 but	 without	 undermining	 the	
mainstream	 banking	 community,	 and	 actually	 improving	 its	 capacity	 to	 fulfill	 its	 economic	 role.		
Rather	 than	 seeking	 to	 be	 directly	 involved	 in	 banking	 activity	 itself,	 there	 is	 usually	 a	 more	

																																																								
45	Global	Treasure	Bank	was	formerly	the	Livestock	and	Fisheries	Bank,	under	the	Ministry	of	Livestock	and	
Fisheries.		See:	www.treasurebankmm.com.		For	Myanmar	Microfinance	Bank,	see:	
http://www.mmbbank.com.mm	
46	Another	example	would	be	the	direct	micro-finance	lending	activity	conducted	by	the	Small-scale	Industres	
Dept.	of	the	Ministry	of	Cooperatives,	with	funds	and	technical	assistance	provided	by	such	organisations	as	
EximBank	of	China,	UNDP,	Save	the	Children,	GRET	and	PACT.		For	example,	US$100m	has	been	lent	by	China	
EximBank	to	Myanmar	Foreign	Trade	Bank,	in	USD,	at	4.5%	per	annum,	to	fund	a	‘micro-capital	loan’	scheme.		
This	has	been	on-lent	to	Myanmar	Economic	Bank	(as	agent	bank)	which	passes	the	funds,	now	denominated	
in	Kyat,	to	the	Ministry	of	Cooperatives,	and	then	on	to	the	Central	Cooperative	Society,	for	distribution	to	
cooperative	syndicates	in	regions	and	states,	and	down	to	township	cooperative	society	level,	and	finally	to	
individual	cooperatives	and	their	members,	at	an	interest	rate	of	between	13.8%	and	18.0%	per	annum.		The	
loan	will	ultimately	need	repaying,	in	foreign	currency	(with	Myanmar	Economic	Bank	thereby	taking	the	
foreign	exchange	risk).		There	are	plans	to	increase	the	loan	by	a	further	US$300m.		In	the	2013-2015	period,	
US$7m	is	being	allocated	by	the	Pact	Global	Microfinance	Project	to	over	20,000	borrowers	located	in	over	
3,000	villages,	across	25	townships.		Loan	tenors	vary	from	six	months	to	one	year,	vary	in	size	between	
50,000	Kyats	and	300,000	Kyats,	and	for	various	needs	(eg.	education,	health	care,	agriculture,	micro-
enterprise,	etc.)		In	total,	the	Ministry	of	Cooperatives	estimates	to	have	lent	over	Kyats	200bn	across	
Myanmar,	spanning	over	300	townships,	over	23,000	villages,	and	almost	2m	borrowers.		The	Ministry	is	also	
directly	involved	in	a	US$100m	hire	purchase	scheme	for	agricultural	machinery,	manufactured	by	Daedong	
of	South	Korea,	and	with	funding	assistance	from	Shinhan	Bank.	



A2F	for	Business	In	Myanmar:	A	Constraints	Report.	

	 15	

appropriate	 role	 for	 government	 in	 ensuring	 that	 key	 support	 platforms	 and	mechanisms	 are	 in	
place	to	help	facilitate	improved	access	to	finance.		These	tend	to	be	activities	or	interventions	that	
single	 commercial	 banks	 or	 banking	 associations	 cannot	 execute	 by	 themselves,	 for	 whatever	
reason,	and	therefore	require	some	degree	of	public-private	partnership.	

2.6.4.	Recommendation	
We	would	recommend	that	the	government	seeks	to	gradually	phase	out	all	‘policy	bank’	activity	in	
Myanmar,	 and	 that	 if	 a	 legitimate	 case	 can	 be	made	 for	 continued	 lending	 in	 support	 of	 groups	
companies	disadvantaged	by	a	market	 failure,	 then	 funds	 for	 this	are	 routed	 through	commercial	
banks.	 	 This	 would	 lessen	 the	 fixed	 and	 transaction	 costs	 to	 the	 government	 of	 providing	 such	
funding	assistance,	and	help	build	up	the	capacity	of	 the	mainstream	banking	sector,	 leading	to	a	
point	where	the	initial	market	failure	is	overcome	and	the	policy	support	can	cease,	or	be	directed	
to	other	areas	of	need.		Such	a	process	provides	much	greater	flexibility	for	the	government	in	how	
it	directs	financial	support,	to	whom,	and	for	how	long.		We	would	further	recommend	that	moves	
to	 corporatize	 some	 State-owned	 commercial	 and	 policy	 banks	 are	 considered,	 as	 an	 alternative	
way	 to	 bring	 about	 a	 more	 commercial	 viable	 and	 sustainable	 means	 of	 delivering	 funding	 to	
targeted	 sectors,	 but	 in	 a	 manner	 that	 does	 not	 adversely	 distort	 or	 undermine	 the	 wider	
commercial	banking	sector	that	needs	to	be	developed	in	the	long-term.	

2.7.	Lack	of	demand	for	credit	guarantees	

2.7.1.	Constraint	
An	attempt	was	recently	made	to	introduce	credit	guarantees	in	Myanmar,	as	a	way	of	seeking	to	
increase	 lending	activity	to	companies	that	banks	have	previously	deemed	too	risky.	 	However,	at	
the	time	of	writing,	demand	in	the	guarantees	from	the	banking	sector	was	reported	to	have	been	
nil.		The	guarantees	offered	are	only	partial	(ie.	they	do	not	insure	the	bank	against	the	full	amount	
of	 the	 loan,	 should	 it	 default),	 and	 therefore	 are	 deemed	much	 less	 attractive	 to	 financiers	 than	
taking	collateral	valued	at	multiples	of	the	loan	value.	

2.7.2.	Impact	of	the	constraint	
No	additional	 credit	 has	been	 issued	 to	 SMEs	or	other	 companies	 in	Myanmar	 as	 a	 result	 of	 this	
credit	guarantee	initiative.		Nor	has	any	credit	been	re-directed	to	companies	that	would	previously	
have	been	unable	to	get	a	loan.		The	intervention	is	thus	failing,	as	currently	designed.	

2.7.3.	Good	practice	
Credit	guarantee	schemes	tend	to	come	in	many	different	shapes	and	guises,	but	their	generic	logic	
is	 that	 they	 try	 to	 overcome	a	market	 failure	 of	 some	 kind	 by	helping	 to	 increase	 the	 volume	of	
lending	done,	or	 re-direct	where	some	of	 the	 lending	goes,	by	offering	 financiers	some	degree	of	
protection	(ie.	a	guarantee)	against	losses	incurred	from	defaults,	etc.		While	credit	guarantees	have	
been	 quite	 popular	 among	 policy-makers	 in	Asia,	 and	 particularly	 in	 Japan,	 empirical	 evidence	 in	
support	 of	 their	 sustainability	 and	 ‘additionality’	 is	 mixed.47		 There	 are	 various	 reasons	 for	 this,	
including:	i)	banks	and	financiers	are	unsure	that	the	credit	guarantees	will	be	honoured,	should	too	
many	loans	go	bad;	 ii)	as	banks	‘exercise’	the	guarantees	on	bad	loans,	the	funding	that	has	been	
allocated	to	the	scheme	gradually	runs	out,	or	needs	replacing;	and	 iii)	 less	scrupulous	borrowers	
and	 lenders	 alike	may	 find	ways	 to	 take	 advantage	of	 guarantee	 schemes,	 and	particularly	 those	
																																																								
47	See:	DFID	(2005),	‘Do	credit	guarantees	lead	to	improved	access	to	financial	services?’,	London.		Roy,	
Rajeev,	‘Evaluation	of	Entrepreneurship	Policies:	The	Credit	Guarantee	Scheme	in	India’	
(www.esu.fi/papers/29_Roy_Rajeev.pdf).		Miwako	Nitani	and	Allan	Riding,	‘Encouraging	Entrepreneurial	
Activity	using	Loan	Guarantees:	The	Credit	Supplementation	System	in	Japan	
(www.sbaer.uca.edu/research/icsb/2002/auth_letter/pdf/082.pdf.)		‘Credit	Guarantee	Schemes	for	SME	
lending	in	Central,	Eastern	and	South-Eastern	Europe:	A	report	by	the	Vienna	Initiative	Working	Group	on	
Credit	Guarantee	Schemes,	2014.’	
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focusing	in	supporting	a	particular	activity	or	sector.		Guarantee	schemes	can	also	increase	the	risks	
of	‘moral	hazard’	in	the	banking	sector.		Thus,	credit	guarantee	schemes	need	to	be	designed	with	
care,	 if	 they	are	 indeed	to	be	used	(and	be	made	sustainable).	 	USAID	operates	the	Development	
Credit	Authority	(DCA),	and	which	has	displayed	some	success	in	this	regard.48	

2.7.4.	Recommendation	
We	would	recommend	that	the	government	would	have	greater	success	working	with	the	banking	
community	 and	 relevant	 development	 partners	 to	 develop	 the	 kinds	 of	 support	 platforms	 and	
mechanisms	that	would	help	expand	the	provision	of	finance	to	the	businesses,	and	make	it	more	
inclusive,	 efficient	 and	 cheaper.	 	 For	 example,	 establishing	 a	 credit	 bureau	 and	 a	 secured	
transactions	 registry	 (also	 see	 sections	 2.11	 and	 2.12),	 as	well	 as	 up-grading	 the	 activities	 of	 the	
Land	Records	Office	in	each	township.49		There	is	clearly	a	need	in	Myanmar	for	a	means	by	which	
banks	 and	 financiers	 can	 gain	 ‘perfection’	 of	 security	 pledged	 as	 collateral.50		 We	 would	 further	
recommend	that	the	government	should	only	pursue	credit	guarantee	schemes	if	there	 is	clear:	 i)	
market	demand	for	them;	ii)	banking	sector	trust	in	them	working;	and	iii)	they	are	designed	to	be	
robust	and	with	the	right	governance	structures	in	place.	

2.8.	SDN	List	compliance	issues	and	concerns	

2.8.1.	Constraint	
While	most	economic	sanctions	imposed	on	Myanmar	have	now	been	lifted	or	suspended,	the	US	
Treasury’s	Specially	Designated	Persons	(SDN)	List	–	as	administered	by	the	Office	of	Foreign	Assets	
Control	(OFAC)	–	continues	to	pertain	to	some	individuals	and	companies	operating	in	Myanmar.51		

																																																								
48	See:	https://www.usaid.gov/what-we-do/economic-growth-and-trade/development-credit-authority-
putting-local-wealth-work	
49	At	present,	the	Land	Records	Offices	(LROs)	purely	serve	as	a	register	of	real	estate	ownership	claims,	but	
they	neither	provide	a	guarantee	of	title,	nor	are	their	records	open	to	public	inspection.			
50	The	term	‘perfection’	typically	relates	to	various	steps	necessary	to	ensure	that	the	collateral	pledged	is	
legally	recognized,	so	that	the	lender	can	subsequently	take	ownership,	should	the	borrower	default.		This	
may	include	formal	notification	in	an	official	gazette	of	some	kind,	registration	in	a	suitable	office,	and	
ensuring	that	the	collateral	has	not	already	been	pledged	as	security	elsewhere.			
51	“Unless	otherwise	authorized	or	exempt,	transactions	by	U.S.	persons,	or	in	or	involving	the	United	States,	
are	prohibited	if	they	involve	transferring,	paying,	exporting,	withdrawing,	or	otherwise	dealing	in	the	
property	or	interests	in	property	of	an	entity	or	individual	listed	on	the	SDN	List.	The	property	and	interests	in	
property	of	an	entity	that	is	50	percent	or	more	owned,	whether	individually	or	in	the	aggregate,	directly	or	
indirectly,	by	one	or	more	blocked	persons	are	also	blocked,	regardless	of	whether	the	entity	itself	is	listed	on	
the	SDN	list.”		It	is	possible	to	request	removal	from	inclusion	in	the	SDN	List.		It	is	also	possible	to	request	
special	exemptions	from	the	SDN	List	sanctions,	in	specific	cases.		With	specific	regard	to	banking,	“U.S.	
persons	(both	individuals	and	entities)	may	engage	in	transactions	with	any	non-blocked	Burmese	bank.	This	
includes	transferring	funds	to	or	from,	opening	and	maintaining	an	account	at,	and	entering	into	a	new	
investment	with	a	non-blocked	Burmese	bank,	subject	to	the	requirements	of	any	applicable	general	or	
specific	licenses.	The	authorization	in	Section	§	537.529	of	the	Burmese	Sanctions	Regulations	generally	
authorizes	the	exportation	or	re-exportation	of	financial	services	to	Burma,	subject	to	certain	limitations.	
Additionally,	pursuant	to	the	authorization	in	Section	537.531	of	the	Burmese	Sanctions	Regulations,	U.S.	
persons	may	conduct	most	transactions	–	including	opening	and	maintaining	accounts	and	conducting	a	range	
of	other	financial	services	–	with	the	following	four	blocked	Burmese	banks:	Asia	Green	Development	Bank,	
Ayeyarwady	Bank,	Myanma	Economic	Bank,	and	Myanma	Investment	and	Commercial	Bank.	However,	U.S.	
persons	generally	remain	prohibited	from	dealing	with	other	blocked	banks,	including	Myanma	Foreign	Trade	
Bank,	Myawaddy	Bank,	and	Innwa	Bank	…”		Further,	“U.S.	financial	institutions	may	enter	into	direct	
correspondent	relationships	with	any	non-blocked	Burmese	bank.	Pursuant	to	31	C.F.R.	§	537.531,	U.S.	
financial	institutions	also	may	enter	into	direct	correspondent	relationships	with	the	following	four	blocked	
Burmese	banks:	Asia	Green	Development	Bank,	Ayeyarwady	Bank,	Myanma	Economic	Bank,	and	Myanma	
Investment	and	Commercial	Bank.”		Also	see:	http://www.treasury.gov/resource-center/sanctions/SDN-
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Although	 the	 SDN	 List	 only	 cites	 specific	 individuals	 and	 entities	 that	 are	 subject	 to	 its	 rules,	
numerous	 international	 commercial	banks	say	 they	 find	 it	difficult	 to	 implement	with	confidence,	
and	worry	about	their	ability	to	be	in	full	compliance.		As	a	result,	these	banks	prefer	not	to	conduct	
any	business	at	all	related	to	Myanmar,	including	the	remittance	of	funds.52	

2.8.2.	Impact	of	the	constraint	
As	 business	 and	 finance	 becomes	 increasingly	 globalized,	 and	 cross-border	 trade	 and	 production	
networks	become	increasingly	deeper,	it	is	not	feasible	for	a	country’s	banking	to	fulfill	its	economic	
role	 properly,	 while	 at	 the	 same	 time	 being	 wholly	 or	 partially	 excluded	 from	 the	 major	
international	financial	hubs	and	key	actors.		For	example,	products	cannot	be	exported	if	there	is	no	
means	 to	 remit	 funds	 in	 payment	 for	 those	 goods,	 or	 if	 the	 means	 to	 do	 so	 are	 convoluted	 or	
distorted.	 	 This	 only	 serves	 to	make	Myanmar	 companies	 uncompetitive	with	 their	 peers	 around	
the	world,	and	particularly	outside	of	Southeast	Asia.	

2.8.3.	Good	practice	
Economic	 sanctions	can	be	defined	as	 “the	withdrawal	of	 customary	 trade	and	 financial	 relations	
for	 foreign	 and	 security	 policy	 purposes.”53		 The	 debate	 surrounding	 the	 efficacy	 of	 economic	
sanctions	 as	 a	 non-military	 means	 of	 exerting	 foreign	 policy,	 and	 influencing	 other	 countries’	
policies,	 is	 a	 long	 and	 complex	 one.	 	 “Critics	 say	 sanctions	 are	 often	poorly	 conceived	 and	 rarely	
successful	 in	 changing	 a	 target’s	 conduct,	 while	 supporters	 contend	 they	 have	 become	 more	
effective	 in	 recent	 years	 and	 remain	 an	 essential	 foreign	 policy	 tool.”54	There	 has	 been	 a	 recent	
trend	 towards	 the	use	of	 ‘targeted’	or	 ‘smart’	 sanctions	 (ie.	 those	 focusing	on	specific	 individuals	
and	their	assets),	rather	than	comprehensive	sanctions	that	span	a	whole	country.55			

																																																																																																																																																																											
List/Pages/default.aspx.		Those	individuals	on	the	‘Burma’	part	of	the	SDN	List	can	be	found	at:	
http://www.treasury.gov/ofac/downloads/ctrylst.txt.		For	the	specifics	of	US	sanctions	against	‘Burma’,	see:	
http://www.treasury.gov/resource-center/sanctions/Programs/Documents/burma.pdf.	
52	To	conduct	adequate	due	diligence	on	every	receiver	of	fund	transfers	is	not	commercially	viable	for	the	
banks	concerned.		The	US$8.9bn	in	penalties	that	BNP	Paribas	was	obliged	to	pay	in	fines	to	the	US	(Southern	
District	of	New	York)	in	2014	served	to	illustrate	the	considerable	risks	of	being	found	guilty	of	contravening	
sanctions.		See:	‘BNP	Paribas	Agrees	To	Plead	Guilty	To	Conspiring	To	Process	Transactions	Through	The	U.S.	
Financial	System	For	Sudanese,	Iranian,	And	Cuban	Entities	Subject	To	U.S.	Economic	Sanctions”,	US	
Attorney’s	Office.		Announcement,	30	June	2014.		(http://www.justice.gov/usao-sdny/pr/bnp-paribas-agrees-
plead-guilty-conspiring-process-transactions-through-us-financial).		For	a	good	analysis	of	some	of	the	largest	
prosecution	cases	against	financial	institutions	found	to	be	in	contravention	of	US	sanctions,	see	Keller,	
Barbara.	‘Enforcement	Actions	for	US	Sanctions	Violations	Offer	Lessons	for	Compliance’,	Alacra	Compliance	
Primer,	2014.		The	analysis	concludes:	“These	cases	demonstrate	that	the	U.S.	government	aggressively	
enforces	U.S.	economic	sanctions	laws	and	regulations	against	non-U.S.	companies	—	particularly	foreign	
banks	and	other	foreign	financial	institutions	that	have	or	now	conduct	business	with	countries	subject	to	U.S.	
economic	sanctions	while	also	maintaining	financial	ties	to	the	United	States.”	
53	Masters,	Jonathan.	‘What	are	economic	sanctions?’	A	“…lower-cost,	lower-risk,	middle	course	of	action	
between	diplomacy	and	war…”.		They	can	come	in	different	forms,	including:	travel	bans,	asset	freezes,	arms	
embargoes,	capital	restraints,	foreign	aid	reductions,	and	trade	restrictions.		CFR	Backgrounders,	8th	April	
2015.		See:	http://www.cfr.org/sanctions/economic-sanctions/p36259.			
54	Ibid.		Also	see:	Rathbone,	Meredith,	Peter	Jeydel	and	Amy	Lentz.	‘Sanctions,	Sanctions	Everywhere:	Forging	
a	Path	through	Complex	Transnational	Sanctions	Laws’,	Georgetown	Journal	of	International	Law,	Vol.	44,	pp.	
1055-1126.		2013.	
55	The	only	sanctions	that	the	EU	currently	has	imposed	on	Myanmar	is	an	embargo	on	arms	and	related	
materiel,	as	well	as	a	ban	on	the	“export	of	equipment	for	internal	repression”.		(Council	Decision	
2013/184/CFSP.)		The	EU	has	no	financial	sanctions	in	place	pertaining	to	Myanmar.	
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2.8.4.	Recommendation	
We	would	 recommend	 that	 the	 government	work	 closely	with	development	 financial	 institutions	
(DFIs)	 and	 other	members	 of	 the	 development	 partner	 (DP)	 community	 to	 initiate	 an	 awareness	
campaign,	primarily	directed	at	international	and	overseas	commercial	banks,	on	the	precise	terms	
of	 the	 SDN	 List,	 so	 that	 its	 impact	 becomes	more	 targeted.	 	 The	 aim	would	 be	 to	 overcome	 the	
current	 situation	 whereby	 numerous	 international	 banks	 simply	 refuse	 to	 do	 any	 business	 with	
individuals	and	companies	in	Myanmar	at	all,	whether	or	not	cited	on	the	SDN	List,	for	fear	of	being	
found	 inadvertently	 non-compliant	with	 (and	 therefore	 legally	 in	 contravention	 of)	 the	 SDN	 List.		
We	would	further	recommend	that	the	recent	study	into	illicit	financial	flows	to	and	from	Myanmar	
is	 examined	 in	 detail	 by	 the	 relevant	 government	 agencies,	 and	 that	 a	 programme	 of	 specific	
measures	 are	 introduced	 in	 a	bid	 to	 improve	 the	 operational	practices	–	 and	 reputation	–	of	 the	
country’s	financial	sector.56	

2.9.	Insufficient	trade	finance	available	

2.9.1.	Constraint	
Myanmar	companies	seeking	to	enact	production	for	export	find	it	difficult	to	gain	access	to	trade	
financing	services.	 	Trade	 financing	 is	one	of	 the	most	basic	 forms	of	 international	 finance,	and	 is	
typically	required	for	most	trading	activity	that	has	a	monetary	component.57		Certain	sectors	of	the	
economy,	 such	 as	 the	 garment	 industry,	 which	 are	 particularly	 oriented	 towards	 production	 for	
export,	 and/or	 dependent	 on	 the	 import	 of	 essential	 inputs	 (such	 as	 fabrics	 for	 garments	
manufacture)	 can	 be	 significantly	 disabled	 if	 they	 are	 unable	 to	 have	 access	 to	 trade	 finance	
services.58	

2.9.2.	Impact	of	the	constraint	
If	 trade	 finance	 is	 not	 available	 to	most	 companies,	 then	Myanmar’s	 business	 community	will	 be	
significantly	 constrained	 in	 its	 ability	 to	 access	 and	 develop	 export	markets	 for	 its	 commodities,	
products	and	services,	and	obliged	to	focus	on	the	limited	domestic	market	only.59		

2.9.3.	Good	practice	
Trade	finance	is	an	umbrella	term	used	to	cover	a	number	of	different	financing	activities	in	support	
of	external	trade	activity,	but	generally	serves	to	assist	both	exports	and	importers	with	the	trade	
cycle	 funding	 gap.	 	 It	 does	 this	 by	 aligning	 the	 otherwise	 differing	 financial	 requirements	 of	 the	
exporter	and	the	importer	in	a	way	that	allows	cross-border	trading	to	occur.	“An	exporter	needs	to	

																																																								
56	See:	Kar,	Dev	and	Joseph	Spanjers.	Flight	Capital	and	Illicit	Financial	Flows	to	and	from	Myanmar:	1960-
2013.	Global	Financial	Integrity,	September	2015.		(http://www.gfintegrity.org/wp-
content/uploads/2015/09/Myanmar-Report-Final-1.pdf)		In	designing	and	developing	this	programme,	it	
would	be	of	utility	to	request	the	technical	assistance	inputs	of	relevant	international	development	partners	
and	experts.	
57	Countertrade,	offset	and	barter	trade	–	ie.	the	exchange	of	goods	or	services,	and	‘paid	for’	using	other	
goods	or	services	‘in	kind’,	rather	than	money	–	across	borders	is	much	less	common	these	days,	with	
volumes	having	lessened	considerably	since	the	end	of	the	socialist	bloc	in	the	late	1980s.		In	Asia,	APCA,	the	
Asia	Pacific	Countertrade	Association	operates	from	Singapore	(http://apca.net).	
58	In	researching	this	study,	we	were	told	that	a	scheme	may	be	in	the	process	of	development	that	would	
allow	domestic	garment	manufacturers	to	access	credit	to	help	finance	essential	inputs,	if	they	can	show	
proof	of	a	confirmed	‘free-on-board’	(FOB)	order	by	a	recognized	international	buyer.		We	were	not	able	to	
confirm	this	at	the	time	of	writing,	but	if	true,	it	would	be	a	potentially	welcome	development.		At	present,	
most	domestic	garment	manufacturers	are	‘cut-make-pack’	(CMP)	producers,	which	results	in	less	value-
added	and	lower	income	potential.		For	more	on	this	distinction,	see:	
http://www.myanmargarments.org/factory-information/cmp-versus-fob/	
59	Also	see:	Janet	Hyde	‘Trade	Finance:	Key	to	Myanmar’s	Prosperity’,	Myanmar	Times,	7th	October	2015.	
(http://www.mmtimes.com/index.php/opinion/16828-trade-finance-key-to-myanmar-s-prosperity.html)	
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mitigate	 the	 payment	 risk	 from	 the	 importer	 and	 it	 would	 be	 in	 their	 benefit	 to	 accelerate	 the	
receivables.	On	 the	other	hand	 the	 importer	wants	 to	mitigate	 the	 supply	 risk	 from	 the	exporter	
and	it	would	be	in	their	benefit	to	receive	extended	credit	on	their	payment.	The	function	of	trade	
finance	 is	 to	act	as	a	third-party	to	remove	the	payment	risk	and	the	supply	risk,	whilst	providing	
the	exporter	with	accelerated	 receivables	and	 the	 importer	with	extended	credit.”60		One	specific	
kind	of	trade	finance	is	structured	commodity	finance	(SCF),	which	can	be	used	by	soft	commodity	
(agricultural	products)	and	hard	commodity	(mining)	companies	for	export.		Funds	are	borrowed	in	
anticipation	of	 future	export	 income,	with	some	calculation	of	 the	anticipated	value	of	 the	 items.		
This	 is	 useful	 for	 producers	 as	 a	 way	 of	 supporting	 cash	 flows	 during	 initial	 production,	 prior	 to	
export,	and	as	a	way	of	mitigating	risks.		It	is	also	useful	for	buyers	(such	as	trading	houses)	as	a	way	
of	mitigating	their	risks.61		For	manufacturers,	a	broadly	similar	form	of	trade	finance	is	called	‘pre-
export	 finance’,	 whereby	money	 is	 lent	 in	 anticipation	 of	 future	 export	 earnings.	 	 Factoring	 and	
forfaiting	(see	section	2.4	above)	 is	also	relevant	 in	this	context,	as	a	form	of	trade	finance,	when	
overseas	buyers	are	involved.	

2.9.4.	Recommendation	
We	would	recommend	that	the	relevant	government	agencies	continue	to	work	with	relevant	DFIs	
and	 development	 partners,	 including	 the	 Asian	 Development	 Bank	 (ADB)	 and	 IFC,	 to	 further	
cataylse	and	develop	the	provision	of	various	kinds	of	trade	finance	in	Myanmar	for	local	companies	
seeking	to	export.62		This	would	include	reviewing	the	current	legislative	and	regulatory	framework	
pertaining	to	trade	finance	to	ensure	that	no	obstacles	or	constraints	exist	–	and	could	be	removed	
–	 in	 this	 area.	 	 It	 could	 also	 include	 encouraging	 the	 provision	 of	more	 funding	 lines	 into	 banks	
willing	 to	 provide	 trade	 finance	 to	 local	 exporters,	 along	with	 technical	 assistance	 to	 support	 an	
increase	in	this	activity,	and	the	establishment	of	wider	correspondent	banking	relation	networks.	

2.10.	Provisioning	for	bad	debt	is	subject	to	abuse	

2.10.1.	Constraint	
The	 current	 regulations	 for	 commercial	 banks	 on	 how	 they	 should	 treat	 non-performing	 loans	
(NPLs)	are	 relatively	 relaxed,	and	can	be	 subject	 to	abuse.	 	Unwilling	 to	 fully	 ‘provision’	 for	 loans	
that	have	defaulted	and	will	probably	not	be	repaid,	there	is	a	temptation	for	banks	and	financiers	
to	 ‘roll	 over’	 such	 loans,	 rather	 than	 set	 aside	 funds	 to	 effectively	 ‘write	 off’	 these	NPLs.	 	 Under	
current	regulations,	there	are	three	classifications	for	non-performing	loans:	i)	loans	in	arrears	from	
6-12	months	are	deemed	‘sub-standard’,	but	no	provisioning	is	legally	required;	ii)	loans	in	arrears	
for	1-2	years	are	deemed	‘doubtful’,	and	must	be	provisioned	at	50%	of	the	loan	value;	and	iii)	loans	
in	arrears	for	2	years	or	more	are	deemed	‘bad’,	and	must	be	fully	provisioned.	

																																																								
60	See:	http://www.tradefinancemagazine.com/AboutUs/Stub/WhatIsTradeFinance.html	
61	Also	see:	http://www.tradefinancemagazine.com/AboutUs/Stub/what-is-structured-commodity-
finance.html	
62	The	IFC,	for	example,	has	already	agreed	to	provide	funding	lines	to	Yoma	Bank	and	Myanmar	Oriental	Bank	
for	on-lending	to	SMEs.		KfW	is	also	active	in	this	field.		Local	commercial	banks	that	might	serve	as	
particularly	good	‘delivery	mechanisms’	for	such	SME-oriented	lending	might	include	CB	Bank	and	SMIDB.		
The	latter	has	previously	received	funding	from	the	government,	through	Myanmar	Economic	Bank,	to	
provide	soft	loans	to	SMEs.		Over	time,	such	SME-directed	lending	needs	to	be	put	on	a	more	commercial	
(and	therefore	sustainable)	footing.		With	specific	regard	to	trade	finance,	the	ADB	operates	a	‘Trade	Finance	
Program’	across	over	200	partner	(issuing	and	confirming)	banks,	leveraging	its	AAA	credit	rating	to	provide	
assistance	with	revolving	credit	facilities,	risk	participation	agreements,	credit	guarantees,	and	various	kinds	
of	technical	assistance.	In	September	2015,	Myanmar	formally	joined	the	program.		See:	
http://www.adb.org/site/private-sector-financing/trade-finance-program	
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2.10.2.	Impact	of	the	constraint	
If	 banks	 and	 financiers	 are	 reluctant	 to	 be	 diligent	 in	 their	 identification,	 classification	 and	
treatment	 of	 NPLs,	 then	 the	 stability	 of	 the	 banking	 system	 as	 a	whole	 can	 ultimately	 be	 put	 at	
higher	risk.	 	Public	confidence	 in	 the	banking	sector	can	also	be	threatened,	as	 real	and	potential	
depositors	have	less	faith	in	the	financial	robustness	of	banks	that	are	not	following	the	letter	and	
spirit	of	the	regulations	pertaining	to	bad	debt	provisioning.		This	in	turn	can	reduce	liquidity	in	the	
banking	 and	 finance	 sector,	 and	 thereby	 reduce	 the	 quantity	 of	 funds	 available	 for	 lending	 to	
businesses.	

2.10.3.	Good	practice	
Central	 banks	 tend	 to	 set	 differing	 provisioning	 requirements	 for	 commercial	 banks	 and	 financial	
companies	 that	 come	 under	 their	 jurisdiction.	 	 However,	 most	 regulators	 broadly	 adhere	 to	
international	 standards	 that	 have	 been	 set.	 The	 IASB	 has	 developed	 a	 series	 of	 15	 financial	
reporting	 standards,	of	which	one	 (IFRS	9)	pertains	 to	 financial	 instruments	and	 the	 treatment	of	
credit.63		(IFRS	was	issued	in	July	2014	and	will	become	effective	in	January	2018,	and	is	intended	to	
replace	IAS	39.)		In	Singapore,	for	example,	the	Monetary	Authority	of	Singapore	requires	all	banks	
to	have	a	minimum	provisioning	of	10%,	50%	and	100%	for	loans	graded	‘sub-standard’	(there	are	
definable	weaknesses),	‘doubtful’	(loans	that	are	120-180	days	past	due)	and	‘loss’	(loans	over	180	
days	past	due),	respectively.64			

2.10.4.	Recommendation	
We	would	recommend	that	the	rules	pertaining	to	provisioning	be	tightened,	and	strictly	enforced,	
with	penalties	 for	non-compliance.	 	More	specifically,	we	would	recommend	that	any	 loan	that	 is	
non-performing	after	six	months	should	be	deemed	‘suspect’	(or	‘doubtful’)	and	partial	provisioning	
should	commence,	and	that	full	provisioning	should	occur	for	all	loans	deemed	‘bad’	after	one	year	
of	being	in	arrears.		It	is	important,	however,	to	introduce	any	new	provisioning	requirements	in	a	
manner	that	will	not	cause	a	systemic	shock	to	the	banking	sector,	whereby	the	new	provisioning	
requirements	 wipe	 out	 the	 capital	 of	 some	 banks,	 prompt	 banks	 to	 hide	 their	 bad	 loan	 losses,	
and/or	trigger	a	credit	‘crunch’.65	

2.11.	Absence	of	a	credit	bureau	

2.11.1.	Constraint	
At	 present,	Myanmar	 does	 not	 have	 a	 credit	 bureau.	 	 Such	 a	 bureau	 allows	 for	 the	 collection	 of	
credit-related	data,	so	that	financiers	can	make	more	informed	decisions	on	whom	to	lend	to,	and	
to	 do	 so	 more	 efficiently.	 	 The	 absence	 of	 such	 a	 bureau	 means	 that	 banks	 and	 financiers	 in	
Myanmar	 must	 conduct	 greater	 due	 diligence	 on	 each	 potential	 borrower,	 the	 additional	
transaction	costs	of	which	serve	to	increase	the	price	of	lending.		Banks	may	also	respond	by	only	
lending	to	existing	customers	that	they	already	know	(and	trust	to	some	degree),	thereby	 limiting	
the	universe	of	firms	deemed	to	be	‘credit	worthy’.	

2.11.2.	Impact	of	the	constraint	
The	impact	of	not	having	a	credit	bureau	depends	in	part	on	how	reliable	the	bureau	is	in	capturing	
sufficient	data,	and	how	well	trusted	it	 is	by	financiers	that	would	use	its	database	to	help	inform	

																																																								
63	See:	http://www.iasplus.com/en/standards/ifrs/ifrs9	and	http://www.iasplus.com/en/standards/ias/ias39.	
64	For	an	overview	of	how	provisioning	is	conducted	in	Asian	countries,	see:	Packer,	Frank	and	Haibin	Zhu,	
‘Loan	loss	provisioning	practices	of	Asian	Banks’.		BIS	Working	Papers	No.	375,	April	2012.	
(http://www.bis.org/publ/work375.pdf)	
65	In	the	case	of	the	latter,	a	‘credit	crunch’,	banks	could	find	themselves	only	lending	to	whom	they	regard	as	
the	safest	of	borrowers,	in	a	bid	to	get	their	aggregate	NPL	levels	down.		If	so,	this	would	only	exacerbate	the	
current	problem	of	lending	activity	going	to	an	exclusive	number	of	recipients.	
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their	 lending	activity.	 	But	an	effective	credit	bureau,	used	by	the	majority	of	banks	(and	to	which	
banks	send	information	on	their	borrowers),	can	have	a	significant	impact	on	the	amount	of	lending	
done,	the	cost	of	that	financing,	and	help	to	widen	the	universe	of	companies	(and	individuals)	able	
to	 access	 loans.	 	 By	 pooling	 the	 loan	 data	 of	 all	 the	 banks,	 financiers	 are	 able	 to	 have	 a	 better	
informed	view	of	the	universe	of	real	and	potential	borrowers.	

2.11.3.	Good	practice	
Numerous	countries	operate	a	credit	bureau	of	 some	kind.	 	Some	are	operated	by	a	government	
agency,	 while	 others	may	 be	 non-profit	 businesses,	 operated	 as	 public-private	 partnerships	with	
banks,	or	even	fully	fledged	commercial	entities.		In	the	Philippines,	for	example,	the	credit	bureau	
–	 known	 as	 CIBI	 Information	 Inc.	 –	 is	 a	 wholly	 private	 entity.66		 In	 Thailand,	 the	 National	 Credit	
Bureau	of	Thailand	serves	this	purpose,	and	also	has	a	wide	shareholder	base.67	

2.11.4.	Recommendation	
We	would	recommend	that	the	government	seeks	to	develop	a	credit	bureau	in	Myanmar,	in	close	
coordination	with	the	Bankers	Association,	development	partners	and	other	stakeholders.	

2.12.	Insufficient	legal	protection	for	creditors	

2.12.1.	Constraint	
The	 current	 commercial	 court	 system	 in	 Myanmar	 is	 time-consuming.	 	 As	 a	 result,	 banks	 and	
financiers	 lack	sufficient	legal	protection	against	borrowers	who	default.	 	As	one	law	firm	recently	
noted,	the	“average	commercial	court	case	in	Myanmar	takes	2	to	3	years”.68		Thus,	financiers	are	
more	likely	to	use	alternative	means	to	mitigate	their	 losses	from	a	bad	loan,	such	as	obliging	the	
borrower	 to	 sell	 the	property	 to	a	 third	party.	 	As	another	 law	 firm	notes,	 there	are	currently	no	
specific	laws	for	banks	and	financial	 institutions	“…	to	take	security	upon	making	a	loan.		Thus,	no	
special	 recovery	and	enforcement	exists	 for	banks	and	 financial	 institutions	providing	 for	 ‘step-in’	
rights,	for	example.”69			

2.12.2.	Impact	of	the	constraint	
This	kind	of	legal	uncertainty	exacerbates	the	risks	of	providing	debt	financing	in	Myanmar.		It	not	
only	 contributes	 to	 the	 general	 lending	 conservatism	of	 banks,	 but	 also	 explains	 in	 part	why	 the	
value	of	collateral	–	even	in	a	forced	sale	scenario	–	must	be	markedly	higher	than	the	value	of	the	
loan	 offered.	 	 Thus,	 the	 cost	 of	 borrowing	 is	 more	 expensive,	 and	more	 elusive	 for	 those	 firms	
without	adequate	collateral	 (typically	 immovable	property)	 to	pledge.	 	Better	 secured	 transaction	
systems	typically	lead	to	greater	credit	flows	and	fewer	loan	defaults.	

2.12.3.	Good	practice	
It	is	widely	understood	that	for	the	provision	of	credit	to	be	delivered	successfully	in	an	economy,	a	
regulatory	framework	is	needed	in	support	of	‘secured	transactions’,	and	for	legal	practices	under	
this	framework	to	be	reliably	enforced.		An	effective	registry	of	secured	transactions	is	also	helpful	
in	 this	 regard.	 	 This	 lessens	 the	 risks	entailed	 in	providing	 loans,	 and	 thereby	 reduces	 the	 cost	of	
credit	 to	 borrowers.	 	 In	 2004,	 the	 European	 Bank	 for	 Reconstruction	 and	 Development	 (EBRD)	

																																																								
66	See:	http://www.cibi.com.ph	
67	See;	https://www.ncb.co.th/Default.htm	
68	See	VDB	Loi,	‘A	Primer	on	Commercial	Litigation	in	Myanmar	–	Debt	Recovery	and	Enforcement’.		October	
2015,	p.	2.		The	same	publication	notes,	however,	that	court	interventions	are	typically	successful	(pp.	3-4).	
69	DFDL,	Legal,	Tax	and	Investment	Guide,	Myanmar	2014,	p.	30.		Myanmar	does	have	a	Transfer	of	Property	
Act,	dating	from	1882,	which	covers	various	mortgage	formats.		According	to	VDB	Loi,	‘mortgage	by	deposit	of	
title	deed’	is	the	most	common	format,	as	it	“does	not	require	registration	or	payment	of	stamp	duties”.	
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published	a	Model	Law	on	Secured	Transactions.70		More	recently,	in	2010,	the	World	Bank	issued	a	
‘toolkit’	on	the	development	of	secured	transaction	systems	(and	collateral	registries).71	

2.12.4.	Recommendation	
We	would	recommend	there	is	need	to	reform	the	laws	and	legal	practices	pertaining	to	the	taking	
and	perfection	of	security	instruments	in	order	that	commercial	banks	can	take,	perfect	and	enforce	
security	over	immovable	property	pledged	as	collateral	on	loans	that	have	subsequently	defaulted.		
In	particular,	a	robust	Secured	Transactions	Law	(and	registry)	is	needed	in	Myanmar.	

3.	Non-debt	financing	constraints	
Myanmar	has	relatively	 little	history	of	equity	 finance	activity,	and	debt-based	financing	has	been	
by	far	the	dominant	source	of	 funding	for	the	corporate	community	 in	the	country.72		Thus,	there	
are	 not	 so	many	 specific	 constraints	 to	 greater	 equity	 (non-debt)	 financing	 per	 se,	 as	 a	 lack	 of	 it	
altogether.	 	However,	there	are	plans	to	open	a	stock	market	in	Yangon	for	the	secondary	market	
trading	of	publicly	listed	shares,	which	should	help	trigger	some	initial	public	offerings	(IPOs).		There	
is	also	an	(highly	illiquid)	OTC	(over	the	counter)	market	in	operation,	and	the	first	boutique	private	
equity	 companies	 have	 been	 established.73		 It	 is	 in	 this	 regard,	 and	more	 with	 an	 eye	 on	 future	
prospects	rather	than	past	and	current	practices,	that	this	report	concludes	with	a	few	constraints	
pertaining	to	equity-based	financing	in	Myanmar	that	will	merit	addressing.74		Equity	investment	is	
often	regarded	as	a	preferable	form	of	long-term	financing	for	companies,	including	SMEs	and	start-
ups,	 as	 it	 does	 not	 involve	 the	 repayment	 of	 any	 loan.75		 An	 equity	 investment	 does	 entail	 a	
‘dilution’	in	the	founder(s)’	ownership	of	a	company	(which	is	not	the	case	with	a	bank	loan),	but	it	
should	 align	 the	 interests	 of	 the	 equity	 investor	 and	 the	 company	 in	 working	 to	 create	 a	 more	
successful	business.		This	is	not	the	case	with	debt	instruments,	as	bankers	and	financiers	typically	
just	want	 to	have	 their	 loan	 repaid,	on	 time,	with	 interest,	and	have	 little	 intrinsic	 interest	 in	 the	
company	itself.	

																																																								
70	See:	http://www.ebrd.com/news/publications/guides/model-law-on-secured-transactions.html.		Also,	in	
2010,	the	United	Nations	Commission	of	International	Trade	Law	(UNCITRAL)	released	a	legislative	guide	on	
secured	transactions.	(https://www.uncitral.org/pdf/english/texts/security-lg/e/09-82670_Ebook-Guide_09-
04-10English.pdf)	
71	See:	https://www.wbginvestmentclimate.org/uploads/SecuredTransactionsSystems.pdf	
72	An	OTC	market	of	sorts	operated	in	Rangoon	during	the	1930s,	trading	shares	in	a	small	number	of	UK	and	
US	firms,	with	pricing	set	by	the	Calcutta	stock	exchange.		In	the	late	1950s,	a	second	OTC	market	briefly	
operated,	trading	shares	in	nine	local	firms,	until	nationalization	of	business	in	1962.	
73	In	July	2013,	the	Myanmar	Securities	Exchange	law	was	passed	by	parliament,	and	provides	a	legal	
framework	for	establishing	a	stock	market	in	Myanmar.		For	an	English	translation	of	the	law,	see:	
http://pwplegal.com/documents/documents/5c5f3-Securities-Transaction-Law.pdf.		Among	the	boutique	
equity	investment	firms	(asset	managers)	totally	or	partially	focused	on	Myanmar	are:	Myanmar	Investments	
Ltd	(an	investment	company	listed	on	AIM	in	London),	Bagan	Capital,	Mandalay	Capital,	Silk	Road	Finance,	
Anthem	Asia	and	Asia	Frontier	Capital.	
74	This	is	also	an	appropriate	moment	as	the	revised	Companies	Act	of	1914	is	being	drafted	and	submitted	to	
parliament,	along	with	a	single	(foreign	and	domestic)	investment	law.		Drafts	of	both	can	be	found	at:	
http://dica.gov.mm.x-aas.net	
75	One	hybrid	is	the	convertible	loan	arrangement,	whereby	a	borrower	takes	a	loan	from	a	financier,	with	the	
usual	agreed	set	of	terms	(eg.	pricing	of	interest,	length	of	maturity,	etc.).		But	unlike	a	normal	loan,	the	
financier	has	an	option	(but	not	an	obligation)	to	convert	that	loan	from	debt	into	equity	in	the	business,	
should	certain	mutually	agreed	conditions	come	about.	
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3.1.	Excessive	foreign	equity	investment	limitations	

3.1.1.	Constraint	
Under	 current	 legislation,	 any	 company	 that	 has	 even	 a	 single	 share	 held	 by	 a	 foreign	 investor	
automatically	means	that	company	is	deemed	a	foreign-owned	enterprise,	and	as	such,	is	ineligible	
for	some	privileges	granted	to	domestic	companies	only.76		This	can	serve	to	deter	local	companies	
from	seeking	 foreign	 investment	 (and	other,	non-financial	 benefits	 that	may	 come	with	 it),	 other	
than	 through	 separate	 joint	 venture	entities,	 and	also	 constrains	potential	 foreign	 investors	 from	
investing	in	local	companies.		For	the	latter,	‘greenfield’	FDI	projects	may	be	the	only	alternative,	if	
feasible	 in	 the	 relevant	 sector.77		One	way	 round	 such	 a	 law	might	 be	 to	 use	 local	 ‘nominees’	 to	
represent	foreign	investors’	interests	in	local	companies;	however,	this	is	prohibited	under	current	
law.	

3.1.2.	Impact	of	the	constraint	
The	adverse	impact	of	this	constraint	is	potentially	large,	although	somewhat	hard	to	quantify.		Not	
only	are	domestic	companies	facing	the	opportunity	cost	of	not	being	able	to	harness	foreign	equity	
capital,	 but	 this	 also	 prevents	 them	 from	 accessing	 the	 various	 non-financial	 inputs	 that	 foreign	
investors	can	provide,	such	as	technical	assistance,	skills	and	expertise,	access	to	new	markets,	and	
so	on.	 	This,	compounded	by	the	prohibition	of	foreign	bank	branches	lending	to	local	companies,	
essentially	means	 that	 it	 is	 difficult	 for	 domestic	 companies	 in	Myanmar	 to	 tap	 the	 considerable	
pools	of	foreign	capital	that	exist	outside	of	the	country.78	

3.1.3.	Good	practice	
For	 a	 developing	 country	 undergoing	 gradual	 transition	 and	 market	 liberalization,	 there	 is	 a	
justifiable	 argument	 in	 favour	 of	 maintaining	 some	 limitations	 on	 foreign	 penetration	 of	 local	
companies,	particularly	in	business	sectors	deemed	to	be	strategically	important,	or	socio-culturally	
sensitive.	 	 However,	 it	 is	 also	 recognized	 that	 such	 limitations	 come	with	 an	 economic	 cost,	 and	
should	be	used	sparingly,	with	an	eye	to	being	gradually	phased	out	over	time,	often	in	compliance	
with	 time-bound	 obligations	 made	 as	 part	 of	 international	 agreements	 (eg.	 trade-related	
investment	 measures).	 	 This	 also	 tends	 to	 be	 the	 most	 pragmatic	 approach	 to	 adopt,	 as	 less	
scrupulous	 foreign	 investors	 can	 often	 find	 loopholes	 and	 elaborate	 legal	 means	 by	 which	 to	
circumvent	the	letter	and	the	spirit	of	such	regulations.79	

																																																								
76	DFDL,	Legal,	Tax	and	Investment	Guide,	Myanmar	2014,	p.	15.		This	initially	stemmed	from	provisions	in	the	
1914	Company’s	Act,	in	what	would	have	been	a	colonial	economic	context.		The	current	Foreign	Investment	
Law	was	enacted	in	November	2012	(replacing	the	1988	iteration),	with	two	sets	of	implementing	regulations	
(notifications)	following	in	January	2013.		The	Myanmar	Citizens	(ie.	domestic)	Investment	Law	followed	
shortly	thereafter,	in	July	2013.		There	are	plans	to	merge	the	two	investment	laws	into	a	combined	
investment	law,	which	we	believe	is	a	welcome	development,	particularly	if	that	helps	moves	Myanmar,	as	a	
host	country	for	investment	of	all	kinds,	towards	a	broadly	equitable	legal	and	regulatory	framework.		
Downloads	of	the	investment	laws	can	be	found	at:	http://dica.gov.mm.x-aas.net.		Also	see	
http://pwplegal.com/documents/documents/a8e46-Myanmar-Citizens-Investment-Law.pdf	and		
77	Further,	law	firm	DFDL	notes	that	“the	transfer	of	shares	from	Myanmar	citizens	to	foreign	investors	is	still	
not	explicitly	permitted	by	law”.		On	this	issue,	the	domestic	and	foreign	investment	laws	do	not	dovetail	well.		
See	DFDL,	Legal,	Tax	and	Investment	Guide,	Myanmar	2014,	pp.	7	and	31.	
78	As	befitting	a	newly	emerging	market,	a	number	of	boutique	equity	investment	companies	and	asset	
managers	have	been	established	with	the	aim	of	enacting	deals	in	Myanmar.		Tellingly,	however,	the	deal	
flow	has	been	relatively	modest,	thus	far.		For	example,	one	such	fund,	listed	on	the	London	Stock	Exchange,	
had	consummated	just	two	deals	by	end-March	2015,	despite	having	appraised	over	100	potential	
investments.	
79	One	example	is	to	invest	through	‘proxy’	representatives,	sometimes	using	elaborate	offshore	ownership	
structures	that	are	hard	to	monitor.	
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3.1.4.	Recommendation	
We	would	recommend	that	the	new,	merged	investment	law	(and	company	law)	seeks	to	make	as	
few	 differentiations	 as	 possible	 between	 the	 status	 and	 treatment	 of	 foreign	 and	 domestic	
companies	operating	 in	Myanmar.	 	We	would	further	recommend	that	any	company	with	51%	or	
more	 local	 shareholders	 be	 deemed	 a	 domestic	 company;	 not	 100%,	 as	 at	 present.80		 If	 deemed	
necessary,	sector-specific	exceptions	to	this	ruling	may	be	required	for	a	period,	such	as	in	banking,	
but	only	where	a	justifiable	case	for	doing	so	can	be	clearly	articulated.		Such	regulations	also	need	
to	 be	 in	 compliance	 will	 all	 trade-related	 investment	 measures	 (TRIMs)	 that	 Myanmar	 has	
committed	 itself	 to	 comply	 with.	 	 For	 portfolio	 investment,	 we	would	 also	 recommend	 that	 the	
government	consider	means	by	which	foreign	investors	may	be	able	to	participate	in	the	impending	
stock	market	and	 future	 IPOs,	 if	not	 through	direct	 investments	 in	common	shares,	 then	 through	
alternative	equity	instruments.81	

3.2.	A	secondary	market	for	equity	trading	without	sufficient	private	equity	‘origination’	

3.2.1.	Constraint	
Myanmar	 has	 plans	 to	 open	 a	 formal	 stock	 market	 for	 the	 public	 trading	 of	 shares	 in	 the	 near	
future.	 	 This	welcome	development	will	 allow	 large	 companies	 that	 have	 substantial	 numbers	 of	
shares	 held	 by	 outside	 shareholders	 to	 list	 on	 the	 stock	 market,	 and	 thereby	 permit	 a	 liquid	
secondary	market	 to	 gradually	 develop.	 	 It	 should	 also	help	 encourage	 the	 initial	 public	 offerings	
(IPOs)	by	other	large	corporates.		However,	for	the	vast	majority	of	Myanmar	companies,	the	stock	
market	will	be	an	irrelevance	in	their	financing	needs,	as	they	will	not	be	large	enough	to	conduct	
public	 share	 issues,	 nor	 be	 able	 to	 cover	 the	 significant	 costs	 entailed	 in	 an	 IPO	 and	 subsequent	
listing	compliance.82	

3.2.2.	Impact	of	the	constraint	
Most	Myanmar	 companies	 are	 likely	 to	 benefit	 from	 the	 development	 of	 private	 equity,	 venture	
capital	 and	 ‘angel	 investing’	 activities	 in	 the	 country.83		 Unlike	 the	 stock	market,	mostly	 strategic	

																																																								
80	We	understand	there	has	been	some	discussion	of	setting	the	ratio	at	65%	domestic	investors	as	the	
minimum	possible	to	be	regarded	as	a	local	company,	but	we	would	recommend	that	51%	is	the	optimum	
ratio.	
81	Examples	of	such	hybrids	would	include	preference	shares,	non-voting	shares	or	some	form	of	depository	
receipts.	
82	It	is	important	to	note	that	stock	markets	do	not,	in	themselves,	help	raise	funding	for	companies.		Retail	
and	institutional	investors	typically	provide	equity	funding	to	companies	prior	to	listing	on	a	stock	market,	
whether	through	a	strategic	investment	deal	or	part	of	an	initial	public	offering.		Rather,	the	stock	market	
provides	a	support	service	by	creating	a	liquid	market	where	those	shares	can	be	subsequently	traded	on	a	
secondary	market,	which	adds	to	the	attraction	of	the	shares	and	thereby	increases	their	deemed	value.		
Stock	markets	also	make	it	easier	for	companies	to	enact	‘rights	issues’	and	other	‘follow-on’	share	sales.		But	
the	day-to-day	trading	between	investors	in	shares,	on	the	stock	market,	does	not	generate	any	additional	
capital	to	the	companies	concerned.		Indeed,	remaining	listed	on	a	stock	market	typically	comes	with	a	range	
of	compliance-related	costs	for	the	company,	which	it	must	adhere	to	if	it	does	not	wish	to	be	de-listed,	and	
which	tend	to	be	more	demanding	than	those	required	for	unlisted	companies.	
83	While	precise	definitions	tend	to	vary,	the	term	‘private	equity’	is	usually	used	to	denote	a	medium-scale	
investment	by	a	strategic	investor	in	an	unlisted	(ie.	privately-held)	company.		‘Venture	capital’	is	broadly	
similar,	but	with	a	tendency	to	focus	on	smaller,	younger	and	high-growth	companies.		‘Angel	investing’	is	yet	
another	variant,	where	one	or	more	individuals	with	considerable	experience	in	a	particular	business	sector	
take	an	equity	stake	in	a	company,	and	work	with	the	investee	company	to	develop	its	activities.		In	all	three	
cases,	while	there	may	be	some	profits	to	be	derived	from	annual	dividends	(a	function	of	post-tax	profits	
made	and	distributed	to	shareholders),	the	principal	motivation	is	usually	to	subsequently	sell	the	investment	
made	in	the	business,	either:	i)	to	another	strategic	investor	(a	‘trade	sale’);	ii)	back	to	the	original	
shareholders;	or	iii)	through	an	IPO	and	stock	market	listing.	
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equity	investments	are	made	in	smaller	companies,	typically	by	specialist	and	boutique	investment	
funds	 and	 asset	 managers.	 	 Here	 again,	 in	 addition	 to	 providing	 capital,	 such	 investors	 typically	
bring	various	kinds	of	technical	and	other	assistance	to	investee	companies.		And	unlike	like	banks,	
which	 are	 typically	 focused	 on	 getting	 their	 loans	 to	 businesses	 serviced	 and	 the	 capital	 repaid,	
equity	 investors’	 interests	are	more	closely	aligned	with	the	companies,	as	they	are	a	part-owner.		
But	 vigorous	 activity	 of	 this	 kind	 will	 not	 be	 feasible	 without	 changes	 in	 the	 relevant	 laws	 and	
regulations	governing	investment	activity,	and	particularly	foreign	investors.	

3.2.3.	Good	practice	
There	are	numerous	examples	of	successful	private	equity	and	venture	capital	activities	supporting	
the	 development	 of	 more	 vigorous	 companies	 and	 business	 sectors,	 the	 most	 famous	 probably	
being	 those	 of	 Silicon	 Valley	 in	 northern	 California.	 	 In	 developing	 and	 transitional	 economies,	
however,	appropriate	examples	include	those	working	in	China	and	Vietnam.		In	Vietnam,	some	of	
these	private	equity-oriented	asset	managers	 include	Mekong	Capital	 (which	operates	four	funds)	
and	PENM	(with	three	funds),	among	others.84	

3.2.4.	Recommendation	
We	would	recommend	that	the	government	work	with	development	financial	institutions	and	other	
relevant	stakeholders	to	conduct	a	detailed	analysis	of	the	legal	and	regulatory	changes	needed	to	
help	bring	about	both	greater	domestic	and	foreign	investment	‘private	equity’	activity	in	Myanmar.		
And	 then	 implement	 those	 changes.	 	 Not	 only	 will	 this	 be	 of	 utility	 in	 itself,	 it	 should	 help	 in	
developing	 a	 ‘pipeline’	 of	 potential	 future	 IPOs	 and	 stock	market	 listings;	 likely	 to	 be	 one	 of	 the	
main	 challenges	 confronting	 the	 stock	market	 in	 its	 first	 few	decades	of	 operations.85		We	would	
further	 recommend	 that	 the	 revised	 Company	 Act	 is	 promulgated,	 given	 its	 focus	 on	 providing	
greater	flexibility	to	companies	in	their	share	capital	and	financing	structures.	

3.3.	Low	standards	of	corporate	governance	and	financial	transparency	practices	

3.3.1.	Constraint	
Much	of	 this	 report	 has	 focused	 on	 constraints	 that	 pertain	 to	 the	 ‘supply	 side’	 of	 the	 access	 to	
finance	 issue	 –	 bankers,	 financiers	 and	 investors	 –	 and	 the	 regulations	 and	 laws	 that	 pose	
challenges	for	such	actors.		But	for	both	debt-	and	equity-based	financing	alike,	another	constraint	
can	 be	 discerned	 on	 the	 ‘demand	 side’	 –	 the	 opacity	 of	 companies	 looking	 to	 access	 financing.		
Companies’	reluctance	or	inability	to	provide	the	kinds	of	information	and	disclosure	that	will	give	
finance	providers	the	kind	of	comfort	needed	can	be	a	major	stumbling	block.		Companies	typically	
cite	 a	 number	 of	 reasons	 why	 they	 are	 reluctant	 to	 be	 more	 transparent	 about	 their	 business,	
including:	i)	a	worry	that	they	will	give	their	competitors	an	advantage;	ii)	that	they	are	too	focused	
on	their	actual	business	activities;	iii)	that	it	costs	money	they	can	ill	afford;	or	iv)	they	will	be	taxed	
more	if	they	do.		In	addition,	family-owned	businesses	are	often	reluctant	to	put	in	place	even	basic	
governance	structures,	believing	that	kinship	is	sufficient	to	serve	this	purpose.	

3.3.2.	Impact	of	the	constraint	
Such	a	culture	of	low	corporate	governance	standards	and	financial	transparency	makes	it	difficult	
for	 finance	providers	 to	have	 the	confidence	 they	 require	 to	 lend	or	 invest	money.	 	 (This	 is	often	
money	 that	 legally	 belongs	 to	 others,	 and	 so	 bankers	 and	 fund	 managers	 have	 a	 fiduciary	
responsibility	to	be	careful	in	how	they	allocate	it.)		As	a	result,	such	companies	will	find	that	they	

																																																								
84	See:	http://www.mekongcapital.com	and	http://www.penmpartners.com,	respectively.	
85	Stock	markets	(secondary	markets	for	the	trading	of	equity	securities)	tend	to	come	with	relatively	high	
fixed	operating	costs	for	their	operators/owners,	whether	they	be	hosting	two	companies	or	2,000	
companies.		Therefore	it	is	important,	for	their	long-term	commercial	sustainability	that	the	number	of	
companies	listed	on	the	stock	market	merits	the	investment	made.	
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are	either	 shut	out	of	 the	 formal	banking	and	 finance	 industry	altogether,	 for	being	perceived	as	
high	 risk,	 or	 only	 be	 able	 to	 access	 capital	 at	 higher	 levels	 of	 cost,	 as	 befitting	 their	 higher	 risk	
profile.		The	peril	here	is	that	such	companies,	lacking	the	capital	for	development	–	as	well	as	the	
governance	 structures	and	 financial	 acumen	necessary	 for	 sustainable	growth	–	will	 remain	 small	
and	marginalized.		They	will	be	unable	to	develop	economies	of	scale,	and	will	not	be	able	to	meet	
the	 kinds	 of	 consistent	 quality	 and	 quantity	 standards	 required	 by	 larger-scale	 customers,	
procurement	agencies	and	other	important	sources	of	business.86	

3.3.3.	Good	practice	
There	 are	 a	 number	 of	 lessons	 that	 have	 been	 learnt	 from	 this	 relatively	 common	 experience	 in	
developing	 and	 transitional	 economies.	 	 The	 first	 is	 that	 it	 is	 unrealistic	 to	 expect	 all	 companies,	
however	 small,	 to	meet	 a	 generic	 standard	 of	 corporate	 governance	 and	 financial	 transparency.		
The	costs	of	compliance	are	 just	 too	great	 for	many	small	 firms,	and	could	even	drive	some	back	
into	 informality.	 	 Rather,	 there	needs	 to	be	 available	 the	 kinds	of	 business	development	 services	
(BDS)	 –	 including	 accounting	 and	 auditing,	 as	 well	 as	 legal	 services	 –	 that	 companies	 can	 avail	
themselves	 of,	 as	 they	 themselves	 develop	 over	 time,	 and	 as	 their	 needs	 and	 priorities	 change.		
Banks	and	financial	companies	are	often	willing	to	be	partly	involved	in	–	and	sometimes	help	share	
some	of	the	financial	burden	of	–	the	provision	of	such	services,	as	it	creates	a	vehicle	by	which	to	
attract	new	and	reliable	customers.		But	it	is	important	that,	to	be	sustainable,	such	BDS	provision	
must	be	both	of	quality	and	come	at	some	cost	to	users.		Free	BDS	provision,	such	as	that	provided	
by	government	agencies,	is	often	of	low	quality	(and	demand)	and	is	ultimately	unsustainable.	

3.3.4.	Recommendation	
We	 would	 recommend	 that	 the	 Office	 of	 the	 Auditor	 General	 and	 other	 relevant	 government	
agencies	work	with	development	partners	and	other	stakeholders,	 including	business	associations	
and	 other	 representatives	 of	 the	 corporate	 community,	 to	 develop	 a	 road	 map	 by	 which	 the	
standards	 of	 corporate	 governance	 and	 financial	 transparency	 could	 be	 developed	 in	 Myanmar.		
This	could	be	pursued	in	conjunction	with:	i)	a	wider	and	sustainable	BDS	action	plan;	ii)	efforts	to	
improve	the	accounting	and	auditing	standards	in	the	country;	iii)	the	drafting	and	enforcement	of	
the	impending	new	Company	Act	(and	any	implementing	regulations);	and/or	iv)	the	development	
of	 the	 securities	 market. 87 		 Care	 should	 be	 taken	 to	 ensure	 that	 while	 improved	 corporate	
governance	 and	 financial	 transparency	 practices	 are	 pursued,	 particularly	 for	 larger	 corporate	
entities,	 that	 the	 demands	 of	 compliance	 are	 not	 unduly	 onerous	 for	 SMEs,	 as	 this	 will	 only	
encourage	greater	non-compliance	and	informality.	
	
	
	
	
	
	
	
	

																																																								
86	When	it	comes	to	non-debt	(equity)	finance,	shareholder	/	investor	protection	is	extremely	important,	in	
case	of	subsequent	disputes.		Here	again,	under	the	2015	iteration	of	the	‘Doing	Business’	survey	by	the	
World	Bank,	Myanmar	ranks	178th	globally	(out	of	189),		This	score	is	based	on	nine	sub-metrics,	details	of	
which	can	be	found	here:	http://www.doingbusiness.org/data/exploreeconomies/myanmar#protecting-
minority-investors.		Of	these,	the	biggest	constraints	appear	to	pertain	to:	i)	director	liability;	ii)	a	lack	of	
corporate	transparency;	and	iii)	a	lack	of	regulations	on	conflicts	of	interest.	
87	Crucially	in	this	context,	the	current	draft	of	the	revised	Company	Act	focuses	on	“modernizing	the	
management	and	administration	of	companies”	and	“strengthening	the	corporate	governance	of	companies”.		
See:	‘Reform	of	the	Myanmar	Companies	Act,	1914:	Public	Briefing	Paper’	(http://dica.gov.mm.x-aas.net).	
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Note:	This	report	focuses	on	mainstream	banking	and	financial	services	for	companies	in	Myanmar,	
and	does	not	discuss	more	specialist	financial	activities,	such	as	micro-finance	or	retail	 finance.	 	 It	
also	does	not	cover	the	successful	removal	of	major	constraints	thus	far,	such	as	those	relating	to	
foreign	 exchange.	 	 Nor	 does	 this	 report	 aim	 to	 be	 an	 exhaustive	 analysis	 of	 all	 the	 various	
constraints	 to	 finance	 provision	 in	 Myanmar,	 but	 rather	 seeks	 to	 focus	 on	 the	 most	 pressing	
constraints	that	exist	at	present,	primarily	from	the	perspective	of	companies.	
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