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Abstract
Paper 1: Estimating the Economic Impact of Preserving Autocracy in Syria and
Reinstating Autocracy in Myanmar

This paper assesses the economic toll of prolonged authoritarian rule in Syria and
the reinstatement of autocracy in Myanmar, revealing stark impacts on national GDP and
economic resilience. Using synthetic control methods (SCM) and Vector Autoregression
(VAR) models, it estimates counterfactual economic scenarios that highlight significant
losses in economic output for both countries. In Syria, the civil war has led to a sharp
contraction in GDP, widespread infrastructure collapse, and a weakened economic base,
with the synthetic model showing Syria’s hypothetical GDP trajectory as vastly higher
without the conflict. Similarly, in Myanmar, the 2021 military coup reversed years of
economic progress, with the analysis showing projected GDP losses well into the future as
aresult of renewed autocracy. These findings emphasize the high economic cost of conflict
and regime instability, illustrating how shifts toward harsher authoritarian rule severely
undermine economic growth, investment confidence, and the foundational structure of

national economies.

xiii



Figure 1:
Figure 2:
Figure 3:
Figure 4:
Figure 5:
Figure 6:
Figure 7:
Figure 8:
Figure 9:

Paper 1: List of Figures

Conceptualization of pre-shock, post-shock and counterfactual relationship....34

Spectrum of sophistication to construct a counterfactual.............cccceeveeenennee. 34
Benchmarking Syria’s development path to comparator groups....................... 50
Comparing the counterfactual Real GDP per capita .........cccceevveeevviencieeninens 52
Counterfactual VAR results for Syria..........occoeviieiieniiiiiiiiieiececeeee 53
Estimates of total macroeconomic impact of the conflict............ccooveeirennennnn 54
Estimates of the total macroeconomic impact of the coup on real GDP........... 67
Estimates of the total macroeconomic impact of the coup on real GDP........... 67
Myanmar’s real GDP per capita and the synthetic unit overtime...................... 67

X1V



Paper 1: List of Tables

Table 1: Different methodological approaches to counterfactual comparative studies .... 22
Table 2: Syria cOmMPArator COUNTIIES .......eeivrrerireerrieerieeesteeestreeessreeesreeesreesseeesseeessseens 49
Table 3: Macroeconomic impacts of the conflict using different counterfactual models. 55
Table 4: List of donor countries under the Strict Criteria..........ccoceeverviereeneerieneeneeieneene 62
Table 5: List of donor countries under the relaxed criteria.......c..ccoceeverieneerieniienenniennne 62
Table 6: List of donor countries after removing countries with prolonged conflict ......... 63
Table 7: Regression results on real GDP per capita..........ccceeeeveeeeiieeciieecieecieeeeeeeen 65
Table 8: EIU StIICt POOL.....iiiiieiiieiieiieeieeee ettt ettt ettt et e s eeseeeaaa e 71
Table 9: EIU relaxed POOL.......oouiiiiiiiieeiieie ettt ettt s ens 71
Table 10: ECT StICt POOL.....viiiiiiieciie ettt et e e e e e eeenaee s 72
Table 11: ECI1e1aXxed POOL ...cccviiiiiiieeiieecie ettt et s 72

XV



ACCC

ADB

AHPRA

ARIMA

ASEAN

CAD

CGE

COVID-19

DSGE

EIU

ESCWA

EU

FDI

GDP

HDI

IMF

MENA

MTP

NLD

OLS

SCM

Paper 1: List of Abbreviations

Australian Competition and Consumer Commission
Asian Development Bank

Australian Health Practitioner Regulation Agency
AutoRegressive Integrated Moving Average
Association of Southeast Asian Nations

Current Account Deficit

Computable General Equilibrium

Coronavirus Disease 2019

Dynamic Stochastic General Equilibrium
Economist Intelligence Unit

Economic and Social Commission for Western Asia
European Union

Foreign Direct Investment

Gross Domestic Product

Human Development Index

International Monetary Fund

Middle East and North Africa

Major Trading Partner

National League for Democracy

Ordinary Least Squares

Synthetic Control Method

XVi



TGA

UNDP

UNESCWA

VAR

WEO

WHO

WTO

Therapeutic Goods Administration
United Nations Development Programme

United Nations Economic and Social Commission for

Western Asia

Vector Autoregression
World Economic Outlook
World Health Organization

World Trade Organization

Xvii



Chapter 1: Introduction

This paper explores the macroeconomic consequences of conflict and regime
change in two authoritarian contexts. In authoritarian regimes like Syria’s, public policy
often focuses on maintaining the regime’s power through repression, rather than addressing
underlying social and economic grievances. The failure to address these grievances through
inclusive and forward-looking policies can lead to political unrest and state-led oppression
which spawns long-term conflict, which in turn results in enormous economic costs. Thus,
the macroeconomic costs of the war reflect the failures of public policy to prevent such a

conflict from occurring in the first place.

While transparency is generally lacking in authoritarian contexts, the
macroeconomic impacts during conflict and coups become even more opaque due to
challenges in data collection and the lack of accountability in such regimes. The paper's
methodological approach, particularly its use of synthetic control methods and VAR
models to construct a counterfactual in a data-scarce environment, offers innovative
applications for estimating economic impacts. It demonstrates how rigorous economic
analysis can be conducted even when traditional data sources are unavailable or unreliable,
as is often the case in conflict zones or under authoritarian regimes. This can inform
policymaking in similar contexts, enabling more evidence-based decision-making. The
paper provides valuable clarity on the costly implications of political transitions towards

even harsher forms of authoritarianism.



This first paper of the dissertation is structured into two parts, each examining a
distinct case: Syria's civil war (2011) and Myanmar's (2021) military coup. The research
utilizes the Synthetic Control Method (SCM) to estimate the macroeconomic costs of
conflict and regime change, providing a comparative analysis of the economic trajectories
of these countries under different political scenarios. Understanding the macroeconomic
costs of war is important for shaping future public policy. By quantifying the economic
damage caused by war, policymakers can make informed decisions about resource
allocation, reconstruction efforts, and long-term planning. For example in Syria,
understanding the macroeconomic costs provides insight into how much investment will
be needed for rebuilding, what sectors will require the most support, and what policy
reforms are necessary to stabilize the economy post-conflict. The analysis also highlights
the importance of policies that can mitigate the risk of future conflicts, such as economic
diversification, institutional strengthening, and social safety nets. The macroeconomic cost
of war is also intricately tied to the social contract between the state and its citizens. In
authoritarian regimes, the social contract often involves a trade-off where the government
provides economic stability and social services in exchange for political compliance. When
war disrupts this balance, the social contract collapses, leading to widespread economic
suffering. By analyzing the economic costs of war, it becomes clear how public policy
decisions (or failures) directly impact the social contract. Governments, especially
authoritarian ones, must rethink policies that led to conflict and consider how post-war

policies can rebuild some trust and reestablish a functioning social contract.



Part 1: The Syrian Civil War and Public Policy Failures

The Syrian civil war, which began in 2011 and lingers today following the
overthrow of Syria’s President Bashar al-Assad in December 2024, has had devastating
effects on the country’s economy, infrastructure, and governance. Prior to the conflict,
Syria was governed by an authoritarian regime that prioritized regime stability over long-
term economic reform. The Assad government’s economic policies were heavily reliant on
oil revenues, with little emphasis on diversifying the economy or building resilient
institutions. This left Syria highly vulnerable to both internal unrest and external shocks,

as seen when political protests spiraled into full-scale civil war.

The first part of this paper employs the SCM to estimate the macroeconomic costs
of the Syrian civil war by constructing a counterfactual scenario in which the conflict never
occurred. This method will allow for a comparison between Syria’s actual economic
performance during the war and a synthetic version of Syria that assumes continued
political stability. In doing so, the research aims to quantify the long-term economic
damage caused by the conflict, with a focus on GDP (Abadie et al., 2010). The results of
this analysis will highlight the significant economic costs of preserving autocracy in the
face of growing social and political tensions. By comparing this counterfactual with the
grim reality of Syria's war-torn economy, the paper quantifies the substantial economic cost
of authoritarianism and the devastating impact of conflict on a nation's social fabric. The
implicit social contract in authoritarian Syria—stability in exchange for limited
freedoms—was shattered by the conflict, leading to a profound humanitarian and economic

crisis.



This analysis builds on existing research that links authoritarian governance with
economic fragility, particularly in the context of conflict (Collier, 1999; Acemoglu and
Robinson, 2006). The findings from the Syrian case will contribute to broader discussions
on the role of public policy in mitigating or exacerbating the economic impacts of civil
conflict. This case emphasizes the need for proactive public policy that strengthens
institutions and promotes inclusive economic growth as a means of preventing conflict and

ensuring long-term stability (Blattman and Miguel, 2010).

Part 2: Myanmar’s 2021 Coup and Economic Dependencies
The second part of this paper shifts focus to Myanmar, where the military staged a
coup in February 2021, overthrowing the civilian government and reversing a decade of
political and economic reforms. Prior to the coup, Myanmar had been undergoing a process
of economic liberalization and integration into the global economy, following decades of
isolation under military rule. However, the coup brought about significant political
instability and economic uncertainty, with foreign investment plummeting and key sectors

such as tourism and manufacturing facing severe disruptions.

The Myanmar case study employs SCM to estimate the economic costs of the 2021
coup, constructing a counterfactual scenario in which the coup did not occur. By comparing
Myanmar’s actual economic trajectory post-coup with a synthetic model that assumes
continued democratic governance, this analysis will estimate the potential losses in GDP

until 2024 as well as projecting the losses until 2027 assuming the status quo remains.

The Role of Public Policy in Conflict and Political Instability



This dissertation contributes to the growing body of literature that explores the
intersections of public policy, authoritarianism, and economic development, particularly in
the context of conflict and regime change (Besley and Kudamatsu, 2008). By quantifying
the economic costs of conflict and political instability, this research highlights the
importance of designing public policies that promote inclusive economic growth,
institutional resilience, and political accountability. The findings from both Syria and
Myanmar will inform policy debates on how to prevent conflict and instability through

more forward-looking governance strategies (Ross, 2015).

This dissertation aims to bridge the gap between conflict studies and public policy
analysis by using the SCM to model the macroeconomic costs of conflict and regime

change in Syria and Myanmar.



Chapter 2: Literature review

Public Policy

The purpose of this literature review is to situate and synthesize existing scholarship
on the relationship between conflict, public policy, and economic performance, with
particular attention to authoritarian contexts, through a public policy lens. Specifically, this
review aims to connect and contextualize the various discourses surrounding coups and
civil conflicts—both in their buildup and aftermath—to situate the economic impacts of
such events within public policy discourse. By drawing upon theoretical insights and
empirical evidence across the disparate discourses, the review seeks to illustrate how public
policy failures under authoritarian regimes amplify economic vulnerabilities, exacerbate
instability, and hinder post-conflict recovery. Ultimately, setting the stage for an evaluation

of the economic consequences experienced in both Syria and Myanmar.

The Economic Impact of Conflict and Public Policy Failures

The intersection of conflict, public policy, and economic performance has been
extensively studied in development. Conflicts, particularly civil wars and coups, have
profound and lasting impacts on national economies, not only through immediate
destruction but also by disrupting long-term economic growth and development trajectories
(Collier, 1999; Blattman & Miguel, 2010). In Syria, the outbreak of civil war in 2011 led
to catastrophic economic consequences, compounded by the government's failure to
address underlying social and economic grievances prior to the conflict (World Bank,

2017). Similarly, Myanmar's military coup in 2021 resulted in significant economic



downturns, reversing years of economic progress and leading to widespread instability
(World Bank, 2022). Both cases illustrate how ineffective public policies under

authoritarian regimes can intensify the economic costs of conflict.

Collier and Hoeffler (2004) emphasize that the economic costs of conflict extend
beyond physical destruction to include lost investment opportunities, brain drain, and the
breakdown of social cohesion. These costs are magnified when pre-conflict policies have
left economies undiversified and institutions weak. Blattman and Miguel (2010) argue that
conflicts often arise in contexts where institutions are fragile, and public policies have
failed to address inequalities and grievances, leading to a cycle of violence and economic

stagnation, this was particularly the case in Syria.

Public finances in authoritarian contexts

Authoritarian regimes often maintain power through centralized control of the
economy and suppression of political dissent (Acemoglu, Johnson, & Robinson, 2001).
These regimes typically implement extractive economic policies that prioritize regime
stability and elite interests over inclusive economic growth and resilience (Geddes, 1999;
Acemoglu & Robinson, 2006). Such policies can lead to economic fragility, making
countries more vulnerable to internal and external shocks, including conflicts. Therefore, a
key distortion and nexus between public policy and authoritarian regimes is through public

finance.

Taxation as the lifeblood of any government, is the primary mechanism for

extracting resources from the populace to fund public services, infrastructure, and other



essential government activities. In authoritarian regimes, where power is concentrated in
the hands of a few, taxation serves as a crucial tool for maintaining political control and
stability. "From a leader’s point of view, the most important function of the people is to pay
taxes. All regimes need money. As a result, certain basic public goods must be made
available even by the meanest autocrat, unless he has access to significant revenue from
sources, like oil or foreign aid, that are not based on taxing workers" (Bueno de Mesquita
etal., 2011, p. 19). This underscores that even minimal public goods are provided to ensure

continued revenue collection from the populace.

Public finance and redistribution in authoritarian regimes are complex and can be
contradictory. On the one hand, the need for revenue, especially in the face of economic
challenges or rising public expectations, can incentivize authoritarian leaders to implement
reforms aimed at increasing transparency, participation, and responsiveness. According to
Ross, “the relationship between taxation and representation has both theoretical and
practical importance. Over the last two decades, there has been a wealth of research on the
causes of democracy. Yet according to most studies, democracy appears to be caused by
factors that are very difficult to change, including per capita income, changes in class
relations, the religious make-up of the population, and the unique features of the 'Western'
states." The relationship and endogeneity between levels of taxation, redistribution of
assets and authoritarian resilience provides for an excellent backdrop to examine how the
balancing act between these issues manifests for transparency, participation, and

responsiveness in government decision making.



Beginning with the connection of taxes and authoritarian resilience the research
demonstrates both the levels and structures of taxation in authoritarian regimes vary
significantly depending on the type of regime and the sources of revenue available to the
rulers. According to Geddes (1999), personalist regimes and monarchies often maintain
lower tax rates because they rely heavily on resource rents, such as oil revenue, to sustain
their rule. This reliance on resource rents reduces the need for high levels of taxation, which
in turn diminishes the pressure on these regimes to develop sophisticated tax collection

systems in fear of inducing public dissatisfaction.

Theorists have assumed authoritarian regimes inherently have a higher tax
extraction capacity due to the absence of accountability at the ballot box, however Cheibub
(1998) argues that there is no significant difference in the tax extraction capabilities of
democracies and dictatorships. What is more instrumental is the institutional capacity of
the state, a point that Acemoglu and Robinson have repeatedly demonstrated. Accordingly,
democracies and authoritarian regimes can have similar levels of tax extraction, provided
they have the necessary institutional framework and administrative abilities. For this
reason, Cheibub argues the simplistic dichotomy between democracies and dictatorships
overlooks the degree of institutionalization of the regime and the nature of political

competition and participation.

Ross (2004) presents a slightly different viewpoint whereby high levels of tax
extraction are commonplace in authoritarian regimes with the receipts benefiting the ruling
elite rather than the general populace. Taxation serves as an instrument for consolidating
power and redistributing resources among loyalists and supporters of the ruling regime.

9



Not surprisingly, high tax rates are not used to provide public goods or services, but rather
to bolster regime's stability. Ross argues that discontent in authoritarian regimes is linked
to the perceived value received in return for taxation. High taxes that are married with
inadequate services can spark public unrest that push for democratic reforms. Ross states,
"when citizens are faced with an undemocratic government that is charging unreasonably

high prices for its services, they tend to demand democratic reforms".

In Syria, prior to the civil war, the government's control over key economic sectors,
reliance on oil revenues, and failure to implement institutional reforms left the economy
vulnerable (De Chatel, 2014). Subsidies and economic benefits were often used to buy
political loyalty rather than to promote equitable development (Hinnebusch, 2012). In
Myanmar, decades of military rule and economic isolation resulted in underdeveloped
institutions and a lack of diversification in the economy (Turnell, 2011). According to
Turnell, "the longevity of military rule in Myanmar is a function of a number of
circumstances, including most notably that the country is ruled by a regime prepared to use
lethal force against its opponents. The same regime has been almost as assiduous in
rewarding its supporters. It uses its tight control over the economy to grant military and
other elites concessions against its own labyrinthine restrictions and rules on economic
activity" (Turnell, 2011, p. 79). Ross (2004) and Acemoglu and Robinson (2012) argue that
when elites control resources and use public policy to maintain their dominance, it
exacerbates inequality and increases the likelihood of conflict. In Syria, authoritarian
policies that concentrated wealth and power contributed to social tensions and economic

vulnerabilities that erupted into conflict, while in Myanmar, efforts at de-concentrating

10



wealth and power by the democratically elected Government, saw the military swiftly wrest

back control.

Morrison's argues large shares of nontax revenue, such as oil rents or even foreign
aid, allows regimes to maintain lower tax rates while still generating enough revenue to
appease the population and deter uprisings. The implication from his work is that non-tax
revenues, and development aid, can effectively reduce the pressure on the government to
be accountable, as the need for broad-based taxation diminishes, leading to greater regime

stability and fewer transitions to democracy.

Transparency in public finance within authoritarian regimes is almost as absent as
democracy. The role of secrecy and lack of transparency in authoritarian regimes is further
emphasized by Bueno de Mesquita et al. (2003) who argue that secrecy is the modus
operandi of autocrats to maintain control. A lack of transparency within public finance
management means that supporters remain unaware of what others are receiving, keeping
their demands low and preventing coordinated efforts to negotiate better terms. “"Knowing
where the money is" is particularly important in autocracies—and particularly difficult.
Such systems are shrouded in secrecy. Supporters must be paid but there are no accurate
accounts detailing stocks and flows of wealth. Of course, this lack of transparency is by
design. Thus does chaotic bookkeeping become a kind of insurance policy: it becomes
vastly more difficult for a rival to promise to pay supporters if he cannot match existing
bribes, or, for that matter, put his hands on the money. Indeed, secrecy not only provides
insurance against rivals, it also keeps supporters in the dark about what other supporters
are getting" (Bueno de Mesquita et al., 2011, p. 46). The lack of transparency helps
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reinforce autocratic control preventing citizens and rivals to mobilize against the regime

effectively.

Autocratic regimes deviate from Musgraves framework most starkly on
redistribution and allocation policies. Their purpose is not to address market failures or
inequalities, instead expenditures are targeted to maintain power, specifically, to control
dissent. This is operationalized by distributing resources to specific parts of the population
that will ensure their loyalty. Morrison (2009) argues that dictatorships, unlike governments
deploying countercyclical fiscal policy in democratic state, increase social spending, during
economic downturns and periods of social unrest, in order to placate the masses. Similarly,
Geddes (1999) observes that oil-rich autocracies rely on nontax revenues to fund patronage
networks and maintain the loyalty of key supporters without having to implement broader

governance reforms.

In most studies, there is little differentiation afforded to the types of authoritarian
regimes and how the different strategies in public finance materialize, this severely affects
the generalizability of their findings. Geddes (1999) however, helpfully provides additional
insight into the distribution strategies of different types of authoritarian regimes. She finds
that personalist and military regimes are the ones most likely to manipulate state resources
to perpetuate their power. These regimes, she notes, "distribute benefits and office to a
smaller proportion of citizens than do single-party regimes," typically directing benefits
towards "a particular familial, clan, ethnic, or regional group" that supports the regime
(Geddes, 1999). This selective distribution maintains the loyalty of a narrow support base,
essential for the survival of these regimes.
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In military or mixed military-personalist regimes, Geddes points out that the
distribution while still not tilted towards equality or efficiency, is skewed towards
maintaining the military institution itself. This includes "budgets sufficient to attract high-
quality recruits and buy state-of-the-art weapons" as well as ensuring the military's
autonomy from civilian intervention (Geddes, 1999). Geddes contrasts these with single-
party regimes, which adopt a more broad-based distribution strategy through their control
over political and economic structures. By providing access to resources across a wider
segment of society than personalist or military regimes, single-party regimes engender a

broader base of support, thereby stabilizing their rule over extended periods.

Public finance policies play a critical mechanism in authoritarian contexts that spur
the onset of civil unrest as authoritarian regimes often impose extractive financial policies
that prioritize regime stability and elite interests, leading to economic fragility and social
tensions. Mismanagement of public finances not only sustains authoritarian resilience but
also contributes to systemic governance failures that can precipitate conflict. In Syria, for
example, distorted public finance management led to vulnerabilities that erupted into
widespread instability. In Myanmar, the military felt threatened when the new democratic
regime undermined their sources of power by attempting to reform public finance policies,

prompting them to wrest back control (Turnell, 2011).

This discussion connects to the broader scope of the dissertation by providing a
framework to understand how authoritarian fiscal practices precipitate unrest and conflict.
It underscores the importance of institutional capacity, transparency, and inclusive fiscal
policies in preventing governance failures while also recognizing how shifts in fiscal
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policies can threaten authoritarian power structures and provoke reactions that may lead to

instability or regime change away from democracy.

The Role of Public Policy in Post-Conflict Recovery

Effective public policy is critical in post-conflict recovery, as it can facilitate
rebuilding efforts, restore public services, and promote economic diversification (World
Bank, 2003). The quality of policy interventions determines the speed and sustainability of
recovery. Policies that address immediate humanitarian needs while implementing long-
term structural reforms are essential to prevent a relapse into conflict and to promote
inclusive growth (Paris, 2004). In Syria, ongoing conflict and governance challenges have
hindered recovery efforts, with inadequate public policies failing to address the
humanitarian crisis or to rebuild critical infrastructure (UNESCWA, 2020). In Myanmar,
the military government's policies following the coup have led to increased isolation,
sanctions, and suppression of dissent, impeding economic recovery and exacerbating

poverty (International Crisis Group, 2021).

The experiences of both countries highlight the consequences of ineffective public
policy in the aftermath of conflict or political upheaval. The literature emphasizes that
without strategic and inclusive policy interventions, post-conflict states risk prolonged

economic stagnation and instability (Collier & Hoeftler, 2004).

Public Policy, Authoritarianism, and the Social Contract
The social contract in authoritarian regimes often involves a tacit agreement where

citizens tolerate limited political freedoms in exchange for economic stability and security
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(Przeworski, 2000). When regimes fail to deliver on this promise, public discontent can
lead to unrest and conflict. The breakdown of the social contract in Syria was evident as
economic hardships and repressive policies fueled the uprising (De Chatel, 2014). In
Myanmar, the abrupt end to democratic reforms and the return to military rule shattered
public trust and led to widespread protests and economic disruptions (Kimura & Sasaoka,
2021). Restoring the social contract in post-conflict or post-coup contexts requires public
policies that promote inclusivity, transparency, and economic opportunities for all citizens
(Rotberg, 2004). Both Syria and Myanmar face significant challenges in rebuilding the
social contract due to ongoing authoritarian governance and failure to implement necessary

reforms.

The literature demonstrates the critical role of public policy in shaping economic
outcomes during and after conflicts, particularly in authoritarian contexts. Pre-conflict
policy failures can exacerbate economic vulnerabilities, while ineffective post-conflict
policies hinder recovery and risk prolonging instability. By incorporating counterfactual
analysis, studies can quantify the economic costs of conflict and the potential benefits of

alternative policy choices.

Methodological Approaches in Counterfactual Estimates

Estimating counterfactual economic scenarios is an essential step to assess the
macroeconomic consequences of armed conflict and authoritarian transitions. Traditional
econometric techniques, including difference-in-differences (DiD), vector autoregression,

and structural equilibrium models, have long been employed to estimate causal effects.
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However, these methods can encounter limitations when applied to complex and non-
experimental settings. The SCM, first introduced by Abadie and Gardeazabal (2003) and
later formalized by Abadie, Diamond, and Hainmueller (2010), offers a methodological
advancement by constructing a synthetic version of the treated unit that closely
approximates its trajectory in the absence of an intervention. This approach has become
increasingly relevant in assessing the economic consequences of regime changes, civil
conflicts, and institutional breakdowns, as it provides a rigorous counterfactual analysis
that overcomes many of the shortcomings associated with traditional econometric

techniques.

Standard methods for counterfactual estimation, while widely used, often fail to
provide robust estimates in the presence of structural breaks and non-parallel economic
trajectories. The DiD approach, a commonly employed quasi-experimental method,
assumes that treated and control groups follow parallel trends before the intervention, an
assumption that is rarely satisfied in the context of abrupt political and economic shocks
such as war and military coups (Angrist & Pischke, 2009). In the case of Syria and
Myanmar, where the trajectory of economic growth was profoundly altered by conflict and
regime change, the parallel trends assumption is untenable as it relies on the existence of a
suitable control group, yet in cases where the treatment affects an entire country rather than
a subset of a population, finding a comparable untreated unit is not possible (Bertrand,
Duflo & Mullainathan, 2004). Vector autoregression (VAR), another widely used technique
in macroeconomic analysis, relies heavily on past trends to predict future outcomes but

struggles to account for unanticipated shocks and disruptions that fundamentally alter the
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trajectory of economic indicators (Sims, 1980). For example, during the period of the
Syrian counterfactual was the Greece debt crisis and for Myanmar coup was the COVID-
19 impact, none of which historical models could have predicted, but remain critical
elements of a counterfactual in that period. Furthermore, general equilibrium or structural
models, while theoretically sophisticated, rely on structural assumptions that often impose
constraints on the behavior of economic agents that may not align with real-world
conditions, particularly in economies undergoing political turmoil (Blanchard & Fischer,

1989).

The SCM addresses many of these challenges by offering a data-driven approach
that systematically constructs a counterfactual using a weighted combination of control
units (Table 1). Instead of relying on a single untreated unit for comparison, as in DiD,
SCM optimally selects a weighted combination of multiple untreated units that together
best replicate the pre-treatment characteristics of the treated unit. This approach ensures
that the estimated counterfactual closely mirrors the economic trajectory of the treated unit
before the intervention, thereby reducing the risk of selection bias and omitted variable bias
(Abadie, 2021). Unlike regression-based techniques that impose parametric assumptions
about functional relationships between variables, SCM 1is non-parametric in nature,
allowing it to more flexibly account for complex and non-linear economic dynamics. This
feature is particularly valuable when estimating the economic impact of political shocks,
as it accommodates the endogenous relationship between institutional structures and
macroeconomic performance (Ben-Michael, Feller & Rothstein, 2021). A paper by

Arkhangelsky et al (2021) in the AER summarizes the difference:
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In general, DID methods are applied in cases where we have a substantial number
of units that are exposed to the policy, and researchers are willing to make a “parallel
trends” assumption that implies that we can adequately control for selection effects by
accounting for additive unit- specific and time- specific fixed effects. In contrast, SC
methods, introduced in a setting with only a single (or small number) of units exposed,
seek to compensate for the lack of parallel trends by reweighting units to match their pre-

exposure trends.

One of the key methodological strengths of SCM lies in its ability to control for
unobservable confounders that may influence economic trajectories. Traditional regression
models struggle to account for factors that cannot be directly measured, such as informal
economic activity, political uncertainty, or variations in governance quality. In authoritarian
settings where transparency is limited, economic data is often manipulated, and
institutional distortions shape economic outcomes in ways that are difficult to quantify
(Gandhi & Przeworski, 2007). The SCM approach, by ensuring that the synthetic control
unit exhibits a similar pre-treatment trajectory to the treated unit, implicitly controls for
these unobserved confounders. This is particularly relevant in the cases of Syria and
Myanmar, where pre-existing economic distortions and governance structures played a
central role in shaping economic outcomes. Unlike traditional structural models that
impose theoretical assumptions about institutional behavior, SCM allows the data itself to
determine the optimal control group, reducing reliance on subjective modeling choices

(Athey & Imbens, 2017).
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The growing use of SCM in political economy research highlights its value in
assessing the economic consequences of political instability. Previous studies have
demonstrated its effectiveness in quantifying the economic impact of civil conflicts,
economic sanctions, and democratization processes. Abadie and Gardeazabal (2003)
applied SCM to estimate the economic costs of the Basque conflict in Spain, showing that
prolonged violence significantly depressed regional GDP growth. Campos, Coricelli and
Moretti (2014) used SCM to evaluate the economic benefits of European Union
membership, illustrating how the integration process influenced economic performance
over time. More recent applications have employed SCM to assess the economic costs of
authoritarian transitions, demonstrating its relevance for studying regime changes and

institutional instability (Billmeier & Nannicini, 2013).

Despite its popularity in policy evaluation and impact assessment, SCM has been
relatively underutilized in the field of economic history. This gap presents an opportunity
for historians and economists to apply SCM to long-standing questions in economic and
institutional development. A notable example of SCM's application in economic history is
the work by Abadie et al. (2015), which examines the economic impact of German
reunification on West Germany. By constructing a synthetic control group that mimics West
Germany's pre-reunification growth trajectory but excludes the reunification event, the
authors were able to estimate a counterfactual scenario in which reunification never
occurred. Their findings revealed that, post-reunification, West Germany’s GDP per capita
declined significantly—approximately 8% lower than it would have been in the absence of

reunification, as it would have been unburdened by the fiscal transfers required to support
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the integration of East Germany. SCM’s robustness lies in its ability to offer a systematic

approach to selecting comparison units, as Abadie et al. (2015) notes:

“The synthetic control method provides a systematic way to choose comparison
units in comparative case studies. This systematization opens the door to precise
quantitative inference in small-sample comparative studies, without precluding the
application of qualitative approaches. Borrowing the expression from Sidney Tarrow, the

synthetic control method allows researchers to put ‘qualitative flesh on quantitative bones.”

This characteristic sets SCM apart from traditional difference-in-differences or
regression-based methods, which rely on more restrictive assumptions about parallel

trends.

Another influential study is that of Billmeier and Nannicini (2013), who used SCM
to evaluate the impact of economic liberalization on growth in a large sample of countries.
By comparing the post-liberalization growth trajectories of treated countries to those of a
synthetic control group, they found that the impact of liberalization varied depending on
when and where it occurred. Specifically, early liberalization episodes were associated with
significant positive growth effects, while more recent liberalization efforts had a more
muted impact. This study highlights the flexibility of SCM in capturing heterogeneous
effects across time and space, further solidifying its role as a valuable tool in policy

evaluation.

Beyond its methodological strengths, SCM has significant implications for

inference in comparative studies. Traditional econometric approaches often struggle with
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small-sample limitations, leading to challenges in drawing reliable conclusions. However,
SCM overcomes this barrier by structuring the selection of comparison units in a
transparent and data-driven manner. As Abadie et al. (2015) explain, “Formalizing the way
comparison units are chosen not only represents a way of systematizing comparative case
studies...but it also has direct implications for inference. We demonstrate that the main
barrier to quantitative inference in comparative studies comes not from the small-sample
nature of the data, but from the absence of an explicit mechanism that determines how
comparison units are selected. By carefully specifying how units are selected for the
comparison group, the synthetic control method opens the door to the possibility of precise
quantitative inference in comparative case studies.” This structured approach ensures that
inference is based on well-defined counterfactuals rather than ad hoc or arbitrary selections
of control groups. In the context of this study, SCM provides an ideal methodological
framework for quantifying the economic losses associated with prolonged conflict in Syria
and the military coup in Myanmar, enabling a rigorous assessment of the macroeconomic

consequences of authoritarian resilience.
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Table 1: Different methodological approaches to counterfactual comparative studies

Feature

Difference-in-
Differences

(DiD)

Vector
Autoregression
(VAR)

General
Equilibrium
Models

Synthetic
Control
Method
(SCM)

Treatment of Limited control | Poor (assumes Assumed Strong (data-

Unobserved constant exogenously driven

Confounders relationships) weighting)

Applicability to No (requires Yes (but requires Yes (but model- | Yes (designed

Single-Treated Units | multiple treated | long time series) dependent) for single
units) units)

Robustness to Weak (assumes | Poor (misses non- | Model- Strong (adjusts

Structural Breaks in | parallel trends) | linear shocks) dependent via donor

treatment period pool)

Data Requirements | High Very high Very high Moderate (uses
cross-sectional
data)

Flexibility in Low N/A High (but High (optimal

Control Group theoretical) control

Selection weighting)

Overall, this paper aims to contribute to the literature on conflict economics and

public policy economics by applying the SCM to assess the macroeconomic consequences

of the conflict in Syria and coup in Myanmar. While SCM has been used in policy

evaluation and democratization studies, its application in conflict-affected and

authoritarian contexts remains relatively underexplored. This research represents the first

attempts to systematically apply SCM to these two cases, demonstrating its utility in

estimating economic losses in environments where data availability is limited and official

statistics may be unreliable. Given the challenges of constructing counterfactuals in settings

where conflict and political upheaval disrupt economic patterns, this study highlights the

adaptability of SCM as a methodological tool in such circumstances. By estimating

economic trajectories in the absence of conflict and regime change, the analysis provides
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an additional empirical perspective on the extent to which war and political instability have

influenced economic performance in these countries.

Beyond its methodological application, this paper aims to build on existing
discussions on how authoritarian regimes manage public resources, demonstrating that
economic mismanagement, a reliance on extractive policies, and constrained institutional
reforms contributed to long-term structural weaknesses. By integrating counterfactual
analysis with public finance theory, this study offers an additional perspective on the role
of governance and economic policy in shaping macroeconomic outcomes under
authoritarian rule. While the results align with broader findings on the economic costs of
political instability, they also underscore the need for further research on the ways in which

public policy choices influence economic trajectories in conflict-affected states.

A final contribution of this research lies in its attempt to bridge the gap between
academic counterfactual exercises and real-time economic assessments that can inform
policy responses. By quantifying the economic losses associated with war and political
instability, this study provides compelling narratives on the extent of loss and the toll of
war while also providing foundational estimates for arriving at the resources required for
future reconstruction and rebuilding efforts. Understanding the scale of economic damage
is crucial for mobilizing international financial assistance and directing resources

effectively toward post-conflict recovery.
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Chapter 3: War and Coup

Syria 2011

The Syrian conflict, which began in 2011, has evolved into one of the most
devastating humanitarian and economic crises of the 21st century. According to the World
Bank's publication "The Toll of War" (2017), the conflict has not only led to significant
loss of life and displacement but has also caused profound disruptions to Syria's economy,
infrastructure, and social fabric. The roots of the Syrian conflict can be traced to a complex
interplay of political, economic, and social factors. Before the conflict, Syria was
experiencing modest economic growth, with a real GDP growth rate of 4.3% annually from
2000 to 2010. However, beneath this growth, the economy remained highly centralized and
reliant on oil revenues, which constituted around 25% of GDP. Syria faced mounting
internal pressures due to authoritarian governance, limited political freedoms, and
economic disparities. The government's centralized control over economic resources led to
widespread corruption and inequality (World Bank, 2017). The lack of responsive public
policies to address these challenges contributed to public dissatisfaction. Public policies
under the Assad regime were focused on regime survival rather than sustainable economic
development. For instance, economic diversification was neglected, and institutions
remained weak and underdeveloped. Inequality was rising, with the benefits of growth
disproportionately favoring elites linked to the regime. This mismanagement contributed
to growing public discontent, which ultimately played a significant role in sparking the
unrest. Economic grievances were exacerbated by a severe drought from 2006 to 2010,

which devastated agricultural communities and prompted rural-to-urban migration. This
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environmental crisis strained urban infrastructure and increased unemployment,

particularly among youth (De Chatel, 2014).

The failure to implement inclusive economic policies and reforms prior to the
conflict left Syria highly vulnerable to both internal discontent and external shocks. The
concentration of wealth and resources in the hands of the elite, coupled with stagnant
development for much of the population, exacerbated tensions, which, when combined
with political repression, provided fertile ground for widespread rebellion. Inspired by the
Arab Spring movements across the Middle East and North Africa, peaceful protests erupted
in March 2011, demanding political reform and greater freedoms. The government's harsh
crackdown on demonstrators escalated tensions, leading to the militarization of the

opposition and the onset of a protracted civil war (Hinnebusch, 2012).

The conflict has had a catastrophic impact on Syria's economy. Once a major source
of revenue, oil production plummeted due to damaged facilities and loss of control over oil
fields. The oil GDP declined by 93 percent during the same period, while the non-oil
economy contracted by 52 percent due to the severe destruction of infrastructure, reduced
access to fuel and electricity, low business confidence, and disruption of trade.
Hydrocarbon production plunged from 383,000 barrels per day (bpd) in 2010 to 10,000
bpd in 2015 and 2016, due to Islamic State control over most of the oil-producing areas.
Conflict and displacement disrupted agricultural activities, leading to food insecurity.
Industrial zones became battlefields, and service industries collapsed due to insecurity and
mass displacement. The conflict disrupted trade routes and led to the imposition of
international sanctions, further isolating the economy Conflict-related disruptions and
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international sanctions reduced Syrian exports by 92 percent between 2011 and 2015.
Inflation soared, and the Syrian pound depreciated sharply, eroding purchasing power and
savings. Fiscal revenues dropped from 23 percent of GDP in 2010 to less than 3 percent of
GDP in 2015. This was mainly due to losses in oil and tax revenues, the collapse of
international trade due to sanctions, a growing informal economy, and weak administrative
collection capacity. In response to this shortfall, government spending was cut back
(especially capital expenditures), but these measures were not enough to offset the fall in
revenues. As a result, gross public debt rose from 30 percent of GDP in 2010 to a staggering

150 percent of GDP in 2015 (World Bank, 2017).

The human toll of the conflict is immense. By 2017, an estimated 400,000 people
had lost their lives, and over half of the pre-war population was displaced, either internally
or as refugees in neighboring countries (World Bank, 2017). This mass displacement
resulted in a significant loss of human capital, as skilled workers and professionals fled the
country. School attendance rates dropped drastically. Damage to educational facilities and
the displacement of teachers disrupted learning for millions of children. The destruction of
hospitals and a shortage of medical professionals led to a collapse in healthcare services,
exacerbating public health crises. The breakdown of social cohesion and the rise of

sectarian divisions have long-term implications for reconciliation and rebuilding efforts.

Myanmar 2021
The military coup in Myanmar on February 1, 2021, marked a significant regression

in the country's political and economic trajectory, profoundly impacting its development
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prospects and societal stability. Myanmar, formerly known as Burma, has a complex
history characterized by prolonged military rule, ethnic conflicts, and struggles for
democratic governance. After gaining independence from British colonial rule in 1948,
Myanmar experienced a military coup in 1962, leading to decades of authoritarian rule
under the military junta known as the Tatmadaw. The junta's isolationist policies and
centralized economic control resulted in widespread poverty, underdevelopment, and

international sanctions (Steinberg, 2010).

A significant political shift occurred in 2011 when the military initiated a controlled
transition towards a quasi-civilian government, introducing limited political and economic
reforms (Turnell, 2011). This period saw the release of political prisoners, including Aung
San Suu Kyi, and the establishment of the National League for Democracy (NLD) as a
legitimate political force. The NLD's landslide victory in the 2015 general elections
symbolized a hopeful move towards democratization and economic liberalization (Kudo,

2019).

Despite these advances, the 2008 Constitution ensured the military's continued
influence by reserving 25 percent of parliamentary seats for military appointees and
granting control over key ministries, including defense, home affairs, and border affairs
(Cheesman, 2017). Tensions persisted between the civilian government and the military
over issues such as constitutional reform and ethnic minority rights. The military's
economic interests were deeply entrenched through vast business conglomerates
controlling significant sectors of the economy (International Crisis Group, 2021). The
November 2020 general elections resulted in another overwhelming victory for the NLD,
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which the military disputed, alleging widespread electoral fraud without credible evidence
(Kimura & Sasaoka, 2021). These allegations served as a pretext for the military to seize
power, detaining Aung San Suu Kyi and other civilian leaders, and declaring a one-year

state of emergency that continues to be extended until at least 2025.

Public policy under the NLD government focused on continuing economic
liberalization and attracting foreign investment, but tensions with the military, which
retained control over key sectors of the economy, constrained reform efforts. Moreover, the
Rohingya crisis, which saw the military engage in violent campaigns against the Rohingya
Muslim minority in 2017, led to international condemnation and sanctions, further
complicating Myanmar’s economic trajectory. The inability to fully address Myanmar’s
entrenched military influence in economic and political matters left the country vulnerable

to the kind of destabilization seen in 2021.

The coup has precipitated a severe economic crisis, undermining the gains made
during the decade of democratic reforms. The decade preceding the Coup, Myanmar's
economy was among the fastest growing in Southeast Asia, with an average annual GDP
growth rate of 7 percent, driven by foreign investment, expansion of the manufacturing
sector, and integration into global markets (World Bank, 2020). The political instability
introduced by the coup has reversed this trajectory. Foreign investors have withdrawn or
suspended operations due to heightened political risk and reputational concerns,
particularly in sectors like manufacturing and energy. International sanctions targeting
military leaders and their business interests have further isolated Myanmar from global
financial systems (Asian Development Bank, 2021).
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The banking sector faces a liquidity crisis as confidence in financial institutions
wanes. Restrictions on cash withdrawals and disruptions in banking services have
hampered economic activity and undermined public trust (World Bank, 2022). The
Myanmar kyat has depreciated significantly against major currencies, leading to
inflationary pressures that exacerbate poverty and food insecurity (International Monetary
Fund, 2021). Supply chains have been disrupted due to widespread civil disobedience and
strikes. The Civil Disobedience Movement (CDM), involving healthcare workers, teachers,
civil servants, and private-sector employees, has significantly reduced workforce
availability and productivity (Kimura & Sasaoka, 2021). Transportation blockades and
clashes between the military and ethnic armed groups have further impeded the movement

of goods and people.

The coup has led to a humanitarian crisis marked by escalating violence, human
rights violations, and mass displacement. Security forces have responded to peaceful
protests with lethal force, resulting in over 1,000 civilian deaths and thousands of arrests
(United Nations Human Rights Council, 2021). Reports of torture, arbitrary detention, and
attacks on journalists and activists have been documented. The education sector has been
severely affected as teachers and students participate in the CDM or face threats from the
military for their involvement. Schools and universities have been closed or are operating
at limited capacity, disrupting the education of millions of children and youth (UNICEF,
2021). The health sector is similarly strained; the targeting of medical professionals and
facilities has undermined healthcare delivery amidst the COVID-19 pandemic

(International Crisis Group, 2021).
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Ethnic conflicts have intensified, particularly in border regions where longstanding
grievances against the central government persist. Ethnic armed organizations have
escalated attacks against military forces, leading to increased displacement of civilians and
a growing refugee crisis affecting neighboring countries (Cheesman, 2021). The United
Nations Development Programme (UNDP, 2021) warns that nearly half of Myanmar's
population could fall into poverty as a result of the combined effects of the coup and the

pandemic.

Estimating the impact of the 2021 coup on Myanmar's economy involves assessing
both immediate and long-term consequences. The coup has disrupted economic activities,
reduced investor confidence, and triggered international sanctions, leading to substantial
GDP losses. Constructing a counterfactual scenario—projecting Myanmar's economic
performance had the democratic transition continued—is essential to quantify the

opportunity costs associated with the coup.
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Chapter 4: Methodology to Constructing a Counterfactual Economy

From a macroeconomic perspective, the first step to assess the impact of the conflict
in Syria or the Coup in Myanmar was to produce estimates of GDP that could underpin real
and nominal GDP figures. However, this is not enough to arrive at an estimate of the impact
of the war on the economy - simply comparing Syria’s latest economic figures to those
prior to the war implicitly assumes that the current fundamentals of the Syrian economy
are identical to those in 2010, before the conflict began, which is erroneous. The real
economic impact of the war can be deduced only if we compare where Syria would have
been today had there been no conflict to where the country actually is after going through
the conflict. This paper will present the approach taken to arrive at these estimates for the
counterfactual case: where Syria would have been in 2016 in the absence of any conflict

and where Myanmar would have been in the end of 2024 in the absence of the coup.

Constructing accurate estimates for the counterfactual case is just as important as
constructing estimates of the current state of the Syrian economy. Together, these estimates

comprise the two points required to accurately measure the impact of the war.

There are three important methodological factors to consider when estimating the

counterfactual;

Counterfactual is exogenous to the conflict
The first element is to ensure that the counterfactual represents an estimate of Syria
that is exogenous to any of the impacts of the war and Myanmar to the Coup. The challenge

is similar to a quasi-experimental setting (e.g. cross-country regressions) when
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constructing a control group that is not endogenously influenced by the treatment variable,

in this case, the Syrian conflict and Myanmar Coup.

A simple illustration can be helpful. Imagine an approach to construct a
counterfactual that simply related economic growth in the immediate region surrounding
Syria. On face value, this presents a simple approximation of what growth may have been
in Syria, however, even if it were to produce an accurate assessment, this approach does
not produce an exogenous estimation. This is because many of the neighboring countries
of Syria were also impacted by the conflict whether through the movement of refugees,

participation in the conflict or disrupted trade flows.

Status-quo or best-case scenario

The second element is to clarify the scenario in which the counterfactual is being
constructed. The most feasible approach is to simply assume the status-quo in terms of
economic or policy performance for the years that are used in the estimation exercise. For
example, you could assume that in the absence of conflict, Syria would have undertaken
large scale institutional reforms, increased competition, removed costly fuel subsidies and
became a haven for foreign direct investment. These may well have occurred, but any
trajectory that is not based on historical trends and behaviors becomes more of a scenario
than a counterfactual estimate. In any case, it is important to clearly present any
assessments of significant changes in expectations about institutions, policies or outcomes

that you relied upon in creating the counterfactual.
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Understanding the difference in constructing a flow or stock counterfactual

The third element is to acknowledge the difference between stock and flow
variables because this affects how the impact of the conflict on a particular variable of
interest is calculated. For instance, in Figure 1, if we were dealing with a stock variable,
such as the total number of houses in Syria, the impact of the conflict on the housing stock
could be estimated as the difference between the number of houses in 2016 and what the
number of houses would have been in 2016 (in the absence of the conflict) — the difference
between the green and red circles. However, if we are dealing with a flow variable, such as
GDP, the impact of the conflict is the sum of the difference between the actual estimates
and the counterfactual estimates through time — the yellow area. In the case of the flow
variable, the total impact will continue to accumulate through time until the actual post-

shock numbers reach the counterfactual.

Considering these elements, the paper undertakes three different approaches to
estimate the counterfactual GDP growth for Syria in order to exploit the advantages of each
approach before selecting one approach to conduct the analysis on the estimates of the total

impact on real GDP for Syria and then on Myanmar.

The three approaches include a simple benchmarking exercise, synthetic control

method and Vector Auto-Regression models.
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Figure 1: Conceptualization of pre-shock, post-shock and counterfactual relationship
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Figure 2: Spectrum of sophistication to construct a counterfactual
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The simplest approach would be to look in the literature for an existing estimate of
the counterfactual. In the case of Syria, there are a couple of estimates that have already
been produced such as by UNESCWA (discussed further in results). The next few
alternatives involve making assumptions to rely on historical averages or trends to
extrapolate into a counterfactual. UNESCWA employed this approach by assuming growth
rates from the government’s 5 year plan until 2014 and then assumed historical average
growth rates for 2015 and 2016, for example. These approaches may not be sophisticated

and readers may debate the results but the procedure employed is simple.

The next set of approaches all involve statistical or economic calculations.
Benchmarking is a simple way of assuming Syria’s growth rates would evolve in the same
way as in other countries. Elasticities involve estimating historical relationships between
the changes of certain variables, that is global growth to domestic growth, and using those
elasticities on some external variables to produce a counterfactual. The next set of
approaches require econometric modelling via OLS regressions through models such as
VARs, ECMs or ARIMASs or more sophisticated structural models such as CGE or DSGE.
This paper will undertake three of these approaches to produce estimates, specifically

benchmarks, VARs and synthetic controls.

Method 1: Simple benchmarking
The first approach is to impose the average growth performance of Syria’s

comparator countries. These were selected using criteria that best captures Syria’s growth
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determinants and included the following characteristics which must all be binding to

qualify as a comparator.

Not active in the conflict

To ensure compliance with the methodological considerations listed above, the
paper had to ensure exogeneity in the estimates to the greatest extent possible. For instance,
including Iran or Russia in the donor pool of countries, means other countries that were
significantly affected by their participation in the conflict via either military support or
housing refugees were included in the sample, thus compromising the characteristic of
exogeneity. For this reason, Lebanon, Turkey, Iran, Iraq, Jordan and Russia were excluded

from the donor pool.

Does not export more than 5% of exports to Syria

As in the case of a), another channel in which countries could be significantly
affected by the conflict is if their exports were reduced because of the conflict occurring in
Syria. Therefore, any country that had at least 5 percent of their exports going to Syria was

excluded from the analysis.

Oil Exporter

This criterion was selected because Syria exported 3 percent of its GDP in the form
of oil prior to the conflict which was well below that at the beginning of the century when
it was exporting closer to 20 percent of its GDP in the form of oil. However, it must be

noted that in 2010, oil exports accounted for 25 percent of government revenue.
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GDP per capita less than 35,000

This restriction was imposed to establish a similar level of development and
institutional capacity to the extent that they are correlated. Furthermore, this criterion
removes the high-income oil-exporting countries such as Bahrain, Oman and Saudi Arabia

which are vastly different economies both in oil dependence and in institutional capacity.

An alternative simple approach could have been to use the projections of the IMF
or World Bank from 2010 (before the conflict was factored into the projections) but this
has two methodological problems. First, the projections of 2010 do not incorporate two
very important shocks that would have impacted Syria: the oil price decline in 2015 and
the Eurozone crisis. In 2015, oil prices fell from $100 per barrel to less than $30 per barrel
which was a huge shock for oil-exporting countries as can be seen by the large declines in
the GDP per capita of oil-exporting countries in Figure 3. Additionally the Euro Zone crisis,
where the Eurozone was the main destination for Syrian exports in 2010, so the Eurozone
crisis led to much slower growth than was expected, which in part, contributed to the
overall slower global growth rebound that was anticipated in 2010. Therefore, the exclusion
of these two factors, alone, in any projections created for Syria in 2010 would significantly
understate the impact of a lower Euro and global growth along with large declines in oil

prices on the Syrian economy.

Method 2: Synthetic Control Methods
The simple approach outlined above incorporates several shortcuts that inevitably

undermined the accuracy of the results. First, the restrictions do not use the standard

37



predictors of growth such as human capital, physical capital, institutional capacity, etc.
Second, this technique is not designed to optimize for the best statistical fit; it only hopes
to stumble upon on it by economic reasoning. Third, it uses a blunt simple average of all
countries to construct the counterfactual. For these reasons among others, the paper

employs a statistically driven benchmarking approach using SCM.

Developed by Abadie and Gardeazabal (2003) and Abadie et al. (2010), SCM allow
you to create a control group without needing to find one country or case study to construct
the control group. The approach also avoids the arbitrariness of the selection of the control
group by relying on a combination of comparator countries which best approximate the
characteristics of the country that is exposed to the shock. A combination of comparator
countries is likely to produce a better control/comparison group for the country exposed to

the shock than any comparison unit alone.

For example, by checking the pre-shock differences between the outcome variable
for Syria and the synthetic Syria, the quality of the control group can be evaluated.
Subsequently, the counterfactual outcomes for Syria can be created by controlling for the
effect of the conflict through the identification of comparator countries which best predict
the historical development of Syria prior to the conflict by using a set of predictors. This
produces a set of weights for each country (most end up being 0 if not relevant) and these
weights are used to construct a synthetic Syria based on these actual outcomes for the
comparator countries during the period of conflict to produce a counterfactual Syria

(Equation 1).
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This approach allows us to conduct robustness checks by way of p-values by
conducting the same approach on every other country in the donor pool to produce a
distribution of effects and see the significance of Syria and Myanmar’s post-treatment
difference compared to all other countries. This allows us to build a confidence level for
the inference that confirms that the variation in the data is due to the impact of the treatment
(conflict). In this exercise, this will be frivolous as the impact of the conflict and the coup
is so severe and pervasive that there will necessarily be a very large variation between the

counterfactual outcomes and the actual outcomes.

One of the main advantages of SCM is its ability to exploit longitudinal data,
capturing both time-series and cross-sectional variation in the treated and control units.
This feature is particularly valuable in policy evaluation because it allows researchers to
account for unobserved, time-invariant factors that might influence outcomes. Moreover,
the SCM framework is flexible, accommodating a wide range of applications in social
sciences, particularly in contexts where interventions are rolled out unevenly across
different units or regions. This flexibility has made SCM a widely accepted method in
economic and policy evaluations, as highlighted by Abadie et al. (2015) and Ben-Michael

et al. (2021).

SCM Specification and Data
Following endogenous growth theory, the vector of predictors selected to best
explain economic growth included the stock of physical capital, stock of human capital,

democracy proxy, trade openness, and population growth. This is a common specification
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for cross-country growth simulations and was most recently utilized by the IMF in their

SCM estimation of reform effects (Adhikari, Duval, Hu and Loungani 2016).

The data relies on a cross-country panel data set for the period between 1990 and
2011 for Syria and 2010-2024 for Myanmar. For Syria, the majority of the data was sourced
from Penn World Tables until 2014 then data from the IMF WEO was used to extend it
until 2016 and for Myanmar IMF WEO data was used and extended to 2027 from 2023.
These variables capture, in a broad sense, the impact of institutions, demography and
macroeconomic conditions in addition to traditional growth accounting variables such as

the stock of physical and human capital.

Restricting control group to Syria’s comparators vs using all countries in the world
Before conducting the SCM to construct Syria’s macroeconomic counterfactual
scenario, it was essential to ensure that none of the comparators selected violated the
exogeneity criterion established above. Explicitly, to avoid countries that were involved or
significantly affected by the conflict. To take this a step further, there is also an argument
to restrict the donor pool to countries that have structural similarities to Syria. For example,
if you conduct the SCM and find that Tuvalu, a small island country in the Pacific Ocean
with 10,000 people, shared a similar growth path to Syria historically, there may be
sufficient grounds to imagine this was a spurious correlation. Accordingly, the SCM is
conducted using two donor pools of countries. The first donor pool is a restricted group

based on the countries identified as comparator countries above. The second donor pool is
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all countries in the world excluding those that were involved or significantly affected by

the conflict. Both results are presented below.

SCM methodology

Equation 1: SCM methodology

The Synthetic Control Method (SCM) is an econometric technique designed to
estimate the impact of an intervention on an outcome of interest by constructing a synthetic
control group from a donor pool of units that are not exposed to the intervention. The goal
is to estimate the counterfactual outcome for the treated unit, which represents what would

have happened in the absence of the intervention.

yNc in the absence of conflict
Ylt { it
C — yNC ; .
Y =YY +1,D; in the presence of conflict
Where:
NC

e Y, is the potential outcome for unit i at time ¢ without the intervention
(counterfactual).

o Y{ is the observed outcome in the presence of the intervention.

e T;; is the effect of the intervention at time ¢ on unit 7, and

e Dj; is a binary variable equal to 1 if unit i is exposed to the intervention at time ¢,

and 0 otherwise.
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The fundamental idea of SCM is to approximate Yl_ILYC, the counterfactual outcome

for the treated unit, using a weighted combination of the outcomes from the donor pool
units that were not exposed to the intervention. This is achieved by constructing the
synthetic control group as a weighted average of the outcomes of the donor pool units, with
the weights chosen to minimize the difference between the treated unit and the synthetic

control group before the intervention. The synthetic control estimator is represented as:

J+1 J+1 J+1 J+1

Z W]Y]t =a;+ Ht Z W]Z] + At Z Wil + Z W; Ejt
j=2 =2 j=2 =2

In this equation:

» w; represents the weight assigned to each unit in the donor pool.

e a, is a time-specific intercept.

e 0 isavector of unknown parameters that correspond to the observed characteristics
Z; of the control units.

o A represents the impact of unobserved common factors across the units.

e u; captures the unobserved, unit-specific effects that influence the outcome.

o € 1s the error term for each control unit at time 7.
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*

The weights w;, which minimize the difference between the pre-intervention

outcomes of the treated unit and the synthetic control (w3, ...,w},;) such that the following

holds.
J+1 J+1 ]
ZW]*le = Yll’ ...,Z Wj*},jTo = YlTO’sz*Zj = Zl
j=2 j=2 j=2

This ensures that the pre-intervention outcomes and covariates of the synthetic
control group closely match those of the treated unit. The treatment effect at time t € {T,, +
1, ..., T} can then be estimated by comparing the observed outcome for the treated unit to
the synthetic control group’s outcome at the same time. The treatment effect, denoted 77,
is given by:

J+1

A _ *
T1e = Yie — Z W; Yie
j=2

In this formulation, 77; represents the difference between the observed outcome of
the treated unit Y;, and the estimated counterfactual outcome, which is the weighted
average of the outcomes for the control units in the donor pool. This difference captures

the estimated impact of the intervention on the treated unit.
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Key Assumptions and Application
The validity of SCM relies on two fundamental assumptions. First, the intervention
must be independent of the outcomes in the pre-intervention period. This means the
intervention should not have any anticipatory effects that influence the treated unit’s
outcomes before the actual intervention occurs (Xu, 2017). If the intervention influences
pre-treatment behavior, the SCM estimates will likely be biased, as the pre-intervention

outcomes for the treated unit will not serve as a valid basis for comparison.

Second, there must be no interference between treated and untreated units. This
means that the treated unit’s outcomes should not be influenced by the donor pool units
and vice versa (Cao & Dowd, 2019). If interference exists, it could contaminate the
estimated effect of the intervention, as the donor pool units would no longer serve as

appropriate controls.

To achieve a valid synthetic control estimate, the donor pool must consist of units
that share similar pre-intervention characteristics with the treated unit. This allows the
SCM to construct a plausible counterfactual scenario for the treated unit. The closer the
pre-intervention outcomes and covariates between the treated and control units, the more
reliable the estimate of the intervention’s effect. If there is a large pre-intervention

mismatch, SCM results may suffer from bias (Ferman & Pinto, 2021).
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Estimating the Impact and Placebo Tests

Once the synthetic control group has been constructed and the treatment effect 7;;
has been estimated, researchers often conduct placebo tests to assess the robustness of the
results. These tests involve applying the synthetic control approach to units that were not
exposed to the intervention and comparing the estimated treatment effects to those of the
actual treated unit. If the placebo treatment effects are similar to those for the treated unit,
it suggests that the observed treatment effect may be due to random chance rather than the
intervention itself. However, if the placebo treatment effects are much smaller, it provides

evidence that the estimated treatment effect is driven by the intervention.

Method 3: VARS
The third approach to estimate the counterfactual is a standard econometric
approach using a Vector Autoregressions (VAR) model to produce sample forecasts based
on actual outcomes for exogenous indicators. A VAR is a data-driven approach to
forecasting that has proven to be highly accurate compared to other methods such as theory-
based DSGE simultaneous equations models. VAR models are favorable because they can

be made conditional on the potential future paths of specified variables in the model.

VARSs have little economic structure as all endogenous variables in the model are a
function of the lagged values of other endogenous variables in the model. The lack of
structural equations in the model works as an advantage, in this exercise, since it is assumed
an absence of economic disruption when constructing forecasts for Syria. A VAR estimates

the historical relationships of these endogenous variables to the exogenous factors and
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allows for projections of these endogenous variables without making assumptions about

their path.

The exogenous variables used in this model were the real GDP growth rates of
Syria’s Major Trading Partner (MTP) and world oil prices. The assumption was that:
Syria’s economy is highly influenced by the economic events occurring in its major export
destination and oil prices. Since these two indicators are not directly affected by the
conflict, they are exogenous to the model. Syria’s oil production in 2010, for example, was
less than 0.5 percent of global production. For the MTP index countries that were directly
involved or significantly affected by the conflict were excluded to ensure exogeneity in the
series to the greatest extent possible. After examining the historical relationship, oil prices
were found to have a lagged impact on real GDP growth and therefore established a one

period lag when using oil prices.

The endogenous variables used in the model included real GDP growth as the
measure of economic activity. The remaining variables were included to capture the most
important transmission channels through which external growth and oil prices may affect
economic activity indirectly, in part, by inducing changes in fiscal and monetary policies.
Those channels include effects of the exogenous variables on inflation, exchange rates,
current account balance and fiscal balance, which then induce changes in real economic
activity. To identify the lag length standard lag criteria tests were conducted in addition to

conducting standard Granger causality and Wald tests.

46



VAR Specification
The following VAR model was employed (Equation 2) of order p (or simply,

VAR(p)):

Equation 2: VAR model

p
Ve = C+Z(Diyt—i +£t;
i=1

where yi is a (n x 1) vector of endogenous variables, ¢ = (ci,...,cs5)" is the (5 x 1)
intercept vector of the VAR, ®; is the i (5 x 5) matrix of autoregressive coefficients for i
=1,2...,p, and &=( €1y,..., €51)" is the (5 % 1) generalization of a white noise process. The

subsequent specification for each equation that follows is expressed below.

LS 1 1 REALGDP DLOG(ER) INF CAD BUDGET @ C DLOG(OIL(-1)) MTPEXOG

VAR Model:

REALGDP = C(I,1)*REALGDP(-1) + C(1,2)*DLOG(ER(-1)) + C(1,3)*INF(-1) +

C(1,4)*CAD(-1) + C(1,5)*BUDGET(-1) + C(1,6) + C(1,7)*DLOG(OIL(-1)) + C(1,8)* MTPEXOG
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DLOG(ER) = C(2,1)*REALGDP(-1) + C(2,2)*DLOG(ER(-1)) + C(2,3)*INF(-1) +

C(2,4)*CAD(-1) + C(2,5)*BUDGET(-1) + C(2,6) + C(2,7)*DLOG(OIL(-1)) + C(2,8)*MTPEXOG

INF = C(3,1)*REALGDP(-1) + C(3,2)*DLOG(ER(-1)) + C(3,3)*INF(-1) + C(3,4)*CAD(-1)

+C(3,5)*BUDGET(-1) + C(3,6) + C(3,7)*DLOG(OIL(-1)) + C(3,8)*MTPEXOG

CAD = C(4,1)*REALGDP(-1) + C(4,2)*DLOG(ER(-1)) + C(4,3)*INF(-1) + C(4,4)*CAD(-1)

+C(4,5)*BUDGET(-1) + C(4,6) + C(4,7)*DLOG(OIL(-1)) + C(4,8)*MTPEXOG

BUDGET = C(5,1)*REALGDP(-1) + C(5,2)*DLOG(ER(-1)) + C(5,3)*INF(-1) +

C(5,4)*CAD(-1) + C(5,5*BUDGET(-1) + C(5,6) + C(5,7)*DLOG(OIL(-1)) + C(5,8)* MTPEXOG
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Chapter 5: Results for Syria 2011-2016

Method 1: Benchmarking

Applying each of the criteria ((a) through to (d)) to all countries in the world yielded
a list of 15 countries that satisfied all the criteria (Table 1). These countries span the regions
of South America, Africa, Central Asia and East Asia; there were no countries in the Middle
East region. Alternatively, more standard benchmarks such as Middle East and North
African Countries, Oil Exporters or lower middle income countries could have been
utilized. For posterity, the paper produces the results using the above comparators along
with the list complied in Table 2 to compare the historical development path amongst the

different groups compared to Syria.

Table 2: Syria comparator countries

Angola Indonesia
Azerbaijan PNG
Cameroon Nigeria

Chad Sudan
Colombia Turkmenistan
Congo, Rep. Uzbekistan
Congo, Dem. Rep Vietnam
Ecuador

Figure 3 shows that the best depiction of Syria’s own development path in the last
decade was the one constructed using the simple average of the comparators identified
using the criteria outlined above. This is true for both levels and changes. The other

comparators are not as representative of Syria’s development path with the exception of
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the lower middle-income average group which shared a similar trajectory. Therefore, the
first approach is to use the actual (simple average) growth rates of Syria’s comparator

countries between 2011-16 to produce Syria’s counterfactual growth rates.

Figure 3: Benchmarking Syria’s development path to comparator groups

Nominal GDP per capita (US dollars) (2000-2016)
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Method 2: SCM
The accuracy of the synthetic construction is measured by its ability to predict the
history of Syrian indicators. This historical accuracy generates greater confidence in the
projections of the counterfactual. The SCM used on both donor pools of countries produce
very accurate synthetic results for Syria — the synthetic series mirrors Syria’s actual GDP
per capita throughout its history. The root mean squared error for both series were very low

and the correlation in growth rates and levels were 90 percent.

Figure 4 depicts the two synthetically constructed Syrian real GDP per capita using

the weights obtained from the two different donor pools using SCM and compares it to
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Syria’s actual outcomes. The only period where it does not predict as well is between 2003
and 2005 when Syria’s real GDP almost tripled — an incredible growth performance that,
unsurprisingly, was difficult to match amongst other countries. The weights chosen for the
synthetic controls are fixed through time and the synthetic Syria caught up to the actual

results by 2007 and resumed an almost identical evolution.

It is critical for the synthetic series to be as representative as possible in the year
before the conflict began (2010) so that it can best illustrate the extent of the shock as any
divergence from 2010 between the counterfactual and the actual series. Remarkably, the
difference between the synthetic Syria constructed starting in 1990 by the year 2010 was
less than 1$ GDP per capita using the restricted donor pool (SCM1) and $5 GDP per capita
for the full donor pool (SCM2). This represents an error of less than 0.01 of a percent for

SCM1 and 0.08 of a percent for SCM2.

Following 2010, there is an immediate departure between both the synthetic Syria
and the actual Syria (Figure 4). The inference is that this is explained by the conflict in
Syria and not world growth or oil prices, or any other factors, as these factors also affected
the synthetic Syria via the impact on the comparator countries. SCM1, which has the
reduced donor pool, better reflects the impact of declining oil prices as you can see a
corresponding decline in growth in 2015 and 2016 reflecting the extraordinary drop in oil
prices to below $30 per barrel that occurred in 2015. This is the case because oil-exporting
countries we specifically included as one of the criteria to reduce the donor pool. For this

reason, SCM1 is preferred over SCM2 as it more accurately reflects the reality that Syria
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faced, specifically, lower middle-income oil exporting country. Nonetheless, the results in

history and in the future of both samples are very similar.

Figure 4: Comparing the counterfactual Real GDP per capita by different methodology with
actual estimates
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Method 3: VARs

The results of the VAR model are also presented in Figure 4 and in Figure 5. The
VAR is used to produce in sample forecasts for real GDP growth but with actual outcomes
for the two exogenous variables: oil prices and MTP. The model projects that Syria’s
growth would have picked up in 2011 before slowing down through to 2016 but remaining
positive at 1.2 percent. These projections are a little higher than both SCM and can be
compared in Figure 4. Overall, both SCMs and the VAR produce similar results with
projections for real GDP per capita between for Syria in the absence of conflict being

between $5900 and $6800. The SCMs were closer together, separated by only $300.
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The counterfactuals were constructed differently but yielded similar estimates.
SCM1 was selected as the preferred approach because of its economic grounding and
statistical basis. The SCM was preferred over the VAR and simple benchmarking approach
because of its data-driven approach and excellent historical accuracy. Amongst the two
donor pools used in the SCM, the reduced donor pool employs a strong economic reasoning

and is less likely to lead to spurious correlations.

Figure 5: Counterfactual VAR results for Syria
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Overall, it’s a good sign that the different methodologies produce broadly similar
outcomes. Using the SCM1 counterfactual, combine its estimates with the estimates for the
actual GDP per capita of Syria to produce the overall macroeconomic impact of the conflict
on Syria. As stated earlier, the overall impact on GDP is measured by the sum of the

difference of actual GDP with the counterfactual GDP in each year and this is represented

by the total yellow area in which it starts off as small and balloons into a large area in
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Figure 6. This is mostly driven by the enormous drop-off in actual GDP estimates that led

to a 63 percent reduction in the size of the GDP compared to 2010.

Figure 6: Estimates of total macroeconomic impact of the conflict
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The cumulative series in Figure 6 adds the annual differences to the previous years
to produce a total macroeconomic impact estimate. Therefore, the total macroeconomic
impact of the conflict on real GDP is estimated to be $226 billion (2010 prices) between
2011 and 2016. The latest gap between actual estimated GDP in Syria and what it should
have been is $51 billion in 2016. Therefore, even assuming no change to either actual GDP
or counterfactual GDP in 2017 will lead to the cumulative number increasing by a further
$51 billion. Once the conflict ends and Syria begins reconstruction, based on previous
experiences in post-conflict economies, actual GDP will quickly rebound and start closing
the gap with the counterfactual. Although this catch-up process is likely to take decades to

fully complete, even in the best of circumstances.
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As a final test, the results are compared with those most recently produced by
UNESCWA. They produce their growth rates based on projections used in the Syrian
government’s 5 year plan in 2010 until 2014 and then assume the last year growth rates for
2015 and 2016. The projections of the counterfactual end up similar to the VAR result but
larger than those from the SCM, by about $11 billion (Table 3). The cumulative growth
rate between 2011-2016 is 40 percent compared to 20 percent for the counterfactual
produced by the SCM. The SCM is preferred because of its robust data-driven methodology
and the fact that it directly incorporates global developments in 2015 and 2016 whereby
there was a marked slowdown. Looking back at Figure 3, shows that every country
grouping (lower middle-income, MENA, oil exporters and Syria comparators) all
experienced a decline in growth in 2015 and 2016 and as such it would appear more likely
that Syria would have also had a similar experience as opposed to the strong growth rates

of 5.9 per cent in each year.

Table 3: Macroeconomic impacts of the conflict using different counterfactual models

R;;;j&l::l;{(&!ns)s 2010 2011 2012 2013 2014 2015 2016 2011-16
Counterfactual (% growth)
SCM 61 65 69 71 73 72 73 20
VAR 61 66 70 74 77 81 84 39
UNESCWA 60 64 67 71 75 80 84 40
Syria Actual 61 58 42 28 24 23 22 -63
Annual Impact (Total USS Billions 2010)
SCM 6 28 43 49 49 51 226
VAR 7 28 45 54 59 62 255
UNESCWA 5 26 42 51 57 62 243
Cumulative
SCM 6 34 77 126 175 226
VAR 7 35 81 134 193 255
UNESCWA 5 31 73 125 182 243
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Chapter 6: Results for the Coup in Myanmar 2021
Myanmar's political trajectory, particularly its swift return to military rule in 2021
offers a compelling case for studying the effect of a regime transition on economic
outcomes. After decades of military rule, Myanmar embarked on a process of
democratization beginning in 2011, which saw gradual reforms toward civilian
governance. However, this transition was abruptly halted with the military coup in 2021,

marking the end of Myanmar’s short-lived democratization period.

SCM is well-suited for analyzing Myanmar’s unique political and economic
context, as it allows for the creation of a "synthetic Myanmar" that acts as a counterfactual
to estimate what Myanmar’s trajectory might have been in the absence of reversion to
authoritarian rule. By selecting a donor pool of countries with similar political and
economic characteristics, SCM can help isolate the effects of authoritarianism on

Myanmar’s economic development.

This case study utilizes SCM to compare Myanmar's post-2021 trajectory against a
weighted average of similar countries, providing a clearer understanding of the impact of
the coup. The study focuses on economic indicators over a 14-year period, with 10 pre-
treatment years (2011-2020) and 6 post-treatment years (2022-2027), capturing the
outcomes during and after democratization. Through this method, the case study aims to

shed light on the long-term effects of regime change on countries like Myanmar.
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Selection of Sample Period and Donor Pool for SCM Model

Sample Period

The sample period for this study is restricted to a 17-year timeframe, comprising
10 pre-treatment periods and 6 post-treatment years. Given that Myanmar's
democratization began in 2011 and ended in 2021, the pre-treatment period covers 2011 to
2020. The post-treatment period is from the years 2022 to 2027 as projections for economic
indicators are available from the International Monetary Fund, and also other variables as

predictors can also be extrapolated.

COVID-19 Impact

The COVID-19 pandemic presented a unique global context for applying causal
inference methods like SCM. The pandemic's widespread and multifaceted nature led to
the implementation of numerous interventions across different regions and countries,
including lockdowns, mask mandates, and travel restrictions, often with varying timings
and intensities. Isolating the specific causal effect of any single intervention during this
period is challenging due to the concurrent nature of the pandemic and other related factors
influencing outcomes. The 2021 military coup in Myanmar occurred against the backdrop
of the global COVID-19 pandemic, a factor that undoubtedly influenced Myanmar's
economic trajectory and has bearing on the interpretation of the SCM results. As a
worldwide shock, COVID-19 affected all countries including those in the donor pool used
to construct the synthetic Myanmar. This raises the concern that the divergence between

Myanmar and its synthetic control might reflect the differential impacts of the pandemic
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rather than solely the impact of the coup. However, the SCM is designed to mitigate this
issue. By constructing a synthetic Myanmar that closely mirrors Myanmar's pre-coup
characteristics, the method implicitly accounts for shared global shocks such as COVID-
19. If the pandemic affected countries in the donor pool in a way that is similar to how it
would have affected Myanmar, the synthetic control will adjust to reflect this. Furthermore,
the selection of predictor variables based on endogenous growth theory helps to control for
factors that make countries have similar endowments and types of economies. Endogenous
growth theory posits that factors such as physical capital, human capital, institutional
quality, trade openness, and population growth are key determinants of a country's long-
term economic growth. By including these variables as predictors in the SCM, the model
controls for fundamental economic characteristics that might drive heterogeneous
responses to a global shock like COVID-19. In essence, it reduces the likelihood that
idiosyncratic policy responses or structural differences unrelated to the coup are driving
the results. Finally, the placebo tests, where the SCM is applied to other countries in the
donor pool, further bolster the analysis. The fact that these placebo countries do not exhibit
the same post-2021 decline as Myanmar suggests that the observed downturn is indeed
attributable to the coup and not merely a reflection of global or regional pandemic-related
trends. The placebo tests are critical robustness tests embedded into the SCM approach to

avoid these potential types of spurious results.
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Donor Pool Selection

The selection of donor countries is critical to the validity of the SCM and is based
on similarities in both political and economic attributes relative to Myanmar during the

sample period.

Political Attributes

To ensure political comparability, data from the Economist Intelligence Unit (EIU)
is employed, covering the years 2006 to 2023. This data allows for the identification of
peer countries whose political regimes align with Myanmar’s between 2011 and 2020. The
EIU assigns countries a democracy score ranging from 0 to 10, with 0 representing non-
democratic regimes and 10 representing full democracies. These scores are categorized into

four regime types:

1. Full democracies: Scores greater than 8
2. Flawed democracies: Scores between 6 and 8
3. Hybrid regimes: Scores between 4 and 6

4. Authoritarian regimes: Scores less than or equal to 4

Myanmar, which oscillated between an authoritarian regime and a hybrid regime
during 2011-2020, had an average democracy score of 3.25. Based on this score, two pools

of potential donor countries were created:

e Strict Pool: This pool consists of countries with an average democracy score less

than or equal to 4 during the 2011-2020 period, placing them in the authoritarian
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regime category. Under this criterion, 49 potential donor countries were identified,
listed in Table 8 in the appendix.

e Relaxed Pool: To capture additional potential peers, countries classified under the
hybrid regime (with democracy scores between 4 and 6) were also included. This
broader selection resulted in 91 donor countries, as outlined in Table 9 in the

appendix.

Economic Attributes

The economic similarity between Myanmar and potential donor countries is
assessed primarily based on income status and economic complexity. Myanmar
transitioned from a low-income to a lower-middle-income country in 2015. Therefore,

countries classified as either low-income or lower-middle-income were considered peers.

Economic complexity is also accounted for using the Atlas Economic Complexity
Index (ECI), which measures the sophistication of a country’s economic structure. To
ensure that peers share similar economic structures, the ECI is used to further refine the
donor pool. The ECI excludes small economies (populations below one million and total
trade value below $1 billion). Myanmar's average ECI ranking between 2011 and 2021 was

116, placing it among the least complex economies globally.

Similar to the political attribute selection process, two pools of donor countries

based on economic complexity were created:
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e Strict Pool: This pool includes countries with an average ECI ranking of less than
or equal to 100 from 2011 to 2020, resulting in 31 potential donor countries. These
countries are listed in Table 10 in the appendix.

e Relaxed Pool: To capture more economically comparable peers, this pool includes
countries with an average ECI ranking of 80 or below. This criterion resulted in 55

potential donor countries, detailed in Table 11in the appendix.

Combined Political and Economic Attributes

To maintain the robustness of the SCM estimation, countries with missing values
for outcome and predictor variables were excluded, ensuring a strongly balanced panel

dataset.

Based on the combination of political and economic attributes, as well as data

availability, two final sets of donor pools were constructed:

e Strict Pool: This pool consists of countries that fall under the low-income or lower-
middle-income categories, with an average ECI ranking of less than or equal to 100,
and an average democracy score of less than or equal to 4. Only eight countries met
these strict criteria, and they are listed in Table 4.

e Relaxed Pool: This pool expands the criteria to include countries with an average
ECI ranking of less than or equal to 80 and a democracy score of less than or equal
to 6 (thus including hybrid regimes). Under this broader criterion, 28 donor

countries were identified and are listed in Table 5.

61



Given the limited number of countries in the strict pool and their distinct
geographical concentration—mainly in Africa—the relaxed pool is preferred. The relaxed
pool provides a more diverse range of potential donors while still maintaining

comparability to Myanmar in terms of economic and political characteristics.

Table 4: List of donor countries under the strict criteria

Angola Congo, Dem. Rep. Cote d'Tvoire Guinea
Cameroon Congo, Republic of Ethiopia Yemen, Republic of

Table 5: List of donor countries under the relaxed criteria

Angola Congo, Dem. Rep.  Kenya Mozambique Togo

Bangladesh Congo, Republic of Madagascar Nicaragua Uganda

Bolivia Cote d'Ivoire Malawi Nigeria Yemen, Republic of
Burkina Faso Ethiopia Mali Pakistan Zambia

Cambodia Guinea Mauritania Senegal

Cameroon Honduras Morocco Tanzania

To refine the donor selection and avoid countries with prolonged conflict, an
additional criterion was introduced based on the status of prolonged conflict. This
information was sourced from Our World in Data’s "War and Peace" (Bastian Herre, Lucas
Rodés-Guirao, and Max Roser, 2024). Prolonged conflict is defined by the death rate,
which measures the fatalities of both combatants and civilians due to fighting per 100,000
people. Countries with a fatality rate exceeding the yearly global average for more than
five years between 2011 and 2023 were excluded from consideration. Table 6 presents the

list of the donor countries used as control units for Myanmar in the SCM analysis.
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Table 6: List of donor countries after removing countries with prolonged conflict or war

Angola Congo, Republic of Kenya Mozambique Tanzania
Bangladesh Cote d'Ivoire Madagascar ~ Nicaragua Togo
Bolivia Ethiopia Malawi Nigeria Uganda
Burkina Faso Guinea Mauritania Pakistan Zambia
Cambodia Honduras Morocco Senegal

Model

Following the endogenous growth theory literature, the vector of predictors that
were selected to explain economic growth included the stock of physical capital, human
capital, democracy proxy, trade openness, and population growth. This is a common
specification for cross-country growth simulations and was most recently utilized by
(Adhikari et al. 2016)! in their SCM estimation of reform effects. Before estimating
counterfactual figures for Myanmar using the SCM approach, regression analyses are
conducted first to see how the data would fit into the model and how selected predictors
affect outcome variables. In the first set of regressions, real GDP per capita is used as the

outcome variable.

! Adhikari, A.A et al. (2016). Can reform waves turn the tide? Some case studies using the synthetic control
method. IMF Working Paper.
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Data

Data is drawn from the IMF World Economic Outlook (IMF WEO) April 2024
vintage. The IMF WEOQO data has both historical and projections from 1980 to 2029 and is
used to extract and calculate real GDP (in 2015 prices) and gross fixed capital investment
(2015 prices) to proxy for physical capital stock, population, and trade openness. The
democracy score is used to proxy institutions from the Economist Intelligence Unit (EIU)
2024 edition. UNDP’s human development index (HDI) is used to proxy human capital. It
is important to note that data from the EIU is available up to 2023, and HDI data is available
up to 2022. Hence, the EIU’s democracy score and the UNDP HDI is extrapolated beyond

those points by applying the growth rate of the past three years.

Regression results

While regression analyses are unnecessary for the SCM, it is employed here to test
the relationship between the outcome and predictor variables. First, the paper tests a set of
regressions for real GDP per capita as an outcome of the vector of predictors in the

endogenous growth theory. The sample includes 28 countries. The results in column 1 of

Table 7 show how the outcome variable is explained by a set of physical capital per capita
(In), HDI (a proxy for human capital), democracy score (a proxy for institutions), and trade
openness (In). Then, in column (1) the model is modified by adding population growth to
account for demography, and the results are shown in column (2). Finally, real GDP in 2011
is added to account for the initial size of the economy in the beginning year of the sample

period, and the results are in column (3). With the F-stat in column (3) being significantly
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higher than those in columns (1) and (2), and also all variables being significant, the model

in column (3) is the most suitable for the SCM approach.

Table 7: Regression results on real GDP per capita as an outcome for donors and Myanmar
between 2011 and 2024

Real GDP per capita as a dependent variable 1 2 3
In Capital per capita 0.12%** 0.09%*%* 0.03***
(0.02) (0.02) (0.01)
Human Development Index (HDI) 5.65%** 6.69%** 0.80%**
(0.21) (0.34) (0.23)
Democracy Index -0.04*** -0.07*** -0.02%**
(0.01) (0.02) (0.01)
Trade Openness -0.00%** -0.00%** -0.00%**
(0.00) (0.00) (0.00)
Population Growth 12.00%** -8.46%**
(3.41) (1.69)
In GDP Per capita (2011) 0.80%**
(0.02)
Constant 3.41%%* 2.86%** 1.25%%*
(0.15) (0.19) (0.12)
Observations 425 425 425
R-squared 0.64 0.65 0.93
F-statistic 4447 389.4 1188
P-value of F-statistic 0 0 0
DF 420 419 418

Robust standard errors in parentheses
% n<0.01, ** p<0.05, * p<0.1

SCM results

Finally, the SCM approach is used to estimate synthetic or counterfactual GDP for
Myanmar, with GDP per capita as the outcome variable. The cumulative GDP difference
between Myanmar's actual and counterfactual figures for the four years from 2021 to 2024
amounts to US$95 billion, representing a loss equivalent to 121 percent of Myanmar's GDP
in the year prior to the coup (2020). In GDP per capita terms, Myanmar's economy should

be 43 percent larger, or $555 per capita higher, in 2024 than it currently is, with an expected
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GDP per capita of $1,854 compared to the actual $1,299 (Figure 7 and Figure 8). To put
this in perspective, the rapid period of growth that occurred in Myanmar following its triple
transition starting in 2011 raised GDP per capita by approximately $487 in one decade.
That is, the GDP per capita loss of $555 between 2021 and where Myanmar would have
been in 2024 without the military coup, was more than the amount of GDP per capita gains
from a decade of reforms and rapid growth. In other words, four years of military coup was
enough to erase a decade of world-leading growth. Further, assuming the IMF's growth
projections for the next three years, by 2027, the cumulative impact is estimated to be twice
as large as it is in 2024, with losses amounting to US$213 billion between 2021 and 2027,
or 270 percent of GDP. The impact will continue to grow each year, assuming growth rates

do not significantly increase to recapture the years of lost growth.

Placebo test

Figure 9 presents a placebo test, where the solid black line represents Myanmar,
and the gray dashed lines show placebo countries that did not experience the coup but were
subjected to the same SCM process. The vast majority of placebo countries remain stable
post-2021, while Myanmar’s GDP declines sharply, confirming that the observed downturn
is unique to Myanmar and not a result of broader economic trends including COVID-19.
The placebo tests reinforce the evidence that the coup had a direct and significant negative

impact on Myanmar's economy.
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Figure 7: Estimates of the total macroeconomic

impact of the coup on real GDP per capita

Figure 8: Estimates of the total macroeconomic

impact of the coup on real GDP
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Figure 9: Myanmar’s real GDP per capita and the synthetic unit overtime, along with
the Placebo experiment
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Conclusion

This study contributes to the growing body of research on conflict economics by
systematically estimating the economic consequences of authoritarian rule and political
instability in Syria and Myanmar. By applying the SCM in contexts where traditional
econometric techniques are constrained by data limitations and political opacity, this
research applies an approach to quantify economic losses in conflict-affected states. The
findings illustrate the extent to which war and political upheaval disrupt economic
trajectories, leading to substantial long-term economic contractions. In both cases, the
estimated counterfactuals demonstrate that the economic costs of preserving or reinstating
autocracy extend far beyond the immediate aftermath of conflict, with enduring declines
in economic output. This highlights the broader macroeconomic consequences of
authoritarian resilience and instability, reinforcing the need for more precise methodologies
to assess economic damage in such settings. These findings have important implications
for policymakers and international organizations engaged in post-conflict reconstruction.
By offering a structured method for estimating economic losses, this research contributes
to a more informed understanding of the financial scale of rebuilding efforts and the

broader economic risks associated with political instability.

The conflict and coup in Syria and Myanmar represent critical case studies in the
macroeconomic consequences of war and political upheaval, particularly in authoritarian
contexts. The scale of the impacts on both economies is profound, underscoring the
significant costs associated with maintaining or reinstating autocratic regimes through

violent means. The Syrian civil war, which erupted in 2011, led to a cumulative GDP loss
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of over US$226 billion by 2016, highlighting the substantial economic fallout from
prolonged conflict. Similarly, Myanmar's military coup in 2021 has reversed a decade of
economic progress, reduced foreign investment, and increased isolation from global
markets amounting to a cumulative loss of $95 billion or 121 percent of GDP by 2024 and

$213 billion or 306 percent of GDP by 2027.

In both cases, the economic toll extends far beyond immediate economic losses.
The destruction of critical infrastructure, the collapse of key industries such as oil
production in Syria and manufacturing in Myanmar, and the severe disruption of human
capital formation through mass displacement and the erosion of social services have had
lasting effects on the long-term growth potential of these economies. The civil war in Syria,
for example, led to a 93% decline in oil production, a sector that once constituted a
substantial share of government revenues. The broader non-oil economy also contracted

sharply, reflecting the widespread damage to infrastructure, trade, and public services.

In Myanmar, the coup's impact on foreign investment, particularly in the
manufacturing and energy sectors, has been similarly destructive, with investor confidence
plummeting amidst political instability and international sanctions. The banking sector
faces a liquidity crisis, and the depreciation of the kyat has compounded inflationary
pressures, deepening poverty and exacerbating food insecurity. The projected GDP losses
over the next several years illustrate the opportunity costs of the military’s decision to
dismantle the democratic transition, which had positioned Myanmar as one of Southeast

Asia’s fastest-growing economies prior to 2021.
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The economic trajectories of both Syria and Myanmar highlight the enormous costs
of political decisions that prioritize regime survival over sustainable governance and
economic stability. These findings reinforce the importance of policy frameworks that
address structural vulnerabilities and promote inclusive growth to mitigate the risks of
conflict and political instability. As the counterfactual analyses in this paper suggest, the
macroeconomic impacts of war and coups in these contexts are not only severe but
enduring, with recovery likely to take decades under even the most favorable conditions.
The opportunity costs of preserving or reinstating authoritarian rule are immense, posing

significant challenges for future economic recovery and development.
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Table 8: EIU strict pool

Paper 1: Appendix

Afghanistan China Eswatini Laos Syria
Algeria Comoros Ethiopia Libya Tajikistan
Angola Congo Gabon Niger Togo
Azerbaijan Cote d'Ivoire Gambia North Korea Turkmenistan
United Arab
Bahrain Cuba Guinea Oman Emirates
Democratic
Republic of
Belarus Congo Guinea-Bissau Qatar Uzbekistan
Burundi Djibouti Iran Russia Vietnam
Cameroon Egypt Jordan Rwanda Yemen
Central African
Republic Equatorial Guinea  Kazakhstan Saudi Arabia Zimbabwe
Chad Eritrea Kuwait Sudan
Table 9: EIU relaxed pool

Afghanistan Comoros Honduras Nicaragua Turkey

Albania Congo Iran Niger Turkmenistan

Algeria Cote d'Tvoire Iraq Nigeria Uganda

Angola Cuba Jordan North Korea Ukraine

Democratic
Republic of United Arab

Armenia Congo Kazakhstan North Macedonia ~ Emirates

Azerbaijan Djibouti Kenya Oman Uzbekistan

Bahrain Ecuador Kuwait Pakistan Venezuela

Bangladesh Egypt Kyrgyzstan Palestine Vietnam

Belarus Equatorial Guinea Laos Qatar Yemen

Benin Eritrea Lebanon Russia Zambia

Bhutan Eswatini Liberia Rwanda Zimbabwe

Bolivia Ethiopia Libya Saudi Arabia

Bosnia and

Herzegovina Fiji Madagascar Senegal

Burkina Faso Gabon Malawi Sierra Leone

Burundi Gambia Mali Sudan

Cambodia Georgia Mauritania Syria

Cameroon Guatemala Montenegro Tajikistan

Central African

Republic Guinea Morocco Tanzania

Chad Guinea-Bissau Mozambique Thailand

China Haiti Nepal Togo
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Table 10: ECI strict pool

Republic of the
Algeria Cote d'Ivoire Guinea Mauritania Congo
Democratic
Republic of the
Angola Congo Laos Mongolia Tajikistan
Azerbaijan Ecuador Liberia Mozambique Turkmenistan
Bangladesh Ethiopia Libya Nicaragua Venezuela
Bolivia Gabon Madagascar Nigeria Yemen
Papua New
Burkina Faso Ghana Malawi Guinea Zimbabwe
Cameroon
Table 11: ECI relaxed pool
Albania Cuba Kenya Mozambique Senegal
Algeria Cote d'Ivoire Kuwait Namibia Tajikistan
Democratic
Republic of the
Angola Congo Laos Nicaragua Tanzania
Australia Ecuador Liberia Nigeria Togo
Azerbaijan Ethiopia Libya Oman Turkmenistan
Bangladesh Gabon Madagascar Pakistan Uganda
Papua New
Bolivia Ghana Malawi Guinea Uzbekistan
Botswana Guinea Mali Paraguay Venezuela
Burkina Faso Honduras Mauritania Peru Yemen
Cambodia Iran Mongolia Qatar Zambia
Republic of the
Cameroon Kazakhstan Morocco Congo Zimbabwe
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Abstract

Paper 2: Modelling changing economic dependencies with external trading
partners as Myanmar emerges out of autocracy with a special application to separate the
external and domestic policy channels of COVID-19 on economic growth?

This paper examines Myanmar’s shifting trade dependencies and susceptibility to
global shocks during its transition from 2011 to early 2021. Under its “Triple Transition,”
Myanmar’s economic integration with the global economy intensified through trade,
capital inflows, and remittances, yet remained comparatively limited and uneven. Using a
Global Vector Autoregressive (GVAR) model encompassing 30 country- or region-specific
models—including major partners such as China, the United States, Japan, the Euro Area,
and Thailand—the study quantifies Myanmar’s responses to external economic
fluctuations. Results show that Myanmar exhibits its highest sensitivity to changes in
China’s GDP, while spillover effects from U.S. and Japanese shocks have declined as
China’s influence has grown. The GVAR framework also distinguishes external shocks,
including COVID-19, from domestic policy responses, clarifying the balance between
international and local drivers of economic performance. Findings highlight Myanmar’s
heightened vulnerability to global slowdowns, underscoring the need for trade

diversification, stronger institutions, and policy reforms to reduce over-reliance on a few

key partners. The paper concludes with targeted recommendations to enhance resilience in

2 This paper benefited from valuable support from David Stephen and Hans Beck.
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post-authoritarian contexts, address supply chain disruptions, and strengthen Myanmar’s

economic footing amidst ongoing uncertainties.
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WEO World Economic Outlook

WTO World Trade Organization
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Chapter 1: Introduction

The second paper of the dissertation investigates Myanmar's evolving economic
dependencies on external trading partners as the country navigated its post-autocratic
economic integration, only to face a political regression following the military coup in
2021. Between 2011-2021, Myanmar’s links with the global economy deepened as it
emerged out of autocracy. Although its participation in the world economy in trade, private
capital flows and remittances was still very limited, these links were growing in importance
relative to the size of its own domestic economy. To date, relatively little analysis was
undertaken regarding the extent to which global macro developments affect Myanmar.
Most papers deal with the other economies in the region to the exclusion of Myanmar. This
paper uses a Global Vector Autoregressive (GVAR) model to estimate how global
economic shocks, particularly those from key trading partners like China, the United States,
and Japan, have impacted Myanmar's economy. The study aims to understand the
relationship between political transitions, global integration, and public policy in shaping

economic resilience and dependencies in Myanmar.

As Myanmar opened up its economy in 2011 following decades of isolation under
military rule, its integration into global markets became a crucial aspect of its economic
strategy. The “Triple Transition”—political reform, economic liberalization, and
peacebuilding—was seen as the key to Myanmar’s development. Economic policy during
this period focused on attracting foreign direct investment (FDI), increasing trade flows,
and diversifying economic ties with key regional players, notably China. However, the

military coup in 2021 upended this trajectory, creating new uncertainties for Myanmar’s
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external economic relationships and highlighting the fragility of its public policy
framework in managing external shocks, including COVID-19 and the subsequent

slowdown in China.

This paper contributes to the broader public policy debate by exploring how
Myanmar’s economic vulnerabilities to external shocks have evolved due to its deepening
but uneven integration with the global economy. Trade and investment policy plays a
crucial role in managing these external dependencies, particularly in authoritarian or post-
authoritarian states, where centralized decision-making can either mitigate or exacerbate
economic risks. The study also contributes to the public policy literature by applying a
novel use of the GVAR model to analyze the macroeconomic impacts of both external
shocks and domestic policy responses to the COVID-19 pandemic. By separating the
economic effects of Myanmar’s domestic policies from the external linkages related to
global slowdowns, the GVAR model offers a unique methodological framework for
assessing the relative importance of internal versus external factors in economic

performance during crises.

The findings from this study offer empirical insights into the risks associated with
Myanmar’s economic dependencies and suggest public policy measures that could mitigate
these risks in the future. In particular, the paper highlights the importance of trade
diversification, stronger institutions, and more inclusive economic policies to reduce the

vulnerabilities created by over-reliance on a few key trading partners.
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The paper is structured as follows: Part I provides a literature review and
Part I1I describes the growing linkages of Myanmar with the global economy through trade,
capital flows and remittances. Section IV is in three parts: it (a) undertakes some empirical
analysis in a small-scale open economy vector-autoregressive model (VAR) followed by a
global VAR (GVAR) that is constructed to analyze the impact of global shocks on
Myanmar; (b) describes the estimation; and (c) comments on the generalized impulse
response to the global shocks. In section V conducts individual shocks to Myanmar’s
trading partners and compares the impacts to Myanmar’s GDP and in section VI an
extensive series of policy recommendations are provided to diversify trade and investment
in Myanmar. Finally Section VII applies the GVAR model to produce estimates that

disentangle the external and domestic impacts of COVID-19 on Myanmar’s GDP forecasts.
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Chapter 2: Literature Review

The process of transitioning from an autocratic regime to a more open political and
economic system has profound effects on a country's economic structures and its
relationships with the global economy. Countries emerging from authoritarianism often
face significant challenges, including restructuring internal markets, liberalizing trade, and
integrating into global economic networks (Acemoglu & Robinson, 2006). Economic
integration during such transitions is typically marked by fluctuations in trade, capital
flows, and institutional changes. The transition also exposes countries to external economic
shocks, which require new policy approaches to manage the risks associated with global

interdependence.

Myanmar’s economic transition after decades of isolation under military rule offers
a compelling case for examining how a country’s economic dependencies evolve during
such periods of political transformation. Emerging from autocracy, Myanmar sought to
deepen its integration into the global economy, particularly with neighboring countries and
major trading partners such as China, the United States, and Japan (Griffiths, 2019). This
paper contributes to the literature by modeling how these global economic linkages have
shifted during Myanmar’s transition. The focus on Myanmar’s changing dependencies
highlights the broader dynamics at play when countries attempt to navigate the

complexities of post-autocratic economic reform and global integration.
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Autocratic Economic Policies and Trade Dependencies

Under autocratic regimes, economic policies are often geared toward maintaining
regime stability rather than promoting broad-based growth and integration with the global
economy. According to Geddes (1999), authoritarian governments tend to favor policies
that centralize economic control, restrict market entry, and limit international engagement,
often leading to insular economies that are vulnerable to external shocks. Myanmar’s
military government, which ruled for decades, followed a similar trajectory by maintaining
strict control over key sectors and limiting foreign direct investment (FDI) and trade

openness.

Ross (2004) and Acemoglu and Robinson (2012) argue that autocratic policies are
inherently extractive, prioritizing the interests of elites over national economic
development. This leads to trade dependencies on a few key sectors or partners, making
the economy particularly vulnerable to shifts in global demand or geopolitical dynamics.
In Myanmar’s case, its pre-transition economy was heavily reliant on natural resources,
particularly gas exports, which were controlled by the military elite. Such dependencies
limit economic diversification and create long-term vulnerabilities that are exposed when

the country attempts to liberalize its trade relationships post-autocracy.

As Myanmar emerged from military rule in 2011, the government began
implementing reforms to open the economy to global markets and diversify its trading
partners. However, the legacies of autocratic control continued to shape its economic
structure, leading to an over-reliance on specific partners such as China. This paper builds
on the existing literature by examining how Myanmar’s trade dependencies have shifted
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during its economic transition, modeling the impact of these changes using a GVAR model

to capture the effects of external shocks on Myanmar’s key economic sectors.

GVAR Models and Economic Shocks

The GVAR model represents an advancement over traditional econometric methods
used to estimate a country’s global economic linkages and their evolution over time.
Conventional approaches, such as single-country VAR models, rely on domestic
macroeconomic variables to explain economic fluctuations but often fail to incorporate
external influences systematically. While structural VAR (SVAR) models allow for
exogenous shocks to be included, they generally treat external influences as predetermined
and fail to capture the complex feedback loops between domestic and international
variables. Similarly, gravity models of trade estimate bilateral trade dependencies but are
limited in their ability to analyze dynamic interdependencies across multiple economies.
Time-series and panel regression models offer insight into country-specific economic
trends but do not account for the fact that economic shocks propagate differently across
interconnected economies. These limitations make it challenging to accurately estimate a
country's vulnerability to external shocks and to track how its trade and financial

dependencies evolve in response to changing global conditions.

The GVAR model addresses these gaps by integrating domestic and international
economic dynamics within a unified, multi-country framework. Unlike traditional single-
country VAR models, GVAR explicitly models the interdependence between countries by

constructing a system of country-specific models that are interconnected through trade and
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financial linkages. This structure allows for the endogenous transmission of global shocks
across multiple economies, capturing both direct and indirect effects. Additionally, by
incorporating time-varying trade weights, the GVAR model enables researchers to track
how a country’s external dependencies evolve over time, an aspect that static regression
models or traditional VAR approaches cannot adequately capture. This is particularly
valuable for economies like Myanmar, where trade partners and external linkages have
shifted significantly over the past two decades. The ability of GVAR to simulate
counterfactual scenarios and assess how global shocks propagate through regional and
international networks makes it a more dynamic and adaptable tool for analyzing economic

globalization and its impact on individual countries.

The GVAR model is a widely used tool in macroeconomic analysis to assess the
spillover effects of global economic shocks on individual countries. Dees et al. (2007) first
developed the GVAR model as a way to integrate country-specific models with global
variables, allowing for the estimation of both direct and indirect effects of external shocks.
The GVAR model has since been applied to various contexts, including studies on the
impact of global financial crises, trade disruptions, and commodity price shocks (Han &

Ng, 2011; Pesaran et al., 2004).

In the context of Myanmar’s economic transition, the GVAR model is particularly
useful for understanding how fluctuations in the economies of major trading partners—
such as China, the United States, and Japan—affect Myanmar’s economic performance.
Myanmar’s reliance on natural resource exports, particularly to China, makes it highly
susceptible to changes in global demand and commodity prices. This paper uses the GVAR
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model to quantify these dependencies and assess how Myanmar’s economic recovery
prospects are influenced by external factors, such as the COVID-19 pandemic. The
literature on GVAR modeling provides a robust foundation for this analysis, offering
insights into how global economic shocks are transmitted through trade and financial

linkages.

Economic Dependence on China

A central theme in the literature on Myanmar’s economic transition is its increasing
dependence on China as a key trading partner. China’s influence on the Southeast Asian
region has grown substantially over the past two decades, as it has become the largest
trading partner for many countries in the region, including Myanmar (Yu & Morrison,
2019). China’s role as both a consumer of Myanmar’s natural resources and a source of
investment in infrastructure projects has deepened the economic ties between the two

countries.

However, the literature also highlights the risks associated with such dependency.
Myanmar’s reliance on Chinese demand for its exports, particularly natural gas and
agricultural products, exposes its economy to the volatility of China’s economic cycles
(Win, 2018). Studies by scholars such as Ross (2015) emphasize that countries dependent
on resource exports to a single major partner are vulnerable to fluctuations in that partner’s
economy. This dependency creates a structural imbalance in the economy, as sectors like

manufacturing and services remain underdeveloped. Myanmar’s trade relationship with
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China, while providing short-term economic benefits, may limit its long-term growth

prospects by preventing diversification into higher-value industries.

This paper contributes to the existing literature by empirically analyzing the impact
of China’s economic fluctuations on Myanmar’s economic performance, using the GVAR
model to capture the spillover effects of changes in Chinese GDP on Myanmar’s key

sectors.

Trade Diversification and Economic Resilience

The literature on trade diversification suggests that countries that are more
integrated into the global economy and have a broader base of trading partners are better
able to withstand external economic shocks (Haddad, Lim, & Saborowski, 2010).
Diversification reduces reliance on a single market or product, thereby spreading risk and
increasing resilience to global downturns. For Myanmar, this means reducing its heavy
reliance on China and seeking greater economic ties with other countries, particularly

within the Association of Southeast Asian Nations (ASEAN) and beyond.

A number of studies have examined the role of trade diversification in enhancing
economic resilience in emerging markets. For example, Lee and Yi (2018) find that
countries with diversified export portfolios tend to experience smaller contractions in GDP
during global recessions. Similarly, Cadot, Carrére, and Strauss-Kahn (2011) argue that
trade diversification not only increases economic stability but also fosters innovation and

productivity by exposing domestic industries to new markets and technologies. In
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Myanmar’s case, trade diversification is particularly important as the country seeks to

emerge from decades of isolation and autocratic control.

The Impact of COVID-19 on Myanmar’s Economic Transition

The COVID-19 pandemic has had a profound impact on global trade, supply chains,
and economic activity. Emerging economies like Myanmar have been particularly affected
by the disruption of global demand and the collapse of international trade. The literature
on the economic impact of the pandemic, such as Baldwin and Weder di Mauro (2020),
emphasizes the vulnerability of countries with limited healthcare infrastructure, weak
social safety nets, and high dependency on external markets. For Myanmar, the pandemic
not only disrupted its export sectors but also delayed its economic reforms and increased

political uncertainty.

Research by Gonzalez-Torre et al. (2021) shows that countries with strong
economic ties to China, such as Myanmar, were hit particularly hard by the pandemic’s
initial economic shock, as Chinese demand for imports fell sharply in early 2020. The
literature also highlights the importance of government responses in mitigating the
economic fallout of the pandemic, with countries that implemented targeted stimulus
measures and trade support policies recovering more quickly (Barrot, Grassi, & Sauvagnat,
2021). This paper extends the literature by disentangling how the COVID-19 pandemic has
affected Myanmar’s economy through external channels versus domestic polices and what

public policy measures could support the country’s recovery and long-term resilience.
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Contributions of this Paper

The literature on economic transitions, trade dependencies, and global economic
integration provides a framework for understanding Myanmar’s evolving economic
relationships as it emerged from autocracy between 2011-2021, prior to being thrust back
into autocracy with the February 1 2021 military coup. This paper contributes to the
literature by using a GVAR model to analyze Myanmar’s changing economic
dependencies, particularly in relation to China. While GVAR models have been used
extensively in macroeconomic analysis, their application to Myanmar remains unexplored,
partly due to data limitations and the country’s historical economic isolation. This paper
attempts to extend the use of GVAR modeling to a frontier economy with limited official
data availability, demonstrating how trade-weighted external demand shocks can be
incorporated despite missing or unreliable statistics. By leveraging international datasets
and adjusting for data constraints, this study provides an empirical framework that may be
useful for analyzing other economies with similar challenges. In doing so, it contributes to
discussions on how global economic modeling techniques can be adapted to under-

researched, data-scarce economies while maintaining analytical rigor.

Another area where this study adds to the discourse is in its empirical assessment
of Myanmar’s shifting trade dependencies over the past two decades. While existing
research has documented Myanmar’s growing economic ties with China, this study
provides quantitative estimates of China’s increasing influence on Myanmar’s GDP
fluctuations, showing how the country’s economic exposure has evolved in comparison to

other major trade partners such as the U.S. and Japan. By tracking Myanmar’s external
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economic linkages through trade-weighted influences within the GVAR framework, the
paper attempts to illustrate the extent to which economic shocks from key trading partners
propagate into Myanmar’s economy. This analysis contributes to broader discussions on
regional economic integration and dependency risks in Southeast Asia, offering insights

into how small economies navigate shifting global trade relationships.

This paper also contributes to discussions on trade diversification as a risk-
mitigation strategy for post-autocratic economies. Myanmar’s economic performance
during its transition period (2011-2021) was shaped not only by domestic reforms but also
by its external economic dependencies, which made it vulnerable to global downturns and
regional economic shocks. By examining the trade-offs between economic openness and
reliance on a narrow set of trading partners, this paper tailored analysis and policy insights
for Myanmar that may also be useful for policymakers considering strategies to enhance
economic resilience in politically fragile states. In response to these challenges, the paper
proposes thirteen policy reform proposals that address key areas such as trade
diversification, institutional strengthening, and economic stability measures. These
proposals aim to provide a framework for fostering long-term economic resilience and

reducing Myanmar’s vulnerability to external economic fluctuations.

Finally, this paper seeks to contribute to methodological approaches in assessing
the impact of external versus domestic economic shocks in crisis situations. By
disentangling external transmission channels—such as trade shocks and global
slowdowns—from domestic policy-driven factors, such as COVID-19 lockdowns, this
paper offers a structured way to quantify how different shocks interact in shaping economic
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outcomes. While GVAR models have been widely used to assess cross-border economic
linkages, their use in distinguishing between domestic and external crisis effects in
Myanmar provides additional insight into how economic shocks propagate differently
depending on governance structures and economic integration levels. Future research could
build on this framework by extending similar counterfactual approaches to other conflict-
affected economies, further refining how external dependencies influence economic

resilience in politically volatile contexts.
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Chapter 3: Myanmar’s growing linkages with the global economy

After decades of isolation, Myanmar embarked on a ‘Triple Transition’ in 2011—
from conflicts to peace, from dictatorship to democracy, and from a command economy to
a market economy. This transition can be supported by greater and more diversified
economic linkages with neighbors, the region and beyond. During 2000-2018, the links
between Myanmar and the global economy have deepened dramatically through trade,
capital flows—notably FDI—and remittances. With a marked shift since 2011, trade
volumes doubled, FDI commitments quadrupled and remittances increased by a factor of
20. And while viewed from the perspective of the rest of the world these linkages remain
small in magnitude, they are becoming more important in terms of the Myanmar’s own
economy. While market opening exposes Myanmar’s economy to global volatility, this is
outweighed by the fact that greater linkages provide prospects for mobilizing essential
foreign capital and global expertise to keep Myanmar on a path to upper middle-income

status by 2040.3

3 World Bank. (n.d.). Myanmar country economic memorandum: Myanmar 2040 — Prospects and pitfalls to
prosperity. [City]: Washington DC, World Bank.
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Exports of goods and services

On average, Myanmar’s exports have risen from 15 percent of GDP in 2004 to 23
percent of GDP in 2018 while imports rose from 12 percent of GDP to 21 percent over the
same period. However, as Figure 2 shows, these values remain small in comparison to other
countries in the ASEAN region, with only Indonesia having a comparably small export-to-
GDP ratio. Countries in the region tend to enjoy a much higher share, with Vietnam the

standout at 127 percent of GDP, followed by Thailand and Cambodia at around 80 percent.

Figure 1: Trade Share of GDP (Myanmar) Figure 2: Export-GDP Ratios
(ASEAN)
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Since 2000 there has also been some reorientation of Myanmar exports—the share
of Myanmar’ exports to high income countries such as the United States and those that
comprise the Euro Area have fallen while the share of its exports to emerging and
developing countries has increased (Figure 12 and Figure 13). Most notably, China has
become a major trading partner, increasing from around 7 percent in 1998 to more than

one-third of exports in 2018, most of which are natural resources. In FY2018/19, Myanmar
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exported half its gas to China and half its agriculture exports (10 percent of Myanmar’s
total exports or 2 percent of GDP). However, since opening in 2011, preferential market

access has again lifted exports, in particular garments, to the US and EU.

For imports, the share of imports to China has always been a large share of the total.
In 1998 it was around 26 percent, while in 2018 this climbed to 34 percent. The other major
source of imports for Myanmar is Singapore, accounting for around one-fifth of imports in
1998 and 2018. In recent years there has been a pickup in imports from India, however this

has been from a very small base.

Figure 3: Destination of Myanmar’s Exports Figure 4: Source of Myanmar’s Import
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FDI has also enabled exports, amplifying the linkages between Myanmar’s
economy and the global economy. Preferential trade access to EU and US markets is also
associated with rapidly growing FDIs in manufacturing, particularly footwear and
garments, employing about 10 percent of employed workers in Myanmar, with over 80
percent of those workers being women. In 2015, about 55 percent of registered garment
firms in Myanmar were fully or partially foreign owned with 42 percent owned by investors

from China and Hong Kong.
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Chapter 4: Modeling the linkages between Myanmar and the global economy: A
GVAR Model

Background

The growing linkages of Myanmar with the word economy mean that global
developments are becoming increasingly more important for Myanmar. This is the case for
both positive Global developments—e.g. trade expansion through technological and
infrastructure enabled global value chains—and negative global developments such as the
COVID-19 pandemic that disrupts trade. In this section a GVAR model is used to explore
the implications of shocks in the global economy on Myanmar. A GVAR model is a
dynamic global model that combines individual country specific models in which domestic
variables are related to country specific foreign variables in a consistent manner. The
GVAR model allows for the key macroeconomic variables to be linked at both the national
and international level. That is, not only are the traditional linkages between domestic
variables included in the model, but also the foreign versions of these variables are also
included. The model also allows for both long- and short-run relationships between the
domestic and foreign variables, which importantly are estimates using observable data. One
of the key advantages of the GVAR is that we do not only see the direct impact on a selected
country exposed to the country being subjected to shocks but also the indirect impacts on
the selected country through all other economies, passing through the trade linkages. That
is, we see not only the impact of a decrease in foreign activity directly on Myanmar’s
economy, but also the indirect affect through the trade channels of all the other country

models in the system.
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The paper builds upon the rich and growing literature that uses the GVAR models
to examine a range of economic shocks and linkages. The foundational paper relied on is
Dees et al. (2007). This paper, drafted in collaboration with the European Central Bank,
established the benchmark countries and structure of the GVAR model, including its
aggregation of several small European countries into one Euro Area region and expanded

the coverage of the model to around 90% of world output.

Papers focusing on the Asia-Pacific region include Han and Hee Ng (2011) and
Inoue et al. (2015) which are more closely related to this paper’s analysis on Myanmar.
Han and Hee Ng (2011) use the GVAR to forecast macroeconomic variables in ASEAN-5
countries. They find that GVAR forecasts outperform other benchmark forecasting models.
Inoue et al. (2015) examine the impact of shocks to China on the Asia-Pacific region.
Similar to this study, they closely follow the work of Dees et al. (2007) in selecting the list
of countries in their GVAR database. However, because they use quarterly data, they are
restricted in the number of developing countries they can include from the region due to
the absence of quarterly data from less developed economies. This paper adds to theirs by
including Myanmar, Cambodia, Laos and Vietnam. Dees et al. (2007) find that shocks to
China’s growth have significant impacts on growth in the Asia-Pacific region and a large
impact on commodity prices globally. In particular, countries which are more export
dependent than most such as Malaysia, Singapore, and Thailand are heavily affected by

shocks to Chinese growth.

Other papers that have examined the impact of China’s growth on emerging and
developing economies include Cesa-Bianchi et al. (2011) who examined China’s economic
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rise on countries in Latin America. Their paper details how China’s influence has increased
markedly from having very little to a significant impact and demonstrates that one of the
key advantages of the GVAR is the ability to measure the indirect effects through the trade
channels. They show that much of the impact of China on LAC countries is as attributable
to the indirect impact of China’s growth on other countries in the world as it is from the
direct impact on LAC country growth. Gurara and Ncube (2013) use the GVAR to examine
shocks to the Euro Area and BRIC economies (Brazil, Russia, India and China) on African
Economies. They find a correlation such that negative BRIC shocks decrease GDP growth
in African economies in the range of 0.09 to 0.23 percentage points, depending on the
structural characteristics of the economy in question. They find that countries that are
resource rich and/or fragile are more materially affected by external shocks than more
diversified economies, given that demand and terms of trade shocks directly affect natural
resource sales and revenues, and fragile institutions struggle to build and deploy fiscal and
foreign exchange buffers. Using a GVAR model of global trade flows, Bussiere, Chudik,
and Sestieri (2012) measure the effect on trade flows of various shocks and conclude that
changes in domestic and foreign demand have a much stronger effect on trade flows as

compared with changes in relative trade prices.

Most recently, Vargas and Hess (2019) adopted a GVAR using annual data covering
15 Caribbean countries, finding that such countries were significantly impacted by falls in
oil prices and increases in US GDP. The GVAR enabled the authors to develop a keener

understanding of some of the transmission channels of the shocks. Countries most reliant
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on tourism exports benefit the most from increases in US GDP while countries that trade

heavily with oil exporters (or are exporters themselves) benefit the least from oil price falls.

Methodology

The model builds upon the framework of Dees et al. (2007). The models consists
of 30 country/region specific models — namely a single Euro Area (comprising the standard
8 countries first outlined in Dees et al. 2007), the US, Japan, China, ASEAN economies,
Myanmar and a range of other advanced and developing economies. Importantly, the
countries in the model include Myanmar’s most important trading partners. The individual
countries are solved in a global setting where core macroeconomic variables (such as
inflation) are a function of a foreign weighted version of the same variable (see below for
precise specification of foreign variables in the model). The model includes the following
variables: real GDP, inflation, real effective exchange rate, short term interest (policy) rates

and oil prices.

The GVAR methodology is used to examine scenarios in which shocks emanate
from China, the USA, Euro Area, Japan and Thailand (the ASEAN country with the largest

trade weight to Myanmar in the system).

The GVAR methodology

Consider N+1 countries in the global economy, indexed by i=0,1,...., N.
With the exception of the US, labeled as 0, and taken to be the reference country, all N
countries are modeled as small open economies. After estimation of the country-by-country

VARX* models, the process involves recovering the parameters of the individual VARX*
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models and stacking them to construct the GVAR framework. The resulting model has the
form of a standard VAR where all variables are endogenous (for the world as a whole)—

this is a purely mechanical manipulation with no further estimation involved.

Following Pesaran (2004) and Dees et al. (2007) a VARX* (s;, s;') model for the
ith country relates a k X 1 vector of domestic macroeconomic variables (treated as
endogenous) Xx;;, to a k; X 1 vector of country specific foreign variables (taken to be
weakly exogenous), x;; and to am, X 1 vector of global factors, d; , which in this case is

the oil price.
@i (L,sp) xip = ay+ apt+ A; (L,s) x; +Y;(L,s;)de + uy
(1)

For t=1,2....,T, where ai0 and ail are kixl vectors of fixed intercepts and
coefficients on deterministic time trends, respectively, and uit is a ki x 1 vector of country
specific shocks, which is assumed are serially uncorrelated with zero mean and a non-
singular covariance Xit, namely uit ~ i.i.d. (0, Xit). Furthermore, ¢;(L,s;) =1 —
Ui Li Ay (Ls)) = 550 AL andY; (L, s7) = ISUY;L; are the matrix lag
polynomial of the coefficients associated with the domestic, foreign and global variables
respectively. As the lag order for these variables, s; and s; are selected on a country by
country basis, we can explicitly allow for ¢; (L,s;), A; (L,s;) and Y; (L, s;7) to differ

across countries.

The country-specific foreign variables are constructed as cross sectional averages
of the domestic variables using data on bilateral trade as the weights, w;; :
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_ vN
Xip = Ll Wij Xjt
2)

where j = 0,1....N, w; =0, and ZJ-N:O w;j = 1. The weights can be based on any

time period and can be time varying. Time varying weights are used from 1987-2018,
meaning that for each year in the dataset, the foreign variables are constructed using the

trade weights of that same year.

After estimating each country VARX* (s;, ;) model separately, all the k =

. . !
=N ok; endogenous variables, collected in the k x 1 vector x; = (xg; X1z, wor - Xy¢) » have
to be solved simulatanously, using the link matrix defined in terms of the country specific

weights.

To see this we can write the VARX* model in equation 1 more succinctly as:

A; (L,sis{ )zie = @y

(3)

for1=0, 1, ....N where

A; (L,sis{ )z = [®; (L, s; )- Ay (L,s))], zi (e, xj7it ),

Qir= i+ ajp t+ Y;(L,s)de + uy
4)

Given equation 2 we can write

zyy = W; x;

)
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where Wi = WiOJ Wil' ven e WiN with Wii =0 being the (kl + kl*) X k Welght
matrix for country i, defined by the country specific weights w;;. Using (5) we can write

equation (3) as:

A; (L,s)Wix, = ¢

(6)
where 4;(L, s) is constructed from A4;(L, s; , s;) by setting

S = max(Sg,S1, ««-++) SN, Sg» Sq «++ -« - -, Sy ) and augmenting the s — s; or the s —
s; additional terms in the power of the lag operator by zeros. Stacking (6), we obtain the

Global VAR models in domestic variables only:

G(L,s)x; = @
(7)
where
AO (L, S) Wo Po
A1 (L, S) W]_ ?1
G(L; S) = ' 5 (Pt =
AN (L, S) WN (PN
)
Variables

Each country specific model has a maximum of four domestic (endogenous)
variables and one foreign (exogenous) variable. Each model includes 1 lag of the domestic

variables and 1 lag of the foreign and global variables. One global variable is also included
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—oil prices—which is treated as endogenously in one country (the US) and weakly

exogenous in the remaining countries.
Domestic variables

The four domestic variables included are real GDP, y;;, the rate of inflation
m;;, short-term interest rates, 1;;, and the real exchange rate (ep;;). These four domestic
variables are constructed as:
Yit =In(GDPy ), Tyt = Pit — Pit-1 > Pie = Ln(CPILy) , epyr = In(E;/CPIy)
= Rir
i =0..0ln (1 + 100)

9)

where GDP;; is the real Gross Domestic Product at time t for country i, CPI;; is the
consumer price index, R;; is the short-term interest rate. The real exchange rate is calculated

as the nominal exchange rate per USD deflated by the domestic consumption deflator.
Foreign variables

The foreign variables are constructed as given in equation (2), that is:

33
* —
Vit = WitYit
j=0

Where each foreign variable is a weighted sum of the domestic endogenous
variables, weights are constructed using the IMF Direction of Trade Statistics. Weights are

time-varying, that is, the weights are changing based on the data for each year 3-year
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averages are used for the weights to level out fluctuations in year-to-year weights. The
bilateral trade for each year is calculated as the average of exports and imports between
countries. In the model a single year (or average of years) is needed to solve the model (for
forecasting/impulse responses). In the base model the average weights from 2016-2018 are

used.

Table 1 shows the trade weights for Myanmar in the base model. The stand-out
from the table is the very large share of trade with China (more than one-third). This has
increased markedly from previous decades when the share with China was relatively small
and trade was predominantly focused on India and the United States. Also noteworthy is
that, of the other countries in the Table with non-trivial weights, many are in the region

(Singapore, Thailand, Japan, Malaysia).

Table 1: Myanmar Trade Weights in the GVAR (2016-2018 Average)

arg 0.04 khm 0.02 sau 0.44
aus 0.50 kor 2.81 sgp 12.47
bra 0.51 lao 0.00 swe 0.24
can 0.32 mys 3.32 switz 0.08
chn 36.89 mex 0.08 tha 16.03
chl 0.02 nor 0.04 tur 0.18
euro 493 nzl 0.10 gbr 0.96
ind 6.03 per 0.01 usa 223
idn 2.86 phl 0.20 vnm 2.08
jpn 6.56 safrc 0.05
Source: Authors Calculations

Figure 5 shows how the trade weights of countries in the region have evolved from

the late 1980s to 2018 for three main trading partners: USA, China and Japan. For many
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countries in the region, Japan was a major trading partner in the late 1980s. In the case of
Myanmar, 39% of trade (of the countries in the model) was with Japan. By 2018 Japan’s

share had fallen to 6% while China’s had increased from 3% to 35%.

Figure 5: Evolution of Trade Weights in ASEAN Countries
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Global variables

In the model a single global variable is used, namely the WTI Oil Price. In
most models this variable is treated as weakly exogenous. In other GVAR applications (for
example, Vargas and Hess (2019)) additional global prices are included (such as metal

prices and agricultural prices). In this model, due to the limited data availability, only global

price variable is included.

Model specification

As noted above, the model specification differs according to two different

blocks of country specific models: (a) the US, and (b) the remaining advanced and
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developing economies. The main specification is common across all economies (except the
US) with the exception of a few countries with limited interest rate data. These VARX*
models include four endogenous variables, one foreign variable and one global variable.
Using the same terminology as in equation (1) the 4 x 1 vector or endogenous variables is

given by x;; = [Vir, Tie, Tir» €1it]’ , the 1 x1 vector of weakly exogenous foreign variables

by x;; = [yi;]’, and the 1x1 vector of global variables by d;; = [p{’til]’ .

The US model is specified differently given its dominance in the global economy.
In particular, the price of oil is treated as endogenous. Instead of the real effective exchange
rate, e,5; — Pus¢ 15 included as a weakly exogenous foreign variable. The inclusion of
variables is not uniform across all models, particularly for short-term interest rates which
were not available for the full sample period for all countries. Table 2 below summarizes

the variable specification of the country-specific VARX* models.

Table 2. Specification of Country Models in the GVAR
(0N Other advanced and developing
Domestic Foreign Domestic Foreign
Yuse Vit Yier Vit
st Tt .
Tusts Tt Tit Tit
. er
pftl ! €T ust T
oil oil
pit plt
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Specification Tests

For the construction and estimation of the GVAR model, it is assumed that the
country-specific foreign variables and global variable are weakly exogenous and integrated

of order one: I(1).

A weighted symmetric Augmented Dickey Fuller-Weighted Symmetric test (ADF-
WS) was performed on the level and first differences of all the variables (Table 3). The
results for the final variables included in the model are provided in the appendix. The
results support the inclusion of real GDP, the real exchange rate, and the interest rate in
levels. However, some countries price level is integrated of order two: I(2). In keeping with

the assumption of Dees (2007), the first difference of the price level is included in the

model.
Table 3. Unit Root Tests of Domestic, Foreign and Global Variables
Domestic Foreign Global
GDP 0/30 GDP 1/30 | Oil Price | 0/1
DLOG(CPI) 7/30 DLOG(CPI) 2/30
Exchange Rate 2/29 Exchange Rate 6/30
Interest Rate 4/25 Interest Rate 0/30
Note: Tests were evaluated using the WS statistic, including a trend for all variables except the interest rate.
First number represents the number of variables where the unit root was rejected. The second number represents
the total number of variables tested.

Lag-order and Cointegration

In order to keep the size of the system small enough while using a short sample of

annual data, the models is restricted to 1 lag of domestic and 1 lag of foreign. Given the
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data constraints and variables chosen, the model is restricted to 3 potential cointegrating

vectors that are constrained to ensure model stability.

The first cointegrating vector was between foreign and domestic output. For long-
run stability and to ensure that the trade shares of each country are not growing unbounded,
a (1,-1) cointegrating vector is introduced between foreign and domestic output. The
second cointegrating vector is a Fisher equation relationship between domestic inflation
and the interest rate. Namely, a cointegrating vector of (1,-1) between the two variables is
imposed. Finally, we impose an uncovered interest rate parity condition between domestic
and foreign interest rates. That is, a cointegrating relationship of (1,-1) between the two
variables is imposed. In all equations, if the loading on the cointegrating relationship fell
outside the range [-1,0] the cointegrating relationship was removed from the equation. This

helps ensure the GVAR system produces stable impulse responses and forecasts.

The final number of cointegrating relationships included for each country is

presented in Table 4.

Influence of foreign variables on domestic counterparts

The table below (Table 16) shows the contemporaneous effect of foreign variables
on their domestic counterparts. The values are the estimated coefficients on the
contemporaneous foreign specific variables. For example, the value for foreign output is
the implied contemporaneous elasticity between foreign output and domestic output.
Larger values imply that the linkage between the domestic and foreign variables is quite

strong. Smaller values imply weaker linkages between the foreign and domestic sectors.
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Firstly, the elasticity between foreign output and Myanmar’s output is relatively weak with
the implied elasticity only 0.1. This is in contrast with other economies in the ASEAN

region, such as Malaysia, Singapore and the Philippines, where the coefficient is closer to

one.
Table 4. Lag Orders and Number of Cointegrating Relations
Cointegrating Cointegrating

Country relations r; Country relations r;
Argentina 3 New Zealand 3
Australia 3 Peru 3
Brazil 3 Philippines 3
Canada 3 South Africa 3
China 3 Saudi Arabia 1
Chile 3 Singapore 3
Euro Area 3 Sweden 3
India 3 Switzerland 3
Indonesia 3 Thailand 3
Japan 3 Turkey 3
Cambodia 1 United Kingdom 3
Korea 3 USA 1
Laos 1 Vietnam 1
Malaysia 3

Mexico 3

Myanmar 1

Norway 3

Table 5. Contemporaneous Effects of Foreign Variables on Domestic Counterparts
Output Inflation Interest Rate

Myanmar 0.17 1.25

China 0.37 1.1 0.69
Indonesia 0.19 0.63 1.41
Cambodia 0.16 -1.15

Laos -0.06 1.86

Malaysia 0.91 0.42 1.47
Philippines 0.93 0.29 1.27
Singapore 0.71 1.03 0.80
Thailand 0.64 0.53 1.07
Vietnam 0.16 3.86

Source: Author’s estimates
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Part V: Spillovers from the Global Economy on the Myanmar
This section examines the impact of different shocks emanating from the US,
China, the Euro Area as well as Japan. In terms of impact, the focus is on the impact on
Myanmar’s economy, however, for context, we compare the results of Myanmar to other
countries in the region. For each shock a reduction in GDP growth of 1 percentage point is
modelled for each of China, USA, the Euro Area, Japan and Thailand (with each shock run

separately).

Shock to China’s GDP

The first shock studied is the impact the shock to China’s economy. Figure 6 shows the
impact of the shock on the economies in the model. The model clearly demonstrates how
countries that are the most exposed to China (such as Myanmar) experience the largest
economic response to the reduction in China’s GDP. The results show that a one percent
decrease in China’s GDP reduces Myanmar’s GDP by 0.11 of a percentage point in the year
of the shock. Some countries — such as Laos and Vietnam — have smaller estimated impacts
from the shock. This reflects, in part, the very small (or negative) estimated coefficient on
external GDP on domestic GDP in their respective equations and the relative size of their

trade weights.

Because time-varying weights are used in the GVAR, any year can be selected to solve the
model. That is, the trade weight year can be changed for calculating the impulse responses.

In the baseline example 2016-2018 average weights are used. To examine how China’s
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impact has evolved over time, the impulse responses are shown using 2008-10 and 1998-

2000 weights (Figure 7).

Figure 6: Impact from a negative 1 percent shock in China’s GDP

0.05

0.00 - NN

< HHEAHE
-0.10

0.15

-0.20

0.25

-0.30

-0.35
-0.40
-0.45

Laos Vietham Indonesia Cambodia Myanmar Singapore Thailand Philippines Malaysia

Source: Author’s calculations

Figure 7: Impact of a negative 1 percent shock to Chinese GDP by different Weighted Years
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Figure 7 shows how China’s impact has generally increased over time. For example,
in the case of Myanmar, using 1998-2000 weights the impact was around -0.05. Using the
most recent weights (2016-2018) the impact has increased to -0.11. The impact on countries
such as Laos, Cambodia and Vietnam show a similar evolution over time to Myanmar. In
the case of Singapore, the estimated impact using 1998-2000 weights was -0.09, while
using 2016-2018 weights the impact was -0.30. For Malaysia, the impact was -0.10 using

1998-2000 weights but a much larger -0.38 using 2016-2018 weights.

Shock to USA GDP

The second shock studied is the impact of a shock to the US economy. While trade
shares of Myanmar and other countries in the region are lower for the US than for China,
the GVAR has the advantage of showing how the spillovers from US growth to other

countries in the model may reduce growth in Myanmar and other ASEAN economies.

Figure 8 shows the impact in the year of the shock on the economies in the model.
The impact of the shock is slightly lower for Myanmar at -0.03. For countries with greater
exposure to other countries in the system, the impact of a shock to such a central country
as the US is much larger than in the case of China. For Malaysia and the Philippines, the

impulse response is around -0.28 and -0.29 respectively.

In contrast to the case of China, the impact of shocks to US GDP has declined over
the last two decades. The major difference in the impact of a shock to the US is seen
between the value in 1998-2000 and 2008-10. For most countries, the difference between

the result in 2008-10 and 2016-2018 is minor. For Myanmar, a negative shock to US GDP
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using trade weights of 1998-00 would result in a fall in GDP of 0.08 percentage points
while using weights in 2016-2018 results in a fall in only 0.03 percentage points (Figure
9), signifying the decline in importance of trade with the US and that transmission channel

for US spillovers.

Figure 8: Impact of a negative 1 percent shock in USA GDP
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Figure 9: Impact of negative 1 percent shock in USA GDP using different year weights
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Shock to Japan GDP

The next shock studied is the impact of a shock to the Japanese economy. Figure
10 shows the impact of the shock on the economies in the model. The impact of the shock
to Myanmar is to reduce GDP by 0.03 percentage points. The more trade exposed
economies, such as Singapore, Thailand and Malaysia have much higher impacts from the

shock with GDP in all three countries falling by between 0.1 and 0.24 percentage points.

The impact of the negative shock to Japan has been steadily decreasing over time.
For Myanmar, the magnitude of the shock has decreased from -0.05 to -0.03 between the
1998-2000 and 2016-18 trade weights. The reduction in the impact of Japan on other
economies in the region is shown most clearly in the chart in the more heavily trade

exposed economies, such as Thailand, Singapore, and Malaysia (Figure 11).

Figure 10: Impact of a negative 1 percent shock to Japan GDP
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Figure 11: Impact of a negative 1 percent shock to Japan using different trade weights
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Shock to Euro Area GDP

Next, a negative 1 percent shock to Euro Area output is simulated. Figure 12 shows
the impact in the year of the shock on the economies in the model. The negative shock to
the Euro Area countries (Austria, Belgium, Finland, France, Germany, Italy, Netherlands,

Spain) reduces Myanmar GDP by -0.03 percentage points.

Similar to the shocks to the USA and Japan, the more trade exposed countries, such
as Singapore, Malaysia and Philippines are more responsive to the shock, with their GDPs

decreasing between 0.20, 0.23 and 0.22 percentage points respectively.
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Figure 12: Impact of a negative 1 percent shock to Euro GDP
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Shock to Thailand GDP

The final shock examined is a negative 1 percent shock to Thailand output. Figure
12 shows the impact in the year of the shock on the economies in the model. The negative
shock to Thailand reduces Myanmar GDP by -0.04 percentage points. While Thailand is a
relatively small share of trade in most economies in the system, its large share of

Myanmar’s trade means that shock has a non-zero impact.

Figure 13: Impact of a negative 1 percent shock to Thailand GDP
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Chapter 5: Trade Policy Reforms for Myanmar

The transition of autocratic regimes into globally integrated economies demands
well-crafted trade policies that drive economic growth while minimizing associated risks.
In Myanmar’s case, the evolution of its trade policy framework is crucial for fostering
participation in global markets and ensuring sustainable development. However, the
military coup of 2021 represents a significant setback to these efforts. The disruption of
democratic governance has stalled numerous policy reforms, including those aimed at
expanding Myanmar's participation in global value chains (GVCs) and strengthening trade
infrastructure. Despite the current political turmoil, should Myanmar return to a democratic
system, the trade reforms discussed here remain critical and relevant to its economic and

political future.

The shift of light manufacturing away from China presents an opportunity for
Myanmar to attract investment and diversify its production base. However, the challenges
of participating in GVCs—such as supply chain disruptions and external shocks like the
COVID-19 pandemic—highlight the risks of overreliance on global markets without robust
domestic policies. Myanmar must also address the needs of informal and small-scale
enterprises, which have limited capacity to navigate complex global trade networks but

could play a key role in its economic recovery.

Moreover, trade can serve as a force for political stability in post-authoritarian
regimes. Increasing trade with neighboring countries, improving border infrastructure, and
facilitating cross-border trade are critical not only for economic growth but also for
reducing conflict in Myanmar’s fragile regions. At the same time, poorly managed trade
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flows, especially in valuable resources like jade and timber, have fueled conflict and
empowered armed groups. Therefore, any future democratic government in Myanmar must
prioritize trade policies that promote equitable development and avoid exacerbating

regional instability.

The setback caused by the coup has delayed these essential reforms, but if Myanmar
can return to a democratic path, trade policy reforms will remain indispensable for
integrating the country into global markets, driving inclusive growth, and supporting long-
term political stability. Transparent trade policies, deeper engagement in preferential trade
agreements (PTAs), and the development of industrial zones that integrate domestic and
foreign production chains will help Myanmar transition from an autocratic regime to a
responsible player in the global economy. The need for such reforms will only become
more urgent as the country seeks to rebuild and stabilize after years of political and

economic disruption.

The role of trade as a mechanism to reduce instability has yet to be realized. Open
trade provides new opportunities and creates jobs related to exports which can offer
alternative sources of income for those otherwise drawn towards violence and armed
groups. Facilitating local cross-border trade can also be an important means for addressing
food security for poor populations in the border areas and increasing incomes in farming
communities. However, the potential for cross-border trade, and the spillovers to local
communities that this can bring, is being constrained by implementation of restrictive trade
policies at the border and the heavy involvement of both the army and ethnically armed
organizations in legal as well as illicit trade.
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Transparent and predictable trade policies for exports to neighbors would support
the development of regional value chains, especially in agriculture and food processing.
China has the greatest predicted potential for expansion of Myanmar’s exports across all
products. However, these opportunities are being constrained by non-tariff measures
typically related to sanitary and phytosanitary (SPS) requirements imposed in an arbitrary,
non-transparent way and without clear scientific basis. Expanding cross-border value
chains would help drive poverty reduction among the rural population including in the
vulnerable and conflict-affected regions of the country. Expanding regional value chains
requires scaling up and raising the quality of agricultural production by improving access
to modern seeds and fertilizers, agricultural extension services, testing and certification
services, access to credit and ability to join producers’ organizations to exploit scale. The
lack of access to credit for farmers is constraining mechanization, use of higher quality
inputs, and productivity growth. In 2016, just 2.5 percent of all commercial lending went
to agriculture. The following series of policy measures detail an extensive set of reforms

based on trade policy literature applied for the case of Myanmar.

Potential for Increased Manufacturing Trade and the Risks of GVC Participation

Post-COVID-19

The COVID-19 pandemic underscored the vulnerabilities inherent in global value
chain (GVC) participation, even as significant potential remains for expanding trade in
manufacturing. The pandemic-induced disruptions have prompted lead firms in GVCs to
reassess their reliance on sourcing from China. As these firms seek to diversify their
supplier base and reduce their exposure to single-country risks, Myanmar stands to benefit
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from the shift in light manufacturing away from China. This creates new opportunities for

the country to attract increased manufacturing activity.

In response to these shifting dynamics, there may be a move away from just-in-time
production models, with firms placing greater emphasis on maintaining sufficient
inventory levels. This transition will necessitate expanded warehousing capacity, including
bonded warehouses, to support the storage and management of goods. Additionally, firms
may adopt greater vertical integration, consolidating key stages of the supply chain—such
as integrating textile mills with apparel production—to minimize the risk of disruption
when critical intermediates are sourced from different locations. For Myanmar, such
integration could strengthen its response to the removal of Least Developed Country (LDC)
trade preferences and the changing rules of origin for third-country fabrics. Moreover, it
presents an opportunity for the country to capitalize on Generalized System of Preferences

(GSP) benefits to boost exports.

Facilitating Trade with Neighboring Countries for Inclusive Growth and Regional

Stability

Expanding trade with neighboring countries presents a strategic avenue for
Myanmar to unlock new export opportunities, promote inclusive growth, and foster

stability in its fragile regions. This can be achieved through a multi-pronged approach:

a) Strengthen Trade Diplomacy: To enhance export potential, especially in sectors
like agro-processing, Myanmar should capitalize on existing bilateral, regional

(including the newly signed Regional Comprehensive Economic Partnership—
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RCEP), and WTO agreements. These agreements can help mitigate existing
challenges, such as non-transparent rules, unpredictable bans, and inconsistent
application of sanitary and phytosanitary (SPS) standards and technical
requirements, which have constrained trade with neighboring countries.

b) Improve Border Infrastructure and Support Small-Scale Traders: Enhancing
infrastructure at border areas, particularly in fragile regions, will be key to
facilitating trade. Investments in border facilities, markets, and warehousing can
remove barriers faced by small-scale and informal traders, creating a more
conducive environment for cross-border commerce. Furthermore, addressing
constraints that limit backward linkages from trade to border communities will
ensure that the benefits of trade are more widely distributed across rural and
marginalized populations.

c) Provide Support to Marginalized Groups: Equally important is supporting
marginalized groups by offering training and mobility assistance to help them
access jobs in industrial zones located in more economically developed central
regions. This would not only create pathways for economic inclusion but also
contribute to national stability by reducing economic disparities between different

regions of the country.

Supporting the Transition from LDC Trade Preferences to High-Value Exports and

Resilient Supply Chains

As Myanmar progresses beyond its LDC trade preferences, it must implement
targeted measures to support the export of more diverse and higher value-added products
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while fostering more resilient supply chains. This transition is crucial for ensuring the long-

term competitiveness of Myanmar’s industries in regional and global markets. Key actions

to support this transition include:

a)

b)

Amending Laws and Regulations: Where necessary, Myanmar should amend its
laws and regulations to align with core international labor and environmental
standards, as well as ensure the protection of workers' health. Raising awareness of
these standards is critical for fostering a sustainable and ethical business
environment. The government should also develop advisory services that help firms
comply with these regulations and build their capacity for conformity assessment.
This will ensure that Myanmar’s industries meet the expectations of global
consumers and investors, especially in sectors with high exposure to international
scrutiny.

Improving Technical Standards and SPS Compliance: To remain competitive in
regional and overseas markets, particularly in agriculture, Myanmar must review
and upgrade its regulations related to technical standards and sanitary and
phytosanitary (SPS) measures. Expanding access to conformity assessment services
will help firms meet higher product standards. Additionally, providing technical
assistance to producers, particularly in agriculture, will enable them to enhance
production processes and quality, making their goods more attractive to discerning
international buyers.

Reorienting Industrial Zone and SEZ Policies: Myanmar's industrial zones and

Special Economic Zones (SEZs) need to be reoriented toward attracting integrated
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d)

production, especially in key sectors such as apparel manufacturing and foreign
direct investment in textile mills and component production. At the same time, it is
important to support the upgrading of quality among domestic input producers to
improve their contribution to the value chain. This will increase Myanmar’s ability
to compete in more sophisticated markets and expand its participation in global
value chains.

Facilitating Access to Finance: Developing mechanisms that provide firms with
access to finance is essential for investment in upgrading labor and environmental
standards. Additionally, financial support should be made available to firms that
need to improve product quality for export to overseas markets. Whether directly
or indirectly, such investments will ensure that Myanmar’s industries can meet
global expectations, increase export value, and maintain resilient supply chains

capable of withstanding external shocks.

Simplifying the Tariff Structure to Eliminate Nuisance Tariffs

Prior to the Coup, Myanmar’s tariff structure is relatively low, which aligns with

the country’s strategy to enhance participation in GVCs. The average Most Favored Nation
(MFN) tariff in Myanmar is 6.5 percent, which is lower than many regional counterparts,
such as Vietnam (9.5 percent), Cambodia (11.2 percent), and Lao PDR (8.5 percent).
However, Myanmar’s tariff structure is unique, with more than half of its positive tariffs
set at 3 percent or less. While this supports the goal of maintaining low trade barriers, these
small tariffs, often referred to as "nuisance tariffs," present issues. The cost of administering

and collecting tariffs under 3 percent often exceeds the revenue generated, creating
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inefficiencies in trade facilitation. Customs resources are diverted from higher-priority

tasks, such as processing riskier shipments, leading to longer processing times and lost

economic gains from streamlined trade.

II.

Two key options for addressing nuisance tariffs include:

Reducing all tariffs below 3 percent to zero: This would simplify trade
procedures and improve efficiency. The revenue loss from these eliminated tariffs
could be offset by small increases in non-discriminatory taxes, such as excise duties
on products like cigarettes, alcoholic drinks, and motor vehicles.

Selective review and adjustment of tariffs below 3 percent: Some tariffs,
particularly those on raw materials or intermediate inputs critical to production,
could be reduced to zero. At the same time, tariffs on non-essential luxury goods
consumed primarily by wealthier households could be raised to 5 percent, ensuring

that revenue is maintained while prioritizing economic efficiency.

Streamlining Trade License Procedures and Expanding Automation

Streamlining trade licensing procedures and expanding automation remain critical

for reducing trade-related delays and costs in Myanmar. Prior to the Coup in 2021, about

40 percent of Myanmar's tariff lines (4,818 out of 10,816 HS codes) required an import

license, and 30 percent (3,345 codes) required an export license. However, many of these

licensing requirements are not necessary for public health, environmental, or consumer

safety. By reducing the number of products subject to licensing, Myanmar can eliminate

unnecessary administrative hurdles that slow down trade. The current online licensing
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system functions for only a fraction of goods (421 HS codes), and even for these, manual
checks are often conducted in parallel, duplicating efforts and causing delays. Fully
automating the licensing system for a broader range of products is essential to reduce
processing times and costs, making trade more efficient. Expanding the scope of the online
system beyond just CMP (Cut-Make-Pack) products and a few selected items would
significantly improve Myanmar’s trade facilitation and allow the country to fully capitalize

on its low tariff regime and potential in regional and global markets.
The Dual Role of Trade in Promoting Stability and Fueling Conflict.”

Trade can play a transformative role in promoting stability by fostering
development and increasing the opportunity cost of conflict. By creating new economic
opportunities and jobs related to exports, trade offers alternative sources of income for
individuals who might otherwise be drawn into violence or recruited by armed groups. In
regions with high unemployment and instability, the development of trade-related
industries can provide livelihoods that reduce the appeal of joining armed factions or
engaging in illicit activities. However, trade can also have detrimental effects in certain
sectors. Industries facing heightened competition from imports may experience job losses,

and without adequate support, displaced workers could resort to violence to sustain their

4 The following paragraphs draw extensively on Cali, M (2015) Trading Away from Conflict: Using Trade
to Increase Resilience in Fragile States, World Bank, Washington DC, at
https://www.worldbank.org/content/dam/Worldbank/document/Trade/Trading%20Away%20from%20Confl

ict.pdf.
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income. Moreover, trade can intensify conflict when it increases the value of certain
economic resources, particularly commodities like minerals, precious stones, and timber.
These resources often become the focus of power struggles, as controlling their trade can
provide substantial revenue to armed groups. In Kachin State, for instance, control over the

lucrative jade trade has been a primary factor behind ongoing conflict and regional fragility.

Across several states in Myanmar, armed groups remain heavily involved in the
trade of illicit goods, such as opium and increasingly, amphetamines. The illicit nature of
much cross-border trade in Myanmar further complicates the situation, as substantial
volumes of this trade are controlled by ethnically armed organizations (EAOs). The
taxation of trade, whether legal or illegal, also serves as an important revenue stream for
both the government and EAOs, affecting the ability of these groups to sustain conflict.
Additionally, the Myanmar army remains deeply entrenched in trading companies, further
blurring the lines between legitimate commerce and conflict-driven trade activities. In light
of these complexities, trade policies must be carefully designed to promote stability while
mitigating the risks of exacerbating conflict. Effective governance, transparency, and
inclusive economic support are critical to ensuring that the benefits of trade extend to

vulnerable communities, rather than fueling the interests of conflict actors.
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The Role of Cross-Border Trade in Reducing Conflict and Promoting Economic
Development

Evidence from various countries suggests that increasing trade with neighboring
nations can significantly reduce both the duration and intensity of conflict.’ This is
especially true when both countries are part of the same regional trade agreement, which
tends to lower the risk of conflict by fostering economic interdependence. Reducing
barriers to cross-border trade has proven effective in stimulating economic activity,
particularly in border regions, where such trade creates backward and forward linkages
with local producers and distribution networks. This, in turn, generates job opportunities in
production, transport, and logistics, driving economic growth in these often underserved

arcas.

Facilitating local cross-border trade also plays a vital role in addressing food
security concerns for impoverished populations living in border regions, while increasing
incomes for farming communities. Key steps the government can take, with support from
international development organizations, include enhancing trade and export
competitiveness in fragile regions, improving governance around high-value traded

resources, and developing programs to safeguard the real incomes of the poor from adverse

5 See Brulhart, M., Cadot, O., & Himbert, A. (2019). Let there be light: Trade and the development
of border regions (CEPR Discussion Paper No. 13515). CEPR.
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trade impacts. Additionally, improving access to neighboring markets for goods and
services produced in these regions, or with potential linkages to them, would further

strengthen economic resilience in vulnerable communities.

Enhancing Worker Participation in Fragile Regions for Greater Stability

Increasing the involvement of workers from fragile regions in export-oriented
manufacturing can contribute to national stability. Currently, GVC firms in Myanmar are
primarily concentrated in SEZs and industrial parks located near urban centers. These zones
are strategically positioned to ensure access to necessary inputs, infrastructure, and
services, as well as to develop domestic backward and forward linkages. However, this
geographic concentration risks exacerbating spatial inequality between central areas and

more peripheral, conflict-prone regions.

Nevertheless, growing investments in the export-oriented apparel industry are
creating jobs for low-skilled workers from rural areas, benefiting not only the workers but
also their households through remittances. To maximize the potential of this trend, the
government should actively monitor and implement measures to increase participation of
workers from fragile regions in GVC firms. This can be achieved by providing training and
mobility support to workers from these regions, enabling them to secure employment in
export-oriented industries. As the government expands industrial parks across the country,
including in peripheral conflict-affected regions, ensuring participation from these areas

can foster greater stability.

132



In addition to providing the necessary infrastructure, the government must also
establish effective governance mechanisms to ensure that markets function without
interference from armed groups. A combination of targeted worker participation,
infrastructure development, and robust governance can help bridge the economic divide
between Myanmar’s central and peripheral regions, contributing to long-term stability and

equitable development.

Strengthening Regional Value Chains in Agriculture and Food Processing

Transparent and predictable trade policies for exports to neighboring countries are
essential for the development of regional value chains in agriculture and food processing.
Expanding these value chains is a critical step towards reducing poverty in rural areas,
particularly in vulnerable and conflict-affected regions. To achieve this, Myanmar must
scale up agricultural production by improving farmers' access to high-quality seeds,
fertilizers, and agricultural extension services. Additionally, enabling farmers to join
producers’ organizations and providing better access to credit would allow them to exploit

economies of scale, leading to greater productivity and higher incomes.

Currently, rice quality in Myanmar remains suboptimal despite the country
possessing some of the finest rice varieties. This is partly due to the government’s limited
provision of higher-quality seeds, which only cover 1 percent of the total cultivated area,
leaving most farmers to rely on low-quality seeds. The lack of access to credit further
constrains farmers' ability to invest in mechanization and higher-quality inputs, which

hampers productivity growth. In 2016, only 2.5 percent of all commercial lending was
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allocated to the agricultural sector, highlighting the significant financing gap that needs to

be addressed.

Addressing Infrastructure Gaps in Agriculture

The lack of reliable electricity and adequate storage facilities in rural areas poses a
significant barrier to adding value to agricultural products. As a result, many crops and
fresh produce are exported in their raw form with minimal processing, such as drying or
packaging. The absence of appropriate storage and warehousing facilities, as well as an
underdeveloped cold chain, further limits value addition. For example, corn producers in
rural areas often dry their crops in the sun due to the lack of proper drying facilities, which
reduces the quality and price of the product. Additionally, inadequate warehousing leaves

crops vulnerable to contamination, such as aflatoxin in corn.

For other crops like beans and pulses, the lack of warehousing near trading centers
like Mandalay prevents simple processing tasks such as milling, which limits traders'
bargaining power with buyers and brokers. Furthermore, increased awareness and
enforcement of guidelines on the use of pesticides and the adoption of good agricultural
practices are crucial. Many shipments have been rejected in foreign markets due to the
unregulated use of pesticides and illegal chemicals, which undermines Myanmar’s

competitiveness in international trade.
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Lowering Barriers to Entry in Logistics

Improving access to logistics services, particularly transport and storage, is vital for
enabling farmers and firms to reach markets efficiently. High transport costs, driven by
poor road and railroad infrastructure, place a significant burden on agricultural producers.
Moreover, the logistics services available are not well-suited to upstream production needs,
leading to excessive costs and waste. For example, corn shipped from Shan State to
Mandalay must be bagged on the farm, then debagged at the port and shipped in bulk using

river barges. This inefficient process adds unnecessary costs, waste, and delays.

The Role of Deep Preferential Trade Agreements (PTAs) in GVC-Related Trade

Participation in deep PTAs can significantly boost GVC-related trade, especially in
intermediate goods and services. PTAs go beyond traditional market access by including
enforceable commitments on behind-the-border policies such as legal and regulatory
frameworks, customs procedures, and intellectual property rights. These agreements reduce
the risks associated with GVC investment, allowing for the flexible formation of networks
of firms, which are crucial for the thriving of global value chains. By harmonizing
standards and regulations, deep PTAs facilitate smoother trade flows and stronger
economic integration among partner countries, positioning Myanmar to benefit from

increased participation in global trade networks.

Myanmar’s Participation in ASEAN and the Evolution of its PTAs.

These PTAs have grown deeper over time. Myanmar has been a member of ASEAN

since 1997 and, as part of its membership, has signed several PTAs over the years. These
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agreements have gradually expanded, beginning with China in 2005, followed by Japan in
2008, and Australia-New Zealand, India, and Korea in 2010. While ASEAN itself remains
a relatively shallow trade agreement primarily focused on reducing tariffs on industrial
products, Myanmar’s involvement in broader PTAs—especially with China—has led to an
expansion of market access strategies, particularly for agricultural goods, and the

introduction of trade remedies such as anti-dumping and countervailing measures.

The PTA with India is notable for its provisions on customs procedures, the use of
export taxes, technical barriers to trade, and SPS standards. It also covers trade in services,
further broadening the scope of cooperation. The PTAs signed with Japan, Korea, Australia,
and New Zealand qualify as "deep" agreements because they extend beyond the WTO's
traditional trade commitments, addressing critical business areas such as competition
policy, investment, intellectual property rights, and visa regulations. These agreements also
promote cultural exchange through provisions on education, training, technology, and
cultural cooperation. In August 2019, the ASEAN-China Free Trade Agreement was
upgraded to include simplified rules of origin, customs procedures, trade facilitation

measures, and improved investment regulations, further enhancing trade integration.

The rules of origin imposed under PTAs play a critical role in determining how
GVCs form and expand, as they set the criteria for products to qualify for preferential
treatment based on local content. These rules can sometimes constrain member countries
by limiting their ability to source intermediate inputs from the most efficient global
suppliers. In Myanmar, the complexity of obtaining certificates of origin has further
complicated participation in GVCs, creating additional costs for businesses. World Bank
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estimates suggest that the difficulty of acquiring certificates of origin has resulted in an
effective 3.4 percent tariff across the board, undermining the potential benefits of

preferential trade agreements.

Simplifying the process for issuing certificates of origin is essential to help
Myanmar’s firms fully take advantage of the preferential treatments offered by PTAs. By
reducing bureaucratic hurdles and making it easier for businesses to comply with these
requirements, Myanmar can increase its participation in GVCs and enhance the

competitiveness of its exports in global markets.

137



Chapter 6: Case Study: Applying the GVAR Model to COVID-19 impact on
Myanmar

In this section the paper attempts to estimate and separate out the external and
domestic impacts of COVID-19 on Myanmar’s GDP forecasts for 2020. The COVID-19
pandemic shock impacted Myanmar’s economy through both external and domestic
transmission channels, and their effects on some sectors are more pronounced and longer
lasting than others (Figure 14). The shock first transmitted through external channels
beginning with supply chain disruptions, extending to reduced remittances and export
value, and subsequently permeated through domestic channels once the COVID-19 cases
reached Myanmar. The transmission channels impacted Myanmar’s economy broadly
across all three economic sectors and its external, monetary and fiscal sectors. The paper

will first outline each element of the different transmission channels.

Figure 14. COVID-19 impacted Myanmar’s economy through two distinct transmission
channels
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External transmission channels:

The external transmission channel for the COVID-19 shock is amplified by
Myanmar’s increased trade integration with the world economy, but this openness will also
facilitate Myanmar’s recovery from the shock as external demand recovers. The external
channels of impact include reduced trade of goods and services, reduced remittances,

disruptions to supply chains, falling commodity prices, and volatile capital flows.

a) Disruptions to supply chains: The disruption of manufacturing supply chains
around the world resulted in the contraction of industrial production and
employment rates in Myanmar’s manufacturing sector. Myanmar’s growing
apparel industry suffered from the shortage of raw materials from China. In 2018,
up to 75 percent of the fabric processed in Myanmar’s factories were supplied by
China against 60 percent in 2013. With enforced lockdowns being imposed since
late January, China’s production of textile and leather fell, and exports of those
goods to Myanmar dropped by 6 percent year-on-year in the combined months of
January and February. From the Myanmar side, imports of textile and leather
dropped by 10, 11 and 37 percent in January, February and March 2020 respectively
relative to their level the previous year, and the drop was driven by China. The
shortage of raw materials has led several factories in Myanmar to reduce working
hours, while others suspended operations entirely, leading to widespread lay-offs.
Media reported that in the Ayeyarwady region, a single garment factory terminated
the employment of 1000 workers in early March following a shortfall of raw

materials from China.
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As Chinese firms resumed production and exports in March 2020, the problem of
supply chain disruptions was replaced by the challenge of declining external demand with
the cancelling of garment, apparel and other product orders due to the effects of quarantine
measures on retailers in the EU and US, not limited to store closures. For example, a recent
report by McKinsey & Co® estimates that if stores remain closed for two months, 80 percent
of fashion companies in Europe and the US will find themselves in financial distress. To
mitigate losses, major apparel brands and retailers are cancelling or postponing orders,
including for orders already produced. Because brands typically do not pay for products
until after they are shipped, when orders are put on hold or canceled, so are payments.
Canceled orders and associated non- or reduced payments have left firms in Myanmar —
and all major clothing producing countries — deprived of typical order volumes and unable

to pay the wages of their workers.’

b) Reduced trade of goods and services: Reduced global demand is expected to affect

global trade at a more dramatic rate and more deeply than the global financial crisis.

® McKinsey & Company, ‘The State of Fashion 2020: Coronavirus Update’ (Report) at
https://www.mckinsey.com/~/media/McKinsey/Industries/Retail/Our%?20Insights/Its%20time%20t0%20re
wire%20the%20fashion%20system%20State%200f%20Fashion%?20coronavirus%20update/The-State-of-
Fashion-2020-Coronavirus-Update-final.ashx; and Mya Htwe, C. (29 March 2020) More woes for
Myanmar garment industry as EU cancels orders, Myanmar Times, at
https://www.mmtimes.com/news/more-woes-myanmar-garment-industry-eu-cancels-
orders.html#:~:text=Update%3 A%20More%20garment%20factories%20stopped,a%20senior%20industry
%20leader%20said.

" Turton, S. and Phorn, B. Coronavirus pandemic tears holes in Asia's garment industry: Massive job losses
and GDP cuts in store as H&M and other brands halt orders, Nikkei Asian Review (April 3, 2020) at
https://asia.nikkei.com/Business/Business-Spotlight/Coronavirus-pandemic-tears-holes-in-Asia-s-garment-

industry

140


https://www.mckinsey.com/%7E/media/McKinsey/Industries/Retail/Our%20Insights/Its%20time%20to%20rewire%20the%20fashion%20system%20State%20of%20Fashion%20coronavirus%20update/The-State-of-Fashion-2020-Coronavirus-Update-final.ashx
https://www.mckinsey.com/%7E/media/McKinsey/Industries/Retail/Our%20Insights/Its%20time%20to%20rewire%20the%20fashion%20system%20State%20of%20Fashion%20coronavirus%20update/The-State-of-Fashion-2020-Coronavirus-Update-final.ashx
https://www.mckinsey.com/%7E/media/McKinsey/Industries/Retail/Our%20Insights/Its%20time%20to%20rewire%20the%20fashion%20system%20State%20of%20Fashion%20coronavirus%20update/The-State-of-Fashion-2020-Coronavirus-Update-final.ashx
https://www.mmtimes.com/news/more-woes-myanmar-garment-industry-eu-cancels-orders.html#:%7E:text=Update%3A%20More%20garment%20factories%20stopped,a%20senior%20industry%20leader%20said.
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https://www.mmtimes.com/news/more-woes-myanmar-garment-industry-eu-cancels-orders.html#:%7E:text=Update%3A%20More%20garment%20factories%20stopped,a%20senior%20industry%20leader%20said.
https://asia.nikkei.com/Business/Business-Spotlight/Coronavirus-pandemic-tears-holes-in-Asia-s-garment-industry
https://asia.nikkei.com/Business/Business-Spotlight/Coronavirus-pandemic-tears-holes-in-Asia-s-garment-industry

Myanmar has a lower dependence on trade as a share of GDP when compared to its
neighboring EAP countries, but trade still represents two-thirds of GDP today
compared with 47 percent of GDP in 2015.% Myanmar began feeling the impact of
slowing global demand for its products shortly after the initial outbreak of COVID-
19 in China, beginning with land border closures on trade routes to China followed
by significant cancellations to orders for manufacturing items from Europe.
Myanmar’s trade deficit continued to widen each month the pandemic continued
particularly affecting manufacturing exports (see section I1I-2). For services trade,
Myanmar’s modest but growing tourism sector was especially vulnerable to the
crisis. Tourism revenue declined sharply in 2020, reflecting tightening global travel
restrictions and falling earnings from hotels, restaurants, and transportation
activities. With international airports closed, international tourism activity has
halted.

¢) Reduced remittances: Slowing external demand resulted in a massive global
movement of foreign workers back to their home countries as jobs were lost and
industries that employed foreign workers were harshly affected. Myanmar had an
estimated 1.9 to 3 million people living as economic migrants in Thailand, with a

further 450,000 living in Malaysia and Singapore (Ma, 2017). The remittances from

8 World Integrated Trade Solution, Myanmar Trade Summary 2015 Data at
https://wits.worldbank.org/CountryProfile/en/Country/MMR/Y ear/2015/Summary
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these workers reached 8 percent of households in Myanmar and contributed to 53
percent of their income. The economic slowdown and lockdown measures in
destination countries triggered a mass return to Myanmar, with estimates of up to
150,000 people returning before Thingyan alone, and tens of thousands more
following. Rural and non-poor households were more likely than poor households
to receive international remittances. Although poor households were less likely than
non-poor households to receive remittances, their reliance on these transfers for half

of their income risked pushing them further into poverty.

Simulations suggested that if the crisis had occurred in 2017, the year of the latest
household living conditions survey, reduced remittances would have put 8 percent of near-
poor households at risk of falling into poverty and would have moved a similar share of
secure households closer to the poverty threshold. In addition to suffering the loss of an
important source of income, remittance-dependent households could have faced the

additional burden of providing for more household members due to returning migrants.

d) Falling commodity prices: The reduction in global demand drove down
commodity prices with a 60.6 percent and 13.0 percent decline in oil and natural
gas prices respectively between February and April 2020.° As an importer of oil,

this was a positive outcome for consumers and producers in Myanmar. However,

% According to World Bank Pink Sheet, crude oil average ($/bbl) and natural gas index (2010=100)
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Myanmar’s second-largest export product was natural gas, and the decline in
prices—amplifying the decline in demand (see transmission channel (b))—had
significant implications for Myanmar’s trade balance. The ongoing viability of
energy firms and investment decisions were likely to be affected by the squeezing
of their profit margins from lower demand and prices. Additionally, the lower gas
prices were expected to reduce fiscal revenues from gas and oil by FY20/21 to about
half the levels before the crisis (see section I11-4).

e) Volatile capital flows: Global equity markets fell sharply as the pandemic outbreak
spread globally. Flight to safety flows pushed the yield of the benchmark 10-year
U.S. Treasury below 1 percent for the first time ever on March 4" to a low of 0.68
on 2" June 2,'" while spreads on higher-risk debt widened. Markets remained
highly volatile, with the VIX volatility index tripling in March. While this was an
important transmission channel for many economies, Myanmar was relatively
insulated due to its shallow capital markets—very few Myanmar equities and
government securities were traded, let alone bought by foreigners. Changes in FDI
flows were more important for Myanmar, as these flows continued to finance
roughly the entire annual trade deficit (US$1.9bn in 2018/19), and they were often

a more stable source of financing, especially if the global shock was temporary and

10US Department of the Treasury, at https://www.treasury.gov/resource-center/data-chart-center/interest-
rates/pages/textview.aspx?data=yield

143



did not persist beyond a year. While investment approvals for Myanmar remained
on track, actual FDI inflows for Myanmar were already lower in the first few
months of 2020, and as economic uncertainty continued in global markets, firms’

investment decisions in Myanmar were impacted (see section II1-2).

Domestic transmission channels

While the first transmission channels to Myanmar for the COVID-19 pandemic
shock were external, domestic channels soon followed. In order to prevent the disease
spreading through Myanmar, the government imposed containment measures such as
mandatory mobility restrictions, curfews, social distancing requirements and closed the
borders to international tourists. Separately, many citizens voluntarily changed their own
consumer behaviors including decisions that affect retail trade, domestic tourism, urban

and international migration and limiting use of public transport.

a) Mobility Restrictions: The Myanmar government swiftly implemented several
types of containment measures including mobility restrictions approaching the
Thingyan Festival in late March 2020 to limit movement and subsequently the
spread of the virus. This decision was the most significant domestic transmission
channel to the economy as economic agents, including households, firms and
government were all restricted in order to limit the spread of the deadly disease
(Box 1).

b) Consumer Behaviors: For many households, the government’s mandatory

containment measures simply formalized ongoing voluntary changes in their
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behavior to impose social distancing. The first official case in Myanmar was
reported on March 23™ 2020, but this quickly led to a 25 percent reduction in
movement to workplaces and a nearly 50 percent reduction for retail related
movement before March 28" when the first set of containment measures were
introduced. This is consistent with global experience that many citizens were
voluntarily imposing social distancing measures prior to government mandated
lockdown measures. A recent study by the World Bank found that much of the
decrease in mobility across country income groups was and continues to be
voluntary, driven by the number of COVID-19 cases and proxying for greater
awareness of risk (World Bank 2020). This observation has important implications
for how much consumer’s propensity to move and spend may recover after the
mandatory containment measures are lifted, ultimately affecting the economic

outlook.

Box 1: The effect of Myanmar Government’s containment measures on movement

The government introduced movement restrictions to slow the spread of COVID-
19 and mitigate its impact on morbidity and mortality. Dine-in at restaurants were banned
on March 28. Foreign arrivals to Myanmar were restricted as visa restrictions were
introduced, and then international flights were banned from March 30th. Lockdown
measures were incrementally introduced to different townships from April 10 until the end
of May. Following the “stay-at-home” notice in effect from April 10 to 19 of the Thingyan
holiday period, many workplaces required official certification of compliance with social
distancing measures between April 20 and 30 before they could re-open operations in late

April. Additionally, curfews in many townships allowed only essential activity to occur in
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April. However, restrictions were relaxed during May and June as the number of COVID-

19 confirmed cases decreased. By the end of June, the final stay-at-home order was removed.

Movement restrictions were re-introduced starting from the late August as the
second wave of COVID-19 hit Myanmar. The second wave emerged in Rakhine state in
mid-August leading to all townships in Rakhine state to return to stay-at-home orders by the
end of August. Yangon became a hot spot for the second wave and mobility restriction orders
and stay-at-home for townships were re-introduced in late August and early September, with
all townships in Yangon, except Cocokyun township, under strict “stay-at-home” order by
late September. Only personnel working in “essential businesses” 11 were allowed to go

outside according to order no. 107/2020 of Ministry of Health and Sports.

The extent of the impact of the containment measures can be better understood by
examining the trends on movement during the first and second wave periods (Figure 15).

Using Google Mobility data, the movement to workplaces were the lowest in April due to
introduction of “stay-at-home” orders. On average, movement to workplaces nationwide
were 42 percent lower below usual activity in April, compared to a baseline — which is
between January and February. Yangon and Mandalay, the major commercial cities of
Myanmar, saw lower movement to workplaces than the nationwide average with 56 and 52
percent lower than the baseline. These figures indicated that the economy operated at about

half of its capacity in April, but the movement between workplaces improved gradually until

! Essential businesses are banking and financial services, fuel refilling stations, food businesses and cold
warehouses, pharmaceutical and medical equipment businesses, drinking water businesses, and factories
producing daily hygiene products.
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August, although not returning to its full capacity. However, with the second-wave, the
movement to workplaces decreased again in September once the government introduced the
restrictions. Across Myanmar, workplace mobility was 43 percent lower below usual activity
by September 21. Since Yangon has become a hot spot for the second wave and has
encountered stricter restrictions, workplace mobility was 58 percent lower than the usual
activity — which is expected to worsen through the rest of September and early October as

stay-at-home orders for Yangon remained effective from September 21 to October 7.

Figure 15: Google mobility data (5-day moving average) and Myanmar
containment measures
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Note: The values represent percentage changes compared to a baseline value for
that day of the week, and the baseline is the median value, for the corresponding day of the
week, during the 5-week period Jan 3 - Feb 6, 2020.

Source: Author’s calculations using Google Mobility Data

In order to separate out the impact from the external sector, the forecast revisions
of the World Bank’s Global Economic Prospects (GEP) report of June 2020 are used to

assess the external impact on Myanmar’s growth outlook. The large forecast revisions seen
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across the world reduced the growth of Myanmar’s trading partners’ output by around 6.7
percent in 2020.'? Imposing these forecasts on foreign countries in the GVAR model would

result in a reduction in Myanmar’s 2020 growth of 1.1 percentage points.

Given Myanmar’s forecast revision in the GEP is -7.9 percentage points from the
pre-COVID forecast, the model results show that 14 percent of the revision is from external
factors while the remaining 86 percent is from domestic factors (mobility restrictions and
behavioral responses). This reflects the fact that Myanmar’s economy is relatively closed
compared to other economies, especially compared to comparator countries in the region.
It is important to caveat that the model does not include all variables that may be important
to the Myanmar economy, such as FDI flows (due to a historical lack of data). Fortunately
for Myanmar, its most important external partner as measured by the highest impulse
response function to a change in GDP, China, was amongst the lowest in their GDP
revisions (Figure 16). However, USA and Europe, who produce the second and third
highest impact from a fall in growth for Myanmar, were among the highest GDP growth

revisions, the driving force in Myanmar’s growth revision from external sources.

12 Trading partners here refers to the countries included in the model.
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Figure 16: Impulse Response Weighted by Change in Forecast in 2020
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Policy Implications

Myanmar’s reliance on its domestic economy provides some insulation compared
to other economies, but not all sectors are equally insulated. The government must provide
social protections sufficient for households and firms that are more adversely impacted
from external channels. According to the first round of a nationally representative survey
of firms in Myanmar conducted by the World Bank in May 2020, there was uniformly
negative but variable distributed impacts of COVID-19 on Myanmar’s private sector.
Based on this analysis, a set of policies is proposed to enhance the effectiveness of the

governments COVID-19 Economic Recovery Plan (CERP).

While firms in all sectors were affected by COVID-19, the nature and severity of

the pandemic’s impact differed substantially across sectors. Overall, 16 percent of firms
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reported closing their operations for an average of eight weeks due to the pandemic, but
this figure rose to 39 percent among service sector firms. By contrast, only 12 percent of
manufacturers and 6 percent of agricultural firms reported temporary closures.
Manufacturing firms reported an 89 percent reduction in sales, compared to 75 percent of

agricultural firms.

Agricultural firms were the most likely to report cash flow shortages and
diminished access to credit, reflecting their greater vulnerability to economic crises. Cash
flow shortages affected half of the firms across the country, but this share rose to two-thirds
among agricultural firms. In addition, 42 percent of agricultural firms experienced a
reduction in access to credit, compared to 29 percent of all firms, due to their financial
insecurity, frequent informality, and general lack of access to finance compared to firms in
other sectors. Similarly, 32 percent of female-owned firms reported a reduction in access

to credit, compared to 25 percent of firms owned by men.

Most firms surveyed were not able to adopt new mechanisms to cope with the
challenges posed by COVID-19. Only 19 percent of firms reported switching to digital or
online tools for business functions, and only 8 percent embraced remote-work
arrangements. Agricultural firms were the least likely to have adopted new business

processes or systems in response to COVID-19.

More than half of the surveyed firms were aware of local or national government
support programs, but only a small fraction reported applying for such support. Only 9

percent of firms reported applying for any form of public support, suggesting that the

150



government might need to expand its outreach efforts and adopt a more inclusive package

of support programs.

While the CERP was comprehensive, the GOM could still have considered
adopting further policy actions to reach a larger share of the private sector while

implementing a target to preserve scarce public resources.

1. Applying a multi-track approach for protecting jobs and firms. Given lower
levels of capacity constrained resources, and a high degree of informality,
developing countries generally take a multi-track approach to support jobs and
firms. This approach categorizes firms based on their characteristics and
vulnerability factors such as exposure to the shock, asymmetric access to financial
and banking channels, and status as small family-owned/informal firms. This
approach is to ensure that particularly vulnerable firms are not excluded from the
support net by categorizing firms into different tracks.

2. Closing large gaps for “unserved middle” segment considering the particular
structure of the financial sector. While the CERP was comprehensive, there was
a high possibility that most of the measures under Goal 2 would mainly reach a
narrow segment of highly formalized firms. On the other hand, detailed measures
to support micro and small agricultural firms were laid out in action plan 2.1.7.
Hence, there was a risk that such measures would not reach SMEs in other
industries or those in the informal sector. To better reach the ‘unserved middle’ of

the distribution of firms, the scope and depth of soft loans and public guarantees
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needed to be assessed in view of (a) the specificity of the financial sector in

Myanmar and (b) the need to provide support for investment at the

early stage of the recovery period.

Exploring options for better access to finance to reach out to a larger share of
firms, in particular SMEs. Interest rate caps, collateral requirements, and limited
capacity of firms to present bankable proposals have restricted access to bank credit
by micro, small, and medium-sized enterprises as well as rural households.
Moreover, it is challenging for domestic banks to assess the creditworthiness of
potential borrowers due to a lack of credit information and bankable business plans,
and firms’ financial statements are often not reliable due to a lack of credible
auditing. Determining the appropriate paperwork and access criteria are critical to
ensure that this facility can be accessed by SMEs and not only by those already

banked firms.

Conclusion

This paper highlights Myanmar’s increasing vulnerability to external shocks as it

deepened its integration into the global economy post-autocracy in 2011. Using a GVAR

model, the analysis illustrates how Myanmar’s economy became increasingly sensitive to

fluctuations in the GDP of key trading partners like China, the United States, and Japan.

The results indicate that a slowdown in China’s economy has a disproportionately large

impact on Myanmar, while the influence of the U.S. and Japan has waned over time.

Additionally, the paper deconstructs the impact of the COVID-19 pandemic, revealing both
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external (e.g., trade and supply chain disruptions) and domestic (e.g., mobility restrictions)

transmission channels that severely affected Myanmar’s economic growth.

The findings underscore the urgent need for Myanmar to diversify its trade
relationships and reduce over-reliance on a single partner, particularly China. Policy
recommendations include the development of stronger institutions to manage external
shocks and the promotion of inclusive economic policies to address distributional impacts.
Additionally, targeted trade and investment reforms are essential to foster economic
resilience. For example, diversifying export products and expanding trade relationships
within the ASEAN region and beyond can reduce Myanmar’s exposure to economic cycles
in a single market. Enhanced regulatory frameworks and improved access to finance for
local businesses could further strengthen Myanmar’s economic stability by promoting a

more robust domestic economy that can better withstand global downturns.

Future research could explore the long-term effects of political instability,
especially post-2021 military coup, on Myanmar’s economic dependencies and resilience.
Additionally, further studies might examine sector-specific vulnerabilities within the
GVAR framework to provide more granular insights. Another promising area for
exploration is the role of digital transformation and regional integration in enhancing
Myanmar’s economic resilience, especially given the potential for technological
advancements to reduce dependency on traditional trading routes and improve internal
efficiency. Finally, assessing the environmental and social impacts of external shocks,
particularly in conflict-prone areas, could provide a more holistic understanding of
Myanmar’s economic vulnerabilities and resilience strategies.
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Abstract

Paper 3: Measuring the Biases, Burdens, and Barriers Women Entrepreneurs
Endure in Myanmar (2021)"3

Entrepreneurs in Myanmar face many challenges to starting and operating a
business. As is the experience globally, women often experience these challenges to a
greater extent and face additional sociocultural barriers, limiting their equal participation
in the economy. To develop a better understanding of the dynamics holding back private
sector development, especially for women, this paper uses data from the first-of-a-kind,
firm-level data set available in Myanmar. The analysis explores the variance of experience
female-owned micro, small, and medium-size enterprises face compared with their male-
owned counterparts. The paper assesses the barriers imposed on entrepreneurs and their
businesses and identifies firm-level characteristics leading to the use of good business
practices. Further, the analysis investigates the adoption of gender and family-friendly
policies, as an outcome and as a determinant of business success. The purpose of the paper
is to gain a better understanding of the barriers to gender-inclusive private sector
development in Myanmar and provide tangible recommendations to private- and

government-level actors. Overall, the analysis finds the major constraints for women

13 This paper was co-authored by Chiara Dall'aglio and benefited from support from Aka Kyaw Min
Maw and David Lee.
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entrepreneurs are access to finance and sociocultural factors, such as family responsibilities

and household work.
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Chapter 1: Introduction

A well-functioning private sector is crucial to the growth and prosperity of all
countries. The private sector is the engine of growth for a country by its contribution toward
creating jobs and opportunities for people to move out of poverty and improve the quality
of their lives (IFC, 2012).'* The World Bank Enterprise Survey indicates that small firms
(<50 employees) in developing countries have the highest job growth rates; thus,
understanding how to improve employee retention, job satisfaction, and business growth,
is crucial in this sector. In Myanmar, enterprises of all sizes face a range of challenges and
barriers to their development, including lack of access to capital, a burdensome
bureaucratic and administrative environment, a low-skilled workforce, infrastructure gaps,
as well as conflict. As is the experience globally, women face similar challenges to men but
often to a greater extent, thereby limiting their equal participation in the economy as
leaders, entrepreneurs, employees, consumers, and community members. Given the
importance of the private sector to the economic development of a country, it is

fundamental that all members of society have equal access.

Micro, small and medium-size enterprises (MSMEs) dominate Myanmar’s private
sector. According to the OECD Development Pathway Initial Assessment (2013), it was

estimated that approximately 83 percent of businesses in Myanmar were in the informal

14 Private sector matters for job creation, IFC, 2012.
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sector. Of the approximately 17 percent in the formal sector, it was estimated that 99.4
percent were small and medium-size enterprises. As such, enhancing the opportunities for
MSMEs to grow is a key policy area of interest for a country in transition such as Myanmar.
The ongoing liberalization of the economy provides enormous opportunities for Myanmar

to grow in terms of economic and social development.

Across the world, women face numerous challenges to participate equally in the
economy as leaders, entrepreneurs, employees, consumers, and community members.
Laws and regulations continue to prevent women from entering the workforce or starting
a business, resulting in lasting effects on women’s economic inclusion, labor force
participation, and entrepreneurial aspirations. Moreover, barriers such as the lack of family-
friendly workplace policies, care and household responsibilities, lack of training or
mentoring programs, access to finance, and a lack of safe transportation, create a situation
that prevents women from achieving their full potential. This, in turn, prevents the whole
of society from reaching its full potential. According to a World Bank Group study,'
countries are collectively losing $160 trillion in wealth because of differences in lifetime
earnings between women and men and the situation for women in Myanmar, as this paper

confirms, is no different to the experience of women globally.

15 Unrealized Potential: The High Cost of Gender Inequality in Earnings, World Bank, 2018.
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Currently, the benefits from growth are not being shared equally in Myanmar. The
World Bank Group’s World Development Indicators (2019) shows that the labor force
participation rate among those aged 15 and over in Myanmar is 77 percent for men but only
48 percent for women. The Myanmar Annual Labor Force Survey (2017) reported that of
those women who are working, most are likely to be in informal employment. In terms of
business ownership and management, only 35 percent of firms are reported as having
female participation in ownership, and 41 percent as having a female top manager, despite
women having higher average education levels than men (10.3 years of schooling
compared to 9.8 for men). Moreover, a recent World Bank study (2020)'® highlights how
nationally women are widely excluded from paid labor, with men being twice as likely as
women to be engaged in paid work. According to the report, women’s exclusion from paid
labor did not stem from unwillingness to participate but from time consumed on unpaid
labor, lack of job opportunities, limited access to credit and lack of skills. Husbands and
family members surveyed as part of this report appeared supportive of women accessing
paid labor as long as activities outside the household would not interfere with their full

responsibility of housework and child and elderly care.

The Equal Measures 2030: 2019 Report, which examines progress against gender

equality in the Sustainable Development Goals (SDGs) across 129 countries, placed

16 Women’s agency in Mon and Kayin States, World Bank, June 2020.
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Myanmar at 98th. The country’s most significant gender gaps were found in the economic
participation of women, equal representation in government/powerful positions, and
gender-based violence. In the Asia and the Pacific region, Myanmar scores on the lower
end of the gender index positioning itself only slightly above Nepal, Lao PDR, Bangladesh,
and Pakistan. Table 1 contains some select Equal Measures indicators showing the gender

gap in Myanmar.

Table 1: Select indicators from Equal Measures 2019 Report

Indicator Score out of 100
Proportion of ministerial/senior government positions held by women 10
Proportion of seats held by women in national parliament 20.3
Extent to which the country has laws mandating women’s workplace 20.0
equality

Proportion of women who hold a bank account at a financial institution 26.0
Proportion of women who have made or received digital payments in the 7.4
past year

Proportion of women with access to internet services 27.6
Level of personal autonomy, individual rights and freedom from 313
discrimination

Openness of gender statistics 45.0

The participation of women in Myanmar’s labor force is less than that of men, as is
their representation in senior or decision-making roles across the public and private sectors.
Despite women accounting for 51.8 percent of Myanmar’s population, a United Nations
Capital Development Fund Assessment of women and girls’ financial inclusion estimated
that women owned only around 25 percent of all MSMEs in Myanmar (28 percent of small
enterprises and 20 percent of medium enterprises), predominantly in services, but also in

the manufacture of textiles and footwear. Large enterprises were found to be predominantly
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owned by men, with women owning only around 7 percent of businesses with more than
100 employees. The report also noted that most MSMESs, including those owned by women,

remained in the informal sector, which in turn, hampered access to formal finance.!”

An unpublished assessment of the relationship between gender and firm
performance from the World Bank Enterprise Survey data found that female-owned firms
tend to have lower sales revenues and number of workers. '® The assessment also found that
firm characteristics such as firm size and sector were driving the performance gap between
male and female owned and operated firms, rather than just gender. Further, female-owned
small firms in the manufacturing sector consistently had lower labor productivity and sales
revenues compared to their male-owned counterparts of the same firm size and in the same

sector.

Myanmar’s social and cultural traits present significant challenges to addressing
gender inequality. While the Constitution prohibits the state from discrimination of its
citizens based on gender, the same Constitution also states that ““...nothing shall prevent
appointment of men to the positions that are suitable for men only.” A gender equality

situational analysis for Myanmar noted that over the past decade there have been several

17 Power Women and Girls Financial Inclusion Country Assessment, Myanmar, UNCDF, 2017 at
http://www.uncdf.org/download/file/127/6266/uncdf-power-country-assessment---myanmar.pdf

'8 Women Entrepreneurs in Myanmar: What does the Enterprise Survey Data Tell Us? Working Document,
WBG (Anne Ong Lopez, Sjamsu Rahardja) 2017.
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improvements in the economic and social status indicators for women in Myanmar.'’
However, this improvement has helped nurture a pervasive assumption that men and
women enjoy equal status and opportunity, and that this is a unique trait of Myanmar
society. While on paper Myanmar is a signatory to multiple international and regional
conventions against discrimination, and the Constitution prohibits discrimination based on
gender,?’ in reality, social and cultural norms continue to undermine gender equality.
Several parts of the legislation regarding family law, including divorce, are discriminatory
towards women. For example, adultery alone, if committed by a man, is not grounds for
divorce, however, women found guilty of adultery alone may be ordered by the court to
relinquish their rights to joint marital property for the benefit of the husband or children.?!
The situational analysis noted that women continue to bear the major responsibility for
unpaid care work in addition to their paid jobs, while men are typically the household

heads. A World Bank (2020) study reports that there is a lack of women’s agency over the

19 Asian Development Bank, United Nations Development Program, United Nations Population Fund, and
the United Nations Entity for Gender Equality and the Empowerment of Women, 2016, Gender equality
and women’s rights in Myanmar: A situation analysis.

20 At the international level, Myanmar is a signatory to the Beijing Platform for Action and the United
Nations Convention on the Elimination of All Forms of Discrimination Against Women (CEDAW), and
the 2030 Agenda for Sustainable Development Goals (SDG). At the regional level, Myanmar is an active
member of the ASEAN Commission on Protection and Promotion of the Rights of Women and Children
(ACWC) and the ASEAN Committee on Women (ACW).

The Myanmar Constitution prohibits the state’s discrimination in many forms against its citizens, including
sex. The Constitution also guarantees equal pay for similar work and promises equal rights under the law
for both genders.

21 Gender Equality Network, “Raising the Curtain: Cultural Norms, Social Practices and Gender Equality in
Myanmar,” 48; Crouch, “Promiscuity, Polygyny, and the Power of Revenge: The Past and Future of
Burmese Buddhist Law in Myanmar,” 85—104; The Burma Divorce Act, 39 Section X.
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division of labor in the household and that this constitutes a burden to women. In the survey
this was also indicated as the main impediment to accessing both paid labor and community
participation. Gender segregation can also be seen in the education system. The Admission
Standards page of the government operated Myanmar Maritime University states that 320,
or 80 percent of students, will be male, and the remaining 20 percent will be female.?
Traditional views also shape expectations around education, marriage, employment, and
occupation. Moreover, when it comes to actively participating in community-level decision
making, women enjoy very limited agency and they are also less likely to hold positions of
leadership. This can be mainly connected to the widespread belief that men’s opinions
matter more than women’s, the overwhelming weight of household work and family duties,
the strength of the status quo and the fear of transgressing gender norms. In addition, there
is evidence that elected women officials continue to face discrimination in access to
training, information, day-to-day interactions and how they are treated by male colleagues

(World Bank, 2020).

Ensuring that women entrepreneurs and employees gain from the opportunities
presented by economic development must be a priority. Development of gender-related
support interventions necessitates an understanding of the differences between male and

female entrepreneurs. This should include the sectors in which they operate, location, the

22 http://www.mmu.edu.mm/AdmissionStandards.aspx (downloaded 22 October 2019).
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experience of social and physical barriers, flexible workplace policies, and whether
performance gaps exist between male and female entrepreneurial firms, including the

drivers behind these gaps.

This paper aims to contribute to the understanding of the challenges faced by female
entrepreneurs in Myanmar by examining gender disparities in business ownership and
economic participation. Using data from the Myanmar Gender and Entrepreneurship
Survey (MGES) 2019, it provides the only empirical analysis of the data and examines the
differences in access to finance, business development practices, and the role of informal
HRM policies. By incorporating firm-level data, this paper offers insights into structural
and socio-economic factors that may influence the growth and sustainability of female-
owned enterprises. The findings align with broader discussions on gender and
entrepreneurship in developing economies, highlighting areas where further research and

policy attention may be beneficial.

This paper further contributes to discussions on the role of informal HRM policies
in business outcomes. The analysis explores how practices such as maternity leave,
subsidized childcare, and paid sick leave—commonly implemented informally in micro,
small, and medium enterprises—may influence firm performance and employee well-
being. Given the limited formal regulatory frameworks in Myanmar, this discussion adds
to ongoing debates on workplace policies in contexts where labor protections and business
regulations vary in their enforcement. The findings suggest that while such policies exist
in some enterprises, their adoption and impact are inconsistent, pointing to the need for
further research on their role in promoting gender-inclusive business environments.
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The paper also seeks to contribute to the understanding of how cultural norms shape
the experiences of women entrepreneurs. While financial and structural challenges are
evident, the analysis indicates that many female business owners do not perceive gender as
a primary barrier to business growth. This finding may reflect deeply embedded societal
expectations regarding gender roles, as well as the ways in which women navigate
entrepreneurial opportunities within existing constraints. By situating these patterns within
the broader literature on gender and economic participation, this paper adds to the

discussion on how social norms influence business ownership and decision-making.

In addition to analyzing these barriers, this paper aims to inform policy discussions
on gender-inclusive private sector development. The findings highlight gaps in financial
access for women entrepreneurs and suggest areas where targeted financial products and
business support mechanisms could be beneficial. The discussion also points to the need
for greater awareness of gender-related challenges among financial institutions, business
associations, and policymakers. While the analysis is limited to available survey data, it
provides a foundation for further research on the specific constraints affecting female

entrepreneurs in Myanmar and the potential measures that could address them.
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Chapter 2: Literature Review
A significant body of research on gender and entrepreneurship exists globally,
however, it is a relatively new area of study for Myanmar. The research listed in the
following paragraphs presents the latest findings and thinking which exists globally,
regionally, and where available, specifically to Myanmar. It covers the adoption of informal
employee benefits, such as family friendly working conditions and the provision of sick
leave and maternity leave, as well as the barriers and challenges to business growth relevant

to both male and female entrepreneurs.

Barriers to business growth

In Myanmar, SMEs face a range of challenges and barriers to their development.
Local businesses have been suffering from challenges such as lack of access to capital and
burdensome tax and monetary policies. One of the largest barriers to doing business as an
SME in Myanmar is the lack of access to finance and high interest rates.?* Bureaucratic
and administrative processes create an added burden on business owners, indeed, access to
public services is reduced due to cumbersome and time-consuming procedures (Kapteyn
and Wah, 2016). The regulatory environment is complex, which results in different degrees
of non-compliance in several areas of enterprise activity. Many different government

authorities are responsible for business registration and licensing. Enterprises perceive that

23 Descriptive report, Myanmar Micro, Small and Medium Enterprise Survey, 2017.
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the role of government in relieving business difficulties could be in providing easier access
to credit, assisting with technical know-how, and easing access to quality raw materials.>*

All of these factors limit the opportunities for entrepreneurs to grow their businesses.

An additional limiting factor for the development of the private sector in Myanmar
is the ongoing political conflict of the past 60 years. The nexus between fragility and
business in the case of Myanmar is unique and is marked by idiosyncratic characteristics
of the country’s historical trajectory, ethnic subnational conflict, and other cultural
elements, which make it significantly different from other fragile contexts (Egreteau and
Mangan, 2018). Conflict affects business development through several different channels;
trade through ethnic areas suffers from the legacy and persistence of conflict; transit fees,
levied at checkpoints at the porous borders in Myanmar’s mountainous periphery,
disincentivize trade, business growth and long-term investment in these areas (Jolliffe,
2015); furthermore, the informal trade that transits through these areas, undermines
legitimate businesses, as well as, government efforts to mobilize taxes and build better

trade facilitation institutions (Egreteau and Mangan, 2018).

In Myanmar, women entrepreneurs face different and more severe challenges
compared to their male counterparts. Constraints faced by women entrepreneurs in low

income countries mainly arise from gender discrimination, work-family conflict, difficulty

24 Ibid.

173



raising capital, lack of infrastructure, unstable business, economic and political (BEP)
environments, and lack of training and education (Panda, 2018), in addition to heavy
household chores and limited access to finance (Tambunan, 2017). Moreover, a study
conducted in Indonesia by The Asia Foundation (2013) found that access to finance is a
constraint for women because they use personal savings for the initial capital needed for a
business, they see government support as inaccessible and unsupportive for business, and
most importantly, household and domestic responsibilities limit their participation in

business.

The major impediment to the emergence of women entrepreneurs is the cultural,
gender-based traditions regarding the role of women in society.?> These include the burden
of household and family responsibilities, general lack of respect for women entrepreneurs,
and an unwelcoming environment for women entrepreneurs in male-dominated sectors.
While not only specific to women-owned businesses, SMEs in Myanmar face many
challenges related to access and use of financial instruments. Lack of financial service
sophistication, short loan tenors, and onerous collateral requirements, are all developmental
challenges faced by firms in the country.?® Moreover, research suggests that women

entrepreneurs face specific barriers when dealing with bureaucracy, this is quite relevant in

25 National Assessment of Women’s Entrepreneurship Development Framework Conditions — Myanmar,
ILO and Sasakawa Peace Foundation, Draft Executive Summary.

26 Country report Myanmar, Entrepreneurial Ecosystem Assessment, Dutch Good Growth Fund, April
2019.
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the context of Myanmar. These challenges may arise from lower educational attainment,

literacy levels, and underrepresentation of women in senior positions.?’

To improve women’s participation in the labor force, especially their access to
quality employment, progressive firms have adopted formal family-friendly policies aimed
at reducing the gender gap. When talking about HRM policies, the literature refers to
maternity and paternity leave, subsidized childcare, paid sick and annual leave, housing,
and food and transport subsidies. The adoption of such policies, especially maternity leave
and childcare, is conducive to a higher participation of women in the workforce (Ferragina,
2017), and they are generally associated with positive employment outcomes for mothers
(Misra, Budig and Boeckmann, 2010). The She Works report conducted across several
different countries, including LICs, highlights how policies such as flexible workplace and
leave, child and elderly care, and equal pay for equal work, are all important for the
recruitment and retention of female talent.?® Moreover, the report calls attention to practices
such as complementing adequate parental leave and flexible working arrangements with
proactive career management to help women (and men) staying/getting back on the career
track. Overall, these practices create an enabling environment for women to be able to

participate more in the private sector and to overcome the barriers they face. In the context

27 Tbid.
28 She Works, Recruitment and retention of female talent in the workplace, The IFC, 2016.
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of Myanmar, the adoption of HRM policies is mandated by the government in the Social

Security Law (2012) and the Leave and Holidays Act (1951/2014).

Business development

Strengthening SME capacities to improve their competitiveness in domestic,
regional and global markets is crucial. According to the OECD report (2004) on promoting
SMEs for development, it is important to promote tools, such as value chain analysis, in
order to enable entrepreneurs to understand what problems and challenges they need to
address within and beyond their own borders. The report also stresses the importance of
investments in physical infrastructure and business services and the use of tools such as
professional market research findings, advisory services, marketing assistance and training
for SME growth. Business development services have also been identified as the most
needed competitiveness improving services by SMEs in developing countries.?’ Given the
recognized importance of these practices, the paper use a combination of business
development and financial planning measures to create two indices as proxies for business

success for SMEs in the sample.

Access to finance has been identified as a key element for SMEs to succeed.

Financial resources are crucial for SMEs in their drive to build productive capacity, to

2 A survey conducted in Tanzania indicates that micro and small enterprises perceived training in
bookkeeping, financial services, marketing and sales promotion, training in costing and pricing and
transport services as the most needed competitiveness improving services for their businesses. BDS market
survey conducted by Swisscontact 2003.
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compete, to create jobs, and to contribute to poverty alleviation in developing countries.>*
Finance has been identified in many business surveys as the most important factor
determining the survival and growth of SMEs in both developing and developed countries.
Access to finance allows businesses to undertake investments to expand their operations
and improve their competitiveness. In this paper, access to finance is used as another

indicator to measure business development of the SMEs.

Adoption of formal HRM policies is linked to improvement of business
development outcomes and to the creation of an enabling business environment. It has been
shown that the adoption of formal family-friendly policies promotes business development,
and improves productivity, job satisfaction, and employee retention (Bin Bae and Yang,
2017 and Born, 2015). A UNICEF report (2019) presents evidence that manufacturing
workers in Bangladesh and Vietnam are more likely to be retained in workplaces that
implement family-friendly policies and shows results from a study in China which found
that HRM policies were an important factor that increased trust in management and overall
employee retention—by reducing the cost of staft absenteeism and turnover, they would
increase business performance by increasing productivity (IFC, 2019). At a global level, it
has been shown that the adoption of HRM policies is positively correlated with business

development, organizational performance and firm productivity (Bloom, Kretschmer and

39 Improving the competitiveness of SMEs in developing countries. The Role of Finance to Enhance
Enterprise Development, UNCTAD, 2001.
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Van Reenen, 2011, Jones, Kalmi and Kauhanen, 2006, Arthur and Cook, 2004 and De Kok
and Uhlaner, 2001), including for smaller businesses (<100 employees) (Sels, De Winne,
Delmotte, 2006). Shafeek (2016), studies the impact of HR policies in SMEs (ranging from
micro-firms, <10 employees to large firms with over 250 employees), in the context of
Saudi Arabia. He finds that the adoption of these practices positively affected SME
performance regardless of size. Naz et al., (2016) and Yordanova, (2011), in their studies

in Pakistan and Bulgaria, provide further evidence supporting this finding.

Overall HRM policies are conducive to business growth, improved productivity,
employee retention, and a reduced gender gap due to higher female employee retention,
even when looking at small firms. The paper evaluates whether the adoption of informal
employee practices has a similar impact on different measures of business development
and access to finance. Further, given that evidence points to formal family-friendly policies
being beneficial in reducing gender barriers, the paper tests whether a similar story can be
told in this context. This is the first paper that investigates the relationship between informal

policies and measures of business success.

Adoption of informal employee benefits

Small and medium enterprises in Myanmar provide their employees with ‘informal’
employee benefits. The literature suggests that there are several different drivers at both
the country and firm levels pushing businesses to adopt family-friendly policies. In a study
set in India, Budhwar (2000), found evidence that age, size, ownership, type of industry,

and union membership, are all positively related to the adoption of HRM policies. Other
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studies focus on either country level or firm-level characteristics. A country’s regulation
and a firm’s compliance (UNICEF, 2019), the size of the firm, and the percentage of female
employees (Poelmans, Chincilla and Cardona, 2003 and Ozturkler and Ozutku, 2009), are
all positively related factors to the likelihood of a firm having family-friendly policies in
place. Overall, a country’s legislation, the dynamics of the business environment, and the
overall national culture, play an important role. At the firm level, the sector in which the
business operates, the size of the firm, and the ratio of female employees, seem conducive
to the adoption of better HRM practices. Evidence suggests that large organizations are
better able to provide a broad base of work-family benefits and tend to adopt more policies
pertaining to individual support and dependent-care benefits than smaller organizations
(Bardoel, Tharenou and Moss, 2013). This is interesting because in the data gathered from
micro and SMEs, the majority of these enterprises are offering ‘informal HRM practices’,
including provisions for food, housing, sick leave and maternity leave, among other things.
The paper tests whether the main characteristics, recognized by the literature to be
conducive to the adoption of these practices, are also significant in the adoption of family-

friendly policies in the private sector in Myanmar.
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Chapter 3: Data and Summary Statistics

Research methodology

The data used for this section come from the MGES 2019. The survey was
conducted to collect data to understand how policy changes, and formal and informal
support programs, can achieve greater impact for female entrepreneurs (description of
variables used in the analysis in Appendix A). The focus is on how gender can impact
specific entrepreneurs in the non-farming agriculture, light-manufacturing, hospitality and
tourism, and trade and logistic sectors. Data was collected with the aim to inform the
WBG/IFC operations on private sector development and dialogue with government

counterparts on promoting more inclusive enterprise development in Myanmar.>!
Particularly the survey aims to shed light on the following:

e How cultural norms and decision making in the household interact with decision
making within an enterprise;

e How household responsibilities and childcare arrangements interact with
entrepreneurial activity;

e How men and women may experience barriers to growth differently;

31 Myanmar Gender Entrepreneurship Survey Report, Myanmar Survey Research, 2019.
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e How gender differences manifest in accessing and using business development
tools, for example access to finance, and the use of good managerial practices;

e How gender differences manifest in sector activities; and

e How these issues and challenges may differ in areas that have been, or are

affected, by conflict.

In the MGES dataset, "female" encompasses both mothers and non-mothers,
acknowledging that while the burdens borne by women entrepreneurs may differ in
intensity, they share common roots in societal expectations. Mothers often face direct
childcare responsibilities, whereas non-mothers are still encumbered by deeply entrenched
cultural norms around caregiving—particularly for aging parents and in-laws. This is
consistent with Myanmar's cultural context, where women are traditionally seen as primary
caregivers regardless of motherhood status (Gender Equality Network, 2015). The variable
definitions for household chores and dependent care in this study do not distinguish
between child and elder care, capturing a broader caregiving burden. If the data allowed
for separating mothers and non-mothers, it is likely that mothers would exhibit even higher
intensities of these burdens. Supporting this broader view, the highlights how even childless
women in Myanmar face familial expectations of caregiving for aging relatives and play

critical support roles within extended family units.

The survey was carried out between the end of 2018 and the beginning of 2019, and

targeted micro firms (1-5 employees), small firms (6-10 employees), and medium sized
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firms (>10 employees). Data were collected from 513 male and female owned businesses

in the following sectors:

e Non-farming agriculture — Milling and processing, agriculture wholesaling,

beverage and food processing

e Light manufacturing — Garments, textiles, leather; handicrafts and furniture;
fabric metals, machinery and electronics; publishing, printing, media; rubber
and plastics

o Tourism and hospitality — Hotels and guesthouses, cafes and restaurants, tour
operators

e Trade and logistics — Retailing and wholesaling, freight forwarders, customs

agents, warehousing, courier services; freight transport operators.

The research was conducted in the urban areas of five states/regions of Myanmar.
The townships selected for the study were selected using a purposive sampling approach,
with priority given to townships where the required sectors could be found. Both conflict
and non-conflict affected townships were selected. The conflict townships were selected
where no clashes had taken place in the past 6 months, in order to ensure the team’s safety.

Table 2 presents the townships and the number of firms selected per area.
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Table 2:
Geographic and Sectoral Dimension*?

Township Conflict/ Non-Farming | Light Hospitality & | Trade &
Non-conflict | Agriculture Manufacturing | Tourism Logistics
Kachin Moegaung Conflict 10 10 10 10
Myitkyina Non-conflict 10 10 10 13
Kayin Myawaddy Conflict 10 10 10 10
Hpa-an Non-conflict 10 10 10 10
Shan Lashio Conflict 10 10 10 11
Taunggyi Non-conflict 11 11 10 11
Mandalay | Chanmyatharzen | Non-conflict 11 12 10 11
Maharaungmyay 9 11 11 14
Yangon Tamwe Non-conflict 10 14 9 14
Dagon Myothit 10 12 11 17
South Okkalapa 10 10 10 10
Insein 11 10 10 9
Total 122 130 121 140

Once the townships were selected, the selection of urban blocks are chosen in which
to carry out the enumeration and the selection of firms. Four starting points were selected
per township and at least 10 interviews were conducted per starting point, giving a total of
40 interviews per township. For the selection of respondents, interviewers had to first pick
a corner as a starting point. From there the interviewers walked around the block in search
of enterprises within the four sectors included in the survey, with a target of ten interviews

to complete in each Enumeration Area (EA). When an enterprise was identified, a screening

32 Myanmar Gender Entrepreneurship Survey Report, Myanmar Survey Research, 2019.
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questionnaire was used to determine if that enterprise met the requirements of firms to be
included in the study.* When an enterprise was deemed eligible, interviews were
conducted with owners or managers and the findings are presented based on the owners’
perspective. Enumerator training included a detailed explanation of the background and
objectives of the survey, as well as an explanation of the rights of respondents, including
privacy. The training also included sampling design, call-back procedures, detailed
explanation of the questionnaire, question by question and a comprehensive discussion of
probing. Moreover, respondent confidentiality, quality control procedures, and how to

adopt a gender sensitive approach when interviewing respondents, were also covered.

The sample was purposely selected to have a rough share of 30 percent male-owned
firms and 70 percent female-owned businesses. Indeed 379 women were interviewed, of
which 317 (84 percent) were owners. 134 men were interviewed, 73 of which (54 percent)

were owners. The interviews were conducted face-to-face.

Snapshot of the business environment
In this section there is an overall snapshot of the business environment of the firms
in the sample, highlighting some of the most interesting findings stemming from the MGES

survey.>*

33 Myanmar Gender Entrepreneurship Survey Report, Myanmar Survey Research, 2019.
34 This section also relies on the MGES report, Myanmar Survey Research, 2019.
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Women tend to operate smaller, younger, and home-based businesses. Starting with
firm-level characteristics, one of the relationships that stands out is between the size of the
firm and the gender of the owner: women are more likely to be part of smaller firms than
men. Women are also more likely to have their businesses at home, implying that they
usually sleep and work in the same location. This could indicate the limiting influence of
cultural and gender-based traditions in the opportunities to establish a business, as well as
family obligations that may prevent them from growing their business. These include
family discouragement towards women becoming entrepreneurs and mobility restrictions
constraining women’s access to markets (places where they can go and cannot go, security
issues).*> Moreover, there is also a relationship between the size of the firm and number of
years in operation. While 48 percent of micro firms have been operating for 5 years or less,
larger firms have been in the business for a longer time. In fact, 37 percent of small, and
40 percent of medium sized firms have been operating for 11 years or more. Thus, the larger
the firms, the older they are. This might be related to a number of different factors: the
recent establishment of services related to communications and electronic devices, the
expansion of small businesses in more recent years due to major economic, political and
economic reforms, and more opportunities in general for entrepreneurs. It is also possible

that smaller firms are only able to sustain themselves for a few years before closure.

33 ILO and Sasakawa, National Assessment of Women’s Entrepreneurship Development Framework
Conditions — Myanmar, Draft executive summary.
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Businesses present consistent characteristics within sector of operation. The survey
identified a wide range of businesses; indeed, the 513 surveyed firms were classified into
63 different types. Tea shops and printing services were the most common in the sample,
but still accounted for no more than 11 percent of the total. The most common business run
by women are printing services (11 percent), tea shops (8 percent), non-specialized stores
with food and beverage (7 percent), and wholesale and retail of clothing (7 percent). The
educational background of the owner is related, to some extent, to the industry the
respondents work in. Those in tourism and hospitality have less years of schooling
compared to other industries. Another difference across sectors shows that trade and
logistics businesses have started operating more recently, possibly related to increased
business activity and internal mobility in recent years. The trend indicates political and
economic restructuring influencing the development of the latter. In line with this, business

related to the more traditional non-farming and light manufacturing tend to be older.

Small and medium firms in Myanmar offer a number of HRM benefits. Firms in
the sample offer a range of informal benefits, including, maternity/paternity leave,
subsidized childcare, annual and sick leave, and subsidized housing. Among all the
businesses operating in the different industries, the most commonly offered policy is paid
sick leave. Across the difference industries, the most noticeable pattern comes from firms
operating in the hospitality sector, which are most likely to provide subsidized housing. On
the other hand, maternity leave is low across all firms (42 percent), regardless of the
owner’s gender. This represents an extra challenge for mothers wanting to remain in the

workforce and could also partly explain why women entrepreneurs are older than men by
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their entering the workforce once their children have grown. This pattern can be clearly

seen in Figure 1.
Figure 1: Age distribution of owners by gender
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The lack of maternity leave also represents a decrease of income for mothers,
which in turn is related to autonomy, social equality, and ability to plan for the future.*® In
addition, subsidized childcare helps women who have, or plan to have children, enter and
continue in the work force, however, the proportions of firms providing subsidized

childcare are particularly low.

While female and male owned businesses face similar barriers, female

entrepreneurs are more likely to have reduced access to finance. The amount of collateral

36 JLO and Sasakawa, National Assessment of Women’s Entrepreneurship Development Framework
Conditions — Myanmar, Draft executive summary.
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a woman entrepreneur needs to provide to secure a loan is larger than the amount needed
by men business owners, by an average of over one million Myanmar kyats.>” According
to the ILO-Sasakawa report, not only are women entrepreneurs asked to provide higher
collateral, but they are disadvantaged in meeting those higher collateral requirements
because they are less likely than men to hold title to land and property.*® Group-lending
through microfinance institutions (MFIs) is the most commonly reported lending
methodology used by women in Myanmar (amounts of $400), with individual loans, by
law, capped at $10,000. This type of borrowing presents a significant financial gap for
women business owners interested in taking their microenterprise to the next level of
growth because the minimum threshold for bank lending is ~ $50,000. Another limiting
factor is that women entrepreneurs use their own personal savings and informal sources of

external financing to finance their entrepreneurial activities more than men.>’

Women-owned businesses are less likely overall to use financial services. The
survey shows a low proportion of women-owners with bank accounts compared to men-
owners. This difference is statistically significant, as can be seen in Table 4. Women-owned

businesses are less likely to have a bank account, borrow less, and are more often required

37 $736 as of August 2020.

38 ILO and Sasakawa, National Assessment of Women’s Entrepreneurship Development Framework
Conditions — Myanmar, Draft executive summary.

39 Tbid.
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to provide higher collateral as security, making access to finance one of their main

challenges.

Family responsibilities and household work are the biggest challenges for growth
reported by both genders, but more so for women. This can be explained by the fact that
women spend disproportionately more time on household work and looking after family
than their male counterparts. On average, women spend almost two more hours per week
caring for dependents and six more hours doing household chores, as can be seen in the
descriptive statistics table (Table 3: Summary Statistics) reported below. More than twice
as many women entrepreneurs report gender as a barrier to business growth than male
entrepreneurs. In this paper, "female" encompasses both mothers and non-mothers,
acknowledging that while the burdens borne by female entrepreneurs may differ in
intensity, they share common roots in societal expectations. Mothers often face direct
childcare responsibilities, whereas non-mothers are still encumbered by deeply entrenched
cultural norms around caregiving—particularly for aging parents and in-laws. This is
consistent with Myanmar's cultural context, where women are traditionally seen as primary
caregivers regardless of motherhood status (Gender Equality Network, 2015). The variable
definitions for household chores and dependent care in this study do not distinguish
between child and elder care, capturing a broader caregiving burden. If the data allowed
for separating mothers and non-mothers, it is likely that mothers would exhibit even higher

intensities of these burdens.

Conflict, a key aspect in the context of Myanmar, affects respondents in different
and non-uniform ways. As mentioned above, conflict areas in Shan have more access to
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banking than those in non-conflict areas, while Kachin presents the opposite scenario.
Moreover, education attainment is lower in conflict-affected areas; indeed, entrepreneurs
operating in these areas report fewer years of schooling. In the conflict areas of Kachin and
Kayin, business owners on average have completed less than high school. Shan is once
again the exception as respondents in these conflict areas report quite high levels of
education completed: on average respondents in Shan conflict areas have completed high
school and some university. This is most likely due to Lashio, a conflict area in Shan,

having a university and teachers’ college, while Mogaung, in Kachin, has neither.

e The highest number of firms with bank accounts were in the conflict areas of Shan
State. Indeed, 61 percent of firms in the conflict area in Shan have a bank account,
compared to only 10 percent of firms in the conflict areas of Kachin. This finding
could be partly related to the large presence of Chinese banks, particularly in

Northern Shan.

Descriptive statistics

In this section, summary statistics are provided for the variables used in the
analysis. Table 3 provides summary statistics on key characteristics of the firms in the
sample by gender of owner, while Table 4 presents balance tests results carried out on the

same variables by gender of owner.

Panel B of Table 3 provides descriptive statistics on the informal HRM practices
adopted. It is important to note that while respondents were surveyed, they were not asked

to provide proof of whether a gender equality policy or any of the other HRM policies were
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in place in their business. In most cases, especially for smaller businesses, it is assumed
that while these practices exist, they are informal. In the context of Myanmar, it is common
for SMEs to provide their employees with food, a place to sleep, and sick and maternity
leave, however, these policies are not formalized as they might be in a larger company. The
interpretation of having a gender equality policy may vary considerably between
respondents, ranging from being open to hiring women as well as men, to paying them

equally.*

Firms in this sample have existed for an average of 10 years and hold a permit to
operate. As seen in panel A of Table 3, male-owned firms are almost 50 percent larger than
women-owned businesses, with an average of 9.5 employees versus 6.6 for female-owned
enterprises. There is little and non-significant variation between male and female owned
firms in the share of employees with a high level of education (completed high school or
above), and in the share of firms who have a license or permit to operate, as almost all firms
have this (94 percent). However, female-owned businesses employ more women than
male-owned businesses, with more than half their employees being women (~57 percent).

While there are more female than male-owned businesses working in conflict areas (25

40 Unfortunately, enumerators were not instructed to collect information on what having a gender equality
policy in place meant for the business they were surveying. To adjust for concerns over differing
interpretations, in the analysis, respondents were excluded who said they had a gender equality policy but
did not use any other informal HRM practices.
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compared to 19 percent, respectively), the difference between the two is not significant, as

can be seen in Table 4.

There is no clear pattern between female and male owned firms when it comes to
implementing family-oriented practices. On average, the share of male and female owned
enterprises offering these benefits are similar, and in most cases, the differences are not
significant. The only exception is found in the provision of subsidized food, which is
provided more by women than male owned enterprises (78 percent vs 68 percent). It must
be noted that there is no significant difference between male and female owners of
restaurants/businesses in the tourism sector (which includes teashops and restaurants), as

can be seen in Table 4.

Women entrepreneurs own significantly fewer bank accounts. While the banking
system in Myanmar has improved considerably since the country opened up, a very high
proportion of SMEs do not have a bank account, more so amongst women. On average, 20
percent more male-owned businesses have a bank account than female-owned businesses.
As having a bank account is a requirement to apply for a bank loan, this also affects women
unfavorably when trying to access credit to expand their businesses. Indeed, this highlights
a gender-gap in the use and access of financial instruments in Myanmar. Overall, as
compared to men, women face structural barriers as they borrow considerably less, are
more likely to be asked for higher collaterals (61 vs 50 percent of men who have borrowed),

are less likely to have bank accounts and have smaller businesses.
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There are no major differences in the adoption of ‘good’ business practices between
male and female entrepreneurs. When it comes to adopting business practices such as
advertising, negotiating with suppliers, record keeping, and preparing a budget and cash
flow statements, there is no gender-gap. This is an interesting finding, as in a previous study
conducted in 2017,*! focusing only on the manufacturing sector, it was found that female
entrepreneurs are less likely to apply as many beneficial business practices as their male
counterparts. Overall, in this sample, the adoption of good business practices is high, with

over 50 percent of businesses adopting at least one.

Women entrepreneurs spend twice as much time as male business owners doing
household chores. In a month, women owners will spend 24 hours more than men doing
household chores, again indicating the burden of cultural norms imposed on female
entrepreneurs. This is consistent with studies on the gender barriers in the country. One of
the most consistently raised issues by women trying to enter the business ecosystem in

Myanmar is their excessive burden of domestic and household responsibilities.*?

Despite women business owners facing discrimination, gender is not perceived as
a barrier to growth by women entrepreneurs themselves. This can probably be imputed to
the fact that gendered roles are so engrained in Myanmar society that the different

opportunities one has depending on their gender is accepted as the inviolable norm. Despite

4 Myanmar MSME Survey, 2017.
42 Ibid.
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women entrepreneurs carrying out twice as much household related work than men, they
do not report their gender as a barrier to the growth of their business (Table 3b Appendix
A). In this sample, only 18% of women reported their gender as some sort of barrier, with

the vast majority reported gender as not being a barrier at all.
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Table 3: Summary Statistics

Female Owner Male Owner

SD N SD N
Mean Mean
Panel A: Firm Characteristics
% owners with high education 64.91 048 379 5746 0.50 134
Age of firm 10.50 11.26 379 10.54 11.91 134
Total employees 6.64 8.75 379 9.46 10.61 134
% female employees 56.76 0.40 379 4149 0.33 134
% employees with high education 26.69 0.38 379 28.88 0.36 134
% of firms operating in a conflict area 2533 0.44 379 18.66 0.39 134
% of firms with license or permit to operate 93.93 0.42 379 94.03 0.24 134
Panel B: HRM Policies

% firms providing:
Gender equality policy 74.79 044 361 69.17 0.46 133
Subsidized childcare 22.04 0.42 372 21.09 0.41 128
Paid annual leave 3121 0.46 378 37.59 0.49 133
Sick leave 86.77 0.34 378 81.34 0.39 134
Matemity leave 43.38 0.50 355 46.46 0.50 127
Paternity leave 38.85 049 350 45.24 0.50 126
Subsidized housing 70.18 0.46 379 63.43 0.48 134
Subsidized food 7836 0.41 379 67.91 0.47 134
Subsidized transport 7.65 0.27 379 15.67 0.37 134

Panel C: Access to Finance
Firmhas a bank account 36.55 0.48 372 5591 0.50 127
Firmhas documents to request a loan 61.43 0.49 363 61.29 0.49 124
Firm has a loan 8.89 0.29 371 8.07 0.27 124
Panel D: Finance and Business Development Practices

Business Development

Past 3 months % of firms that:
Visited a competitor to see what products/services they offer and at what price 46.70 0.50 379 49.25 0.50 134
Asked }'Iour existing customers whether there are any other products/services they 6675 047 179 015 046 134
would like you to offer
Used a special offer to attract customers 36.41 0.48 379 41.79 0.50 134
Done any formof advertising 2322 0.42 379 26.12 0.44 134
Attempted to negotiate with a supplier for lower prices 41.42 0.49 379 4627 0.50 134

% of firms that:
Have a re?ord-keepm'g syst'em (written or computerized) which allows you to know 6429 048 178 6701 047 134
the quantity of supplies or inventory you have on hand
Keep written or computerized records relating to your enterprise 71.24 045 379 74.63 044 134
Record every purchase and sale made by the enterprise 75.13 0.43 378 72.93 045 133
Regularly use your records to know whether sales of a particular product are 64.98 048 377 62.69 0.49 134
Worked out the cost to you of each main product or service you sell 77.78 0.42 378 78.20 041 133
Know which goods or services you make the most profit per unit in selling 85.48 0.35 379 80.60 0.40 134
Have a wn?tén budget, Wh}Ch 'tells you how much you}have to pay each month for 6657 047 m 6591 048 n
rent, electricity, and other indirect costs of the enterprise?
Financial Practices

Y% of firms that:
Have target sale for next year 17.72 0.38 378 17.91 0.38 134

Y% of firms that prepate the following at least annually:
Profit and loss statement 60.42 0.49 379 62.69 0.49 134
Statement of ash flow 57.78 0.50 379 58.96 0.49 134
Balance sheet 59.63 0.49 379 64.18 0.48 134
Income/Expenditure sheet 72.29 .45 379 67.91 (.47 134

Panel E: Other activities

Hours spent looking after dependents 16.55 10.90 317 14.88 10.54 73
Hours spent doing household chores 12.85 9.87 317 7.29 9.64 73
Hours spent practidng hobbies and personal putsuits 12.63 7.51 317 14.34 9.12 73

Note: The table shows the mean, standard deviation, and number of observations from MGES 2019. Age of fitm is reported in number of years, hours spent

looking after dependents, doing household chores and doing hobbies refer to weekly averages. All the variables are used desaibed in more detail in Appendix Al.
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Table 4: Balance Test — Female vs Male Owned Firms

Difference in Mean for

Variable Mean for Male Owned
Female Owned

Mean/sd Mean/se
% owners with high eduation ?075%(1 (88;
Age of firm (}(1):3?\ (101034)
Trade 045 (0,049
Tourism 23.13 0.006
(0.42) (0.043)
Non-farming agriculture (2(]455 (g 8433])

% female employees ?01 347: ! ?32:: :
% employees with high eduation (208385 (—32 72&
% of firms operating in a conflict area (108369(; ?0%647)
% of firms with license or permit to operate ?;204?; (88%

% firms providing:

Gender equality policy (6(?4](; (88;
Subsidized childare o oo
Paid annual leave (307 459% (—(()) ((])56)
Sid lave 030 000
Maternity leave ;406;‘06) E((,)((])%
Paternity leave 2)552& (7(? (?56)
Subzidized housing Z?fgg ((())((;Z)
Subsidized food o Soon

Subsidized transport (1053672 70(((])?;;*

Firm has a bank acount (5(?5901) A()'(}'(();;**
Firm has documents to request a loan (60142; (8823
Firm has a loan (32% ((0]8;)

196



Table 4 Continued

Difference in Mean for

Variable Mean for Male Owned Female Owned
emale Uwne
Business Development
Past 3 months % of firms that:
Visited a competitor to see what products/setvices they offer and at what price ?09 52(; {8 (?53j
Asked your existing customets whether there ate any other products/setvices they 70.15 20.03
would like you to offer (0.46) (0.05)
. . 41.79 -0.05
Used a spedal offer to attract aastomers (0.50) (0.05)
Done any form of advertising {206 4142) {(? gf}
Attempted to negotiate with a supplier for lower prices ?0652075 ((()] ((]J:,Sj
% of firmst that:
Have a record-keeping system (wtitten or computetized) which allows you to know the 67.91 20.04
quantity of supplies or inventoty you have on hand (0.47) 0.05
Keep written or computerized records relating to your enterprise {7(? 46:; {(? (?3)
Reoord every purchase and sale made by the enterprise (702;:)5 (8'82
Regulatly use your tecords to know whether sales of a particular product are increasing or 62.69 0.02
deareasing from one month to another (0.49) (0.05)
Worked out the wst to you of each main product or service you sell {7(?428 {8'8%
Know which goods or setvices you make the most profit per unit in selling ?00f0% (g'gij
Have a written budget, which tells you how much you have to pay each month for rent, 6591 0.01
eleatridty, and other indirect costs of the enterprise? (0.48) (0.05)
Financial Practices
% of firmst that:
Have target sale for next year {107 %981j {8'8%
% of firmst that prepare the following at least annually:
Profit and loss statement {602 f‘; ((? g;
Statement of cash flow {5(? f96) {(()) ((J):)lj
Balance sheet (()(? 418% ((()) 00;
91 )
Income/Expenditure sheet (607 ;)7) (8 8;
. 14.88 1.68
Hours spent looking after dependents (1054 (1.41)
Hours spent doing household chores {3%2} 5{?62*;*
Hours spent practidng hobbies and personal pursuits {194 133 &ZS{

note: .01 - ¥¥%; 05 - %% 1 -%




Chapter 4: Models and Results

In this chapter, the relationship between firm and employee-level characteristics
and the three main outcomes of interest are examined: measures of business development,
barriers to growth, and the adoption of informal HRM practices. The purpose of the
analysis is to understand what characterizes firms that have good business development
measures in place, whether there is a relationship between having informal HRM practices
and measures of business success, whether these affect barriers to business growth and if
they affect women and men owned businesses differently. Subsequently, the paper
examines the firm and employee level characteristics that are conducive to having informal
HRM practices in place to determine if what is true for formalized policies holds in this
case as well. This discussion is relevant in terms of business-level recommendations that
can be provided to firms. The analysis adopted in this paper is of an explorative nature and
aimed at better understanding the business sector environment with a special focus on the

importance of gender in the private sector.

The analysis begins by testing which features characterize firms that have adopted
measures of business development; access to financial instruments and good business
practices. Access to finance is measured as the probability of having a bank account and
having documents to request a loan. To study this relationship, a probit specification is
used. To test the relationship between firm and employee-level characteristics and two
different indices incorporating several different measures of business development and

financial planning, standard OLS modelling is used. In this case the dependent variable are
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two different indices.* For each outcome of interest, two sets of regressions are used. In
the second set, interaction variables are used to isolate the role played by the owner’s

gender.

Equation 1a and 2a represent the reduced form specification for the probit and OLS

regressions in the first group presented in Tables 5a and 6a.

Equations 1a and 2a:

Ij :(H'Xj B+€j (1 a)

YvJ =(X+Xj B+€j (2 a)

For these specifications, [ is the binary variable representing whether firm j has a
bank account or the documents to request a loan, while Y; represents the two different
indices constituting good business practices and financial planning for firm j. Xj is a set of
firm and employee-level covariates and the error term is clustered at township level. As
suggested to be important predictors by the literature, (Poelmans, Chincilla and Cardona,
2003; Bardoel, Tharenou and Moss, 2013), covariates include a series of firm

characteristics (gender of owner, age and size of firm, whether it operates in a conflict area,

43 Details on the indices’ construction can be found in Appendix B.
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whether the firm has a license to operate as a proxy for firm stability, and whether it has
documents to request a loan as a proxy for financial stability, and finally what sector it
operates in), as well as, employee level characteristics (level of employee education,
percentage of female employees and the number of hours spent by the owner taking care
of dependents and household chores). In these specifications, Xj also includes covariates
on whether the firm has any of the informal HRM practices in place, being: gender equality
policy (proxy for whether the firm has any of the practices in place as previously
mentioned), paternity/maternity leave, subsidized childcare, paid annual/sick leave and
housing subsidy. The aim in this case is to understand whether there is any relationship
between having these policies in place and the measures of business success. The literature
shows that having formal HRM policies is conducive to improved business performance.
Subsequently, the paper assesses whether this holds true in this context of informal
practices as well. In this case, performance is defined in terms of access to finance, business

and financial development.

Equations 1b and 2b:

[j=a+X;B+Female Owner;a+(X;Female Owner;)y +
(1b)

Yj=a+X;B+Female Ownerjo+(XjFemale Owner;)y +
(2b)

In the second group of regressions, the outcome variables remain the same: having

a bank account, having documents in place to request a loan, and measures of business and
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financial development. However, in this instance, the effect of different explanatory
variables are examined depending on the gender of the owner. Interaction variables were
created between the owner’s gender and the following covariates: documents to request a
loan, firm size, license to operate, and sector of operation. This helps determine whether
characteristics that have already been evaluated as significant, are conducive to better
outcomes for a specific gender. This is to understand the differential experience between
genders in terms of using business development practices, and whether the factors have
differing effects on male and female businesses. To have a clear interpretation of each
interaction term, the margins estimations tables are reported after the regression tables,
providing an actual predicted value for each combination. For example, in the case of
gender of owner and loan documents, the margins table will present the actual predicted

value for both genders with and without loan documents enabling a comparison to be made.

The next set of equations, 3a and 3b present the reduced form for the ordered
probit regressions in Table 7a and 7b:

Barriers;=o+X;B+¢;

(3a)

Barriers;=a+Conflict Area;p+Female Ownerjo+(Conflict AreajFemale Owner;)y +
(3b)

§

In these regressions, the focus is on barriers to growth faced by business owners. In

this case, given that Barriers; is an ordinal categorical variable, ordered probit regression

are used. Barriers; measures, on a scale from 0 to 5, how much gender, household chores,
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family responsibilities, and conflict, represent a barrier to the owner. Xj, in this case,
includes the same set of covariates as equations 1 and 2, and includes informal HRM
practices. The specification with family responsibility as the outcome of interest is used on
separate samples to understand how different factors affect genders differently. When
looking at gender, instead, only female-owned businesses are analyzed to try to make sense
of the finding that women do not perceive their gender as a barrier despite clear evidence
to the contrary. The last barrier analyzed is conflict, as was done for the measures of
business success, interaction terms (equation 3b) are included to understand whether
operating in a conflict area affects the perception of conflict as a barrier depending on
gender. Once again, the margins table for the interaction term is reported. In this case, given
the outcome is an ordinal categorical variable, the table will present the predicted value for

each combination of the interaction and each possible value of the outcome variable.

Finally, the paper tests which traits characterize firms that have adopted informal
HRM practices to evaluate whether the same factors highlighted in the literature also hold
in this context. Probit regression analysis is used to estimate the probability of having
adopted a certain policy depending on the firm and employee level characteristics. One-
person firms are excluded from this estimation as their policies would only apply to

themselves.

Equation 4 presents the reduced form for the informal HRM probit

regressions:

HRM;=a+X;p+¢; (4)
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The dependent variable in this case is the binary variable representing the adoption

of HRM; practices by firm j, Xj is the same set of firm and employee-level covariates

previously used, minus the HRM practices which are now outcomes of interest.
Outcome: Access to Finance

The paper first focuses on access to finance, a crucial indicator for business
development and growth. Table 5a presents the results without the interaction terms, while
Table 5b includes interaction terms. Tables 5c and 5d present the margins result for the

predicted values of the interaction terms.

Female ownership significantly reduces the probability of the firm to have a bank
account. Indeed, being a female business owner reduces the likelihood of the business
having a bank account by 11 percent. This supports the discussion on the gender-gap
concerning the use of financial instruments in the descriptive statistics section. These
findings are in line with other studies on the financial inclusion of women in Myanmar,
such as the UNCDF’s PoWER Women and Girls Financial Inclusion Country

£,44

Assessment,” which shows a gender gap in the access to formal and informal finance.

# http://www.uncdf.org/download/file/127/6266/uncdf-power-country-assessment---myanmar.pdf
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Women business owners in Myanmar remain disproportionately excluded from the formal

financial sector.

The larger the firm is, the more likely it is to have access to financial instruments.
Size of firm plays an important role in increasing the likelihood of the firm having a bank
account (24 percent more for medium sized firms when compared to micro firms) and
documents to request a loan (15 percent). Medium sized firms are also more likely to have
an account specifically for their business. While 41 percent of medium sized firms have an
enterprise account, only 11 percent of small and 8 percent of micro have one. Having a
license to operate also increases the likelihood of having documents to request a loan (by
20 percent). Having documents to request a loan is also significant in bank account
ownership, increasing the likelihood by 19 percent as well as if the owner has completed

high school increasing bank account by 7 percent.

Belonging to the trade industry matters for financial access. Firms in the trade
industry display a 16 percent higher likelihood of having a bank account, most likely given
it is critical in conducting trading business. Moreover, in the context of Myanmar, those
companies that hold an import/export license must open a bank account,* potentially

accounting for part of this result. Interestingly, the source of loans varies according to

4 Myanmar National Portal. (n.d). at https://myanmar.gov.mm/en/business/service/-
/asset publisher/idasset472/content/a-2
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industry. Non-farming agriculture, trade, and logistics rely mainly on private commercial

banks, while hospitality and light manufacturing instead rely on micro-finance institutions.

The regression outcomes that include the interaction terms present little variation
from those with no interactions. Before turning to the description of the outcomes, first will
explain how to interpret the margins tables. In this scenario, the paper interacts the gender
of the owner with binary explanatory variables, therefore, each interaction has four possible
outcomes: female & characteristic; female & no characteristics; male & characteristic; and,
male & no characteristic. These outcomes allow us to compare the effects of each of these
interaction on the outcome of interest and determine the different impact of one variable
depending on the owner’s gender. The paper begins by looking at differentials in bank

account ownership and then move on to having loan documents.

Loan documents matter more if you are a male entrepreneur. Having loan
documents increases the likelihood of having a bank account by 21 percent more for a male
business owner than for a female entrepreneur. In Table 5a this variable was significantly
related to having a bank account, and now it is clear how the magnitude of the effect
actually depends on the gender of the business owner. Overall, a female entrepreneur with
loan documents is 15 percent more likely to have a bank account than a female owner
without loan documents but is still 20 percent less likely (40 percent vs 60 percent) to have
one compared to a male with these documents in place. The difference in bank account
ownership, between a medium sized female and male owned firm is 14 percent higher for
Male owners (56 vs 70 percent). Larger firm size is conducive to owning a bank account,
regardless of gender.
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Firm formalization only matters for male owners. Female business owners with and
without a license to operate present no difference in bank account ownership, both having
a 34 percent likelihood of holding a bank account. A male-owned registered business is 12

percent more likely to have a bank account than a female owner with a permit also.

Industry of operation is important for both genders, but more so for female
entrepreneurs. Women entrepreneurs working in the trade industry are 20 percent more
likely than women entrepreneurs operating in non-farming agriculture sector to have a bank
account. This difference for male business owners is only 7 percent. However, the
difference in bank account ownership between a male and a female business operating in

the non-faming agriculture remains large at 15 percent.

Female entrepreneurs operating medium sized firms, having permits and belonging
to the trade industry are as likely, if not more, to have loan documents in place. Having a
permit and belonging to the trade industry increases the likelihood for female entrepreneurs
to have loan documents by 11 and 27 percent respectively, compared to male entrepreneurs.
Despite the impact of having a permit and operating a larger firm is quite similar between
genders, the magnitude of increase from not having to having a permit for a bigger firm is

larger for male entrepreneurs, while the opposite is true when looking at sector of operation.

Overall, this analysis finds that while certain characteristics are conducive to having
a bank account or loan documents, the gender of the owner is almost always significant in

determining the actual magnitude of the effect.
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Table 5a and Sb: Access to Finance

Probit Regression Probit Regression
Has bank Has documents Has a bank Has
account-  to apply for account- documents to
margins'/ loan - Coefficient/ apply for loan -
se margins'/se se Coefficient/se
Female Owner -0.11% 0.12* Female owner 0.35 5.49%**
(0.06) (0.06) (0.88) (0.50)
High Education 0.07* 0.06 High education 0.23 0.17
0.04) (0.05) (0.14) (0.15)
Small firm (6-10) 0.20%** -0.03 Medium firm (>10) 0.88%* 0.58
(0.06) (0.05) (0.39) (0.46)
Medium firm (>10) 0.24%** 0.15%** Medium firm#Female -0.18 -0.17
(0.04) (0.06) (0.52) (0.54)
% of female employees -0.00 -0.00* Small firm (6-10) 0.63%** -0.07
(0.00) (0.00) (0.20) (0.15)
% of employees high education -0.00 0.00%* % of female employees -0.00 -0.00%**
(0.00) (0.00) (0.00) (0.00)
Loan documents 0.19%*** % employees high education -0.00 0.00*
(0.04) (0.00) (0.00)
Firmhas a license/permit 0.05 0.20%* Loan documents 1.04%**
(0.04) (0.10) (0.30)
Age of firm 0.00 -0.01*** Loan documents#Female -0.59*
(0.00) (0.00) (0.35)
Light manufacturing 0.03 0.07 Firm has license/permit 0.40 5.54%%*
(0.03) 0.07) (0.80) (0.35)
Tourism -0.00 0.02 Firm has permit#Female -0.41 -5.28%**
(0.08) (0.04) (0.94) (0.46)
Trade 0.16%** 0.07 Age of firm 0.01 -0.02%*
(0.06) 0.07) (0.01) (0.01)
Conflict area -0.01 -0.11* Light manufacturing 0.08 0.17
0.11) (0.06) (0.10) (0.20)
Hours dependents -0.00 0.00%** Tourism 0.02 0.06
(0.00) (0.00) (0.24) (0.12)
Hours household chores -0.00 -0.00 Trade 0.22 -0.21
(0.00) (0.00) 0.22) (0.42)
Matemity/paternity leave -0.07 0.03 Trade#Female owner 0.35 0.49
(0.06) 0.07) (0.30) (0.51)
Paid/sick leave 0.10%* 0.08 Conflict area -0.04 -0.32%
(0.05) (0.06) (0.34) 0.17)
Subsidized housing 0.01 0.07 Hours dependents -0.00 0.01%**
(0.06) (0.05) (0.00) (0.00)
Hours hh chores -0.01 -0.01
Observations 390 390 (0.01) (0.01)
Standard errors in parentheses Maternity/paternity leave -0.21 0.09
Note 1:*** p<0.01, ** p<0.05, * p<0.1 (0.20) (0.20)
Paid/sick leave 0.32* 0.20
) . 0.17) 0.17)
Note.2. Cl}lstered standard errors by township for each Subsidized housing 0,00 0.19
specification. 20 0.13
Hours dependents and hh chores - number of hours spent © *)* ©. *2*
looking after dependents and doing hh chores - given these Constant 150 73
0.72) (0.36)
. o .
two variables have more than 10% ofvalue's missing, whenever Observations 390 390
an answer was not recorded, that observation was dropped
from the sample. Pseudo R-squared 0.129 0.110
Log-likelihood -222.3 -235

Robust standard errors in parentheses
#x% n<0,01, ** p<0.05, * p<0.1
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Table Sc and 5d: Bank account and Loan document margins

Table Sc - Bank account margins Table 5d - Loan documents margins
Bank Account - Have loan documents -
Margins'/se VARIABLES Margins/se
Micro firm Male owner 0.42%** Micro firm Male owner 0.45%**
(0.07) (0.08)
Micro firm Female owner 0.31%** Micro firm Female owner 0.60%**
(0.04) (0.04)
Medium firm Male owner 0.70%** Medium firm Male owner 0.64%**
0.12) (0.09)
Medium firm Female owner 0.56%** Medium firm Female owner 0.73%**
(0.06) (0.05)
No Loan Documents Male owner 0.24%** No Permit Male owner 0.00
(0.07) (0.00)
No Loan Documents Female Owner 0.25%** No Permits Female Owner 0.53%**
(0.04) (0.10)
Loan Documents Male Owner 0.60%** Permits Male Owner 0.51%**
(0.10) 0.07)
Loan Documents Female Owner 0.40%** Permits Female Owner 0.62%**
(0.05) (0.04)
No Permit Male owner 0.34 Non Farming Agri Male owner 0.49%**
0.23) (0.07)
No Permits Female Owner 0.34%** Non Farming Agri Female Owner 0.59%**
(0.08) (0.04)
Permits Male Owner 0.46%** Trade Male Owner 0.42%**
0.07) (0.14)
Permits Female Owner 0.34%** Trade Female Owner 0.69%**
(0.04) (0.06)
Non Farming Agri Male owner 0.44%**
(0.07) Observations 390 390 390
Non Farming Agri Female Owner 0.20%** Standard errors in parentheses
(0.04) *k% p<0.01, ** p<0.05, * p<0.1
Trade Male Owner 0.51%**
(0.09)
Trade Female Owner 0.49%**
(0.08)
Observations 390 390 390 390

Standard errors in parentheses
#H¥ p<0.01, ** p<0.05, * p<0.1

Outcome: Business Development Practices

Next the paper turns to focus on good management practices (Table 6a). There are
two indices constructed by measuring business development and financial planning by
aggregating different binary variables using a summative approach. The components are
described in Appendix B. In this case, coefficients of the covariates in the specifications
represent an increase or decrease in the overall value of the index, which translates into

more or fewer practices being adopted. The business development index takes values from
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0 to 12 and the financial planning index from 0 to 6. Table 6b reports the results of the two
regressions, including the interaction terms. Tables 6¢ and 6d report the predicted values

of the interaction terms.

Firm size, sector of operation, and level of education are all determinants in the
adoption of business development and good management practices. Having a medium sized
firm increases the number of adopted practices by 1.09. The high level of education of the
entrepreneur is positively and significantly related with the adoption of business
development measures (0.89). A similar trend can be seen for firms belonging to the trade
sector, which is significantly related to the number of adopted ‘good-practices’. In this case,
a firm in the trade sector will have adopted 0.96 more good management practices

compared to a firm in the non-farming agriculture sector.

Providing informal HRM practices increases the adoption of business development
and financial practices. While the magnitude of the effect is not very large (0.52), there is
a significant relationship between the provision of maternity/paternity leave and the

number of good management practices adopted.

What seems to matter most for both outcomes is whether the firm has documents
in place to request a loan. In both instances, the magnitude of this covariate is very large.
This translates into firms having these documents, on average, having 2.5 and 2.3 more
business development and financial tools in place respectively, compared to a business with

no documents. Next, the interaction terms are analyzed to see whether the significant firm-
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level characteristics are conducive to adopting more business development and financial

practices differ in magnitude depending on gender.

On adoption of good business practices having relevant permits increases the
number of good business practices adopted by 1.3 for male business owners, but only 0.3
for female entrepreneurs. The resulting number of practices adopted is then the same as 6.9
for male-owned and female-owned businesses. The resulting number of financial practices
adopted once the firm has a permit does not change significantly for a female (slightly

lower), but increases by 1.7 for male owned businesses.
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Table 6a and 6b: Business Management Practices

OLS Regression

OLS Regression

Business Finnancial Business Finnancial
development  planning development  planning
index - index - index - index-
Coef/se Coef/se Coef/se Coef/se
Female Owner 0.14 0.05 Female owner 1.33 2.03**
(0.35) (0.20) (0.81) (0.70)
High Education 0.89%* 0.21 High education 0.90** 0.23
(0.30) (0.20) (0.31) (0.20)
Small firm (6-10) 0.47 0.19 Medium firm (>10) 1.50%** 0.70
(0.45) (0.18) (0.34) (0.50)
Medium firm (>10) 1.09%** 0.40 Medium firm#Female -0.51 -0.35
(0.31) (0.42) (0.45) (0.54)
% of female employees 0.00 -0.00 Small firm (6-10) 0.46 0.14
(0.00) (0.00) (0.45) (0.20)
% of employees high education -0.00 -0.00 % of female employees 0.00 -0.00
(0.00) (0.00) (0.00) (0.00)
Loan documents 2.48%** 2.34%*%* % employees high education -0.00 -0.00
(0.34) (0.19) (0.00) (0.00)
Firm has a license/permit 0.50 0.10 Loan documents 2.71%** 2.31%xx*
(0.49) (0.43) (0.60) (0.41)
Age of firm -0.01 -0.01* Loan documents#Female owner -0.32 -0.02
(0.01) (0.01) (0.74) (0.46)
Light manufacturing -0.05 0.15 Firm has license/permit 1.28 1.70%*
(0.53) (0.30) (0.89) (0.57)
Tourism -0.52 -0.22 Firm has permit#Female owner -1.03 -2.01%**
(0.56) (0.25) (1.11) (0.77)
Trade 0.96** 0.33 Age of firm -0.01 -0.01*
(0.37) 0.37) (0.01) (0.01)
Conflict area -0.47 0.18 Light manufacturing -0.05 0.14
(0.58) (0.34) (0.55) (0.31)
Hours dependents 0.00 0.01 Tourism -0.51 -0.22
(0.02) (0.01) (0.56) (0.25)
Hours household chores 0.01 -0.00 Trade 0.98 0.74
(0.01) (0.01) (1.30) (0.73)
Maternity/paternity leave 0.52%* 0.08 Trade#Female owner 0.03 -0.40
(0.21) 0.14) (1.18) (0.66)
Paid/sick leave 0.66 0.40 Conflict area -0.47 0.17
(0.64) (0.38) (0.59) (0.34)
Subsidized housing 0.17 0.35 Hours dependents 0.00 0.01
(0.28) (0.22) (0.02) (0.01)
Constant 3.05%** 0.75 Hours hh chores 0.01 -0.00
(0.66) (0.66) (0.01) (0.01)
Maternity/paternity leave 0.51%** 0.06
Observations 390 390 (0.21) (0.15)
R-squared 0.33 041 Paid/sick leave 0.64 0.38
Robust standard errors in parentheses (0.62) (0.39)
% p<0.01, ** p<0.05, * p<0.1 Subsidized housing 0.15 0.35
(0.31) (0.22)
Constant 2.21%** -0.72
(0.79) (0.59)
Observations 390 390
R-squared 0.33 0.42
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Table 6¢ and 6d: Business development margins and financial planning margins

Table 6¢ and 6d - Margins

Business Finnancial

development index- planning index-

margins'/se margins'/se
No Permit Male owner 5.59%** 1.47%*
(0.95) (0.57)
No Permits Female Owner 6.68%** 3.35%%*
(0.46) (0.45)
Permits Male Owner 6.87*** 3.17%**
(0.25) (0.17)
Permits Female Owner 6.93%** 3.04%**
(0.28) (0.17)
Observations 390 390

Standard errors in parentheses
5% 50,01, ** p<0.05, * p<0.1
Outcome: Barriers to Growth
Examining the most significant barriers to business growth: family responsibilities,
gender, and conflict, helps to understand which firm and employee characteristics play a
role in reporting these as barriers. In these specifications, the interpretation of the
coefficient is the increase or decrease in the likelihood that the observation falls into a
higher or lower category. In Table 7b, conflict is considered as a barrier to growth and the
model includes interaction terms for gender and conflict to understand whether the effect
of operating in a conflict area differs depending on the gender of the business owner. Table

7¢ presents the results for the predicted values of this interaction.

Women owned firms are significantly less likely to report conflict as being a
significant barrier to growth. A female-owned firm is 10 percent less likely to perceive

conflict as an important barrier to growth. There are several potential narratives to help
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explain this phenomenon, including the possibility that female-owned businesses may not
be perceived as a threat during conflict and consequently suffer less disruption, or
otherwise the perception that female-owned businesses are less likely to be in insecure

areas or in a position to make payments to conflict actors or suffer payment insecurity.

Firms with loan documents are almost 7 percent more likely to perceive conflict as
a greater barrier. This could be the result of more stable firms being capital intensive and
having characteristics that could cause a larger loss in case of conflict. Finally, firms

operating in a conflict zone increases the perception of conflict as a barrier by 21 percent.

Provision of informal HRM practices is determinant in the perception of family
responsibilities as a barrier to business growth for women owners. The provision of sick
and paid leave reduces the perception of family responsibilities being a challenge for
women-owned enterprises, suggesting these types of leave entitlements assist with
navigating family responsibilities. The provision of housing increases the perception of
family responsibilities as a more significant barrier for women-owned businesses by 8
percent, suggesting that care of employees may add to existing household responsibilities.
Provision of housing ranges from 50 percent in light manufacturing to 87 percent in

tourism.

Other significant factors in determining perception of gender and family
responsibilities as major barriers vary by gender. Hours looking after dependents and
carrying out household chores are positively related to reporting family responsibilities as

a bigger barrier to enterprise growth. This is true for male and women-owned businesses.
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For both, each hour spent looking after dependents or carrying out household chores
increases the perception of family responsibilities as a barrier by 1 percent. For men, a high
level of education increases the likelihood of perceiving family responsibilities as a barrier

by 13 percent.

When analyzing family related challenges, men and women report different firm
and employee-level characteristics affecting their perception. The provision of informal
HRM policies only affects women-owners, while the level of education increases this only
for male entrepreneurs. While gender is not reported as a barrier by a large share of women,
it is clear that women recognize this as a more significant barrier, doing more hours of

household chores.

The findings show how firms operating in conflict areas perceive conflict as a
bigger barrier than firms in non-conflict zones. Next the paper evaluates whether gender of

ownership plays a role in this context as well.

Table 7c provides further evidence and supports the main finding that male
entrepreneurs operating in conflict areas systematically report conflict as a more disruptive
barrier than women owners. As such, 37 percent of women operating a business in a
conflict area report conflict not being a barrier, compared to 52 percent of men. Meanwhile
14 percent of women in no conflict areas report conflict as being a barrier to growth,

compared to 23 percent of men.
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Table 7a and 7b: Barriers to Growth

Probit Regression Probit Regression
Barriers to Barriers to Barriers to
growth: Family ~ growth: Family Barriers to Barriers to growth:
responsibilities  responsibilities  growth: Gender  growth: conflict Conflict (whole
(Female owners) - (Male owners) - (Female owners) - (whole sample) - sample) -
margins'/se margins'/se margins'/se margins'/se coefficient
High Education 0.03 0.13* -0.05 0.02 Female Owner -0.36%**
(0.04) 0.07) (0.04) 0.04) (0.13)
Small firm (6-10) 0.1 0.18* 0.00 0.01 High Education 0.08
0.12) (0.09) (0.08) 0.04) (0.16)
Medium firm (>10) 0.03 -0.06 0.02 -0.01 Small firm (6-10) -0.05
(0.08) (0.09) (0.05) (0.08) 0.17)
% of female employees 0.00%** 0.00 -0.00* 0.00 Medium firm (>10) -0.06
(0.00) (0.00) (0.00) (0.00) 0.31)
% of employees high educ 0.00 -0.00 -0.00 0.00%* % of female employees 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Loan documents 0.04 0.03 -0.02 0.07* % of employees high education ~ 0.00%*
(0.04) (0.09) (0.05) 0.04) (0.00)
Firm has a license/permit 0.04 0.04 0.19* Loan documents 0.29*
(0.10) (0.11) 0.11) (0.16)
Age of firm 0.00 -0.00 -0.00 0.00 Firm has a license/permit 0.73*
(0.00) (0.00) (0.00) (0.00) (0.43)
Light manufacturing 0.07 -0.06 0.07 0.03 Age of firm 0.01
(0.07) 0.12) (0.06) 0.05) (0.01)
Tourism 0.11 0.00 -0.00 -0.02 Light manufacturing 0.13
(0.09) (0.05) (0.06) (0.03) (0.18)
Trade 0.02 0.07 0.06 0.09%* Tourism -0.07
(0.08) 0.13) (0.04) 0.04) 0.13)
Conflict area 0.03 -0.16 -0.03 0.21%** Trade 0.35%*
(0.03) 0.11) (0.04) 0.03) 0.17)
Hours dependents 0.01%** 0.01* 0.00 -0.00 Conflict area 0.87**
(0.00) (0.00) (0.00) (0.00) (0.40)
Hours household chores 0.01%** 0.01%* 0.01%** 0.00 Conflict area#Female -0.05
(0.00) (0.00) (0.00) (0.00) (042)
Matemity/patemity leave 0.01 -0.08 0.03 0.09* Hours dependents -0.00
(0.06) (0.10) (0.04) 0.05) (0.01)
Paid/sick leave (.23%** -0.09 0.02 0.04 Hours household chores 0.01
(0.07) (0.09) (0.09) (0.08) (0.01)
Subsidized housing 0.08* 0.15 0.01 0.02 Maternity/paternity leave 0.35*
(0.04) (0.10) (0.05) (0.06) (0.20)
Female Owner -0.10%* Paid/sick leave 0.18
0.04) 0.31)
Subsidized housing -0.09
Observations 317 67 317 390 0.25)
Standard errors in parentheses Constant 2. 34% %%
*¥% p<0.01, ¥* p<0.05, * p<0.1 (0.53)
Note: Barriers are coded as binary and the variation being measured is moving fromno barrier to lg)bsegva]t{ions ’ 0319304
. seudo R-square .
any barrier on the scale Log-likelihood 77

Robust standard errors in parentheses
*E% p<0.01, ¥* p<0.05, * p<0.1



Table 7c: Conflict margins

Barriers to
Growth:
Conflict
(Whole
Sample) -
margins'/se
No Conflict Male owner 0.23%%*
(0.04)
No Conflict Female Owner 0.14%%*
(0.03)
Conflict Area Male Owner 0.52%%*
(0.14)
Conflict Area Female Owner 0.37%**
(0.03)

Observations 390
Standard errors in parentheses
sk k p<0-01, ok p<0'05’ * p<0.1

Note: Barriers are coded as binary and the variation being
measured is moving from no barrier to any barrier on the
scale

Outcome: Adoption of Informal HRM Policies

In this section the paper examines the impact of firm and employee level
characteristics on the adoption of five informal HRM practices: gender equality policy,
maternity/paternity leave, subsidized childcare, paid annual/sick leave, and housing. The
results are in Table 8. While some characteristics significantly affect the adoption of small
businesses to say that they had more than one policy, the probability of having each policy
in place is mostly affected by different factors. It is important to note that maternity and

paternity leaves are legislated, while other informal HRM practices are not.
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Operating in the tourism sector positively affects the outcomes of interest,
increasing the probability of a business responding positively to having any HRM practice
in place, paid/sick leave, and housing by 27, 13, and 15 percent respectively. Compared to
other sectors, tourism in Myanmar is well known for having ‘more published government
policies relating to responsible business and sustainability than any other sector’
(Government Legal and Regulatory Framework). In addition, operators may come more
under scrutiny from customers and have more exposure to international standards than
other sectors in this paper. On the other hand, there is a reduced probability of a firm having
maternity/paternity leave, by 16 percent and housing subsidy by 25 percent, for those firms
operating in light manufacturing and trade. Indeed, housing is directly related to industry,
offered by 70 percent of non-farming agriculture firms, 86 percent in hospitality and

tourism, 46 percent in light manufacturing and 56 percent in trade and logistics.

Size of firm plays an important role in determining the adoption of informal HRM
practices. This is consistent with the literature (Ozturkler and Ozutku, 2009; Budhwar,
2000), which highlights how size is positively related to the adoption of HRM practices. It
seems that what is overall true for formal HRM practices also hold true in the context on
informality as well; the larger the firm, the more likely it is to have these practices in place.
A medium-sized firm (>10 employees) increases the probability of the firm providing
housing subsidy by 25 percent, while at the same time, a small-sized firm (6-10
employees), reduces the likelihood of the firm offering maternity/paternity leave (12

percent) and paid annual/sick leave (8 percent).
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Having documents to apply for a loan increases the chance of having a gender
equality policy, paid/sick leave and housing subsidy. This finding is also supported by the
literature which identifies the formalization of business as being conducive to the adoption
of HRM practices. As having loan documents is seen as proxies for financial and legal
stability, this indicates more stable firms are more likely to report having family-oriented
policies. A positive relationship between education and the provision of informal HRM
practices can also be seen. An owner who has completed high school or more is 12 percent

more likely to have a gender equality policy in place.

Female ownership reduces the probability of a firm providing subsidized childcare
by 12 percent, while for every hour spent carrying out household chores, the probability of

providing childcare increases by 1 percent.

Counterintuitively, some factors conducive to the adoption of formal HRM
practices also increase the adoption likelihood of informal HRM practices. Size and
formality — being two of the main drivers of the adoption of family-friendly policies — also
influence the presence of informal policies. In this case, sector of operation also matters,
but this could potentially be another channel through which formality effects the existence
of these policies. Factors that are, instead, determinant for gender and family related
policies, such as owner’s gender and share of female employees, seem to be less relevant
in this context. This could be explained by the fact that women entrepreneurs do not
perceive their gender as a significant barrier and as a result, may be less likely to adopt
policies to benefit the business and alleviate the burdens related to household
responsibilities.
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Table 8: Adoption of HRM policies

Probit Regression
Maternity
Gender and/or Paid annual
equality paternity Subsidized  and/or sick Housing
policy - leave - childcare - leave - subsidy -
margins'/se  margins'/se  margins'/se  margins'/se  margins'/se
Female Owner -0.07 -0.03 -0.12%** 0.01 0.09
(0.09) (0.06) (0.04) (0.06) (0.07)
High Education 0.12%* 0.06 0.03 0.03 -0.01
(0.05) (0.06) (0.06) (0.03) (0.07)
Small firm (6-10) 0.04 -0.12* -0.05 -0.08%** -0.02
(0.05) (0.06) (0.07) (0.03) (0.06)
Medium firm (>10) -0.02 0.15* -0.03 0.00 0.25%**
(0.08) (0.09) (0.07) (0.04) (0.06)
% of female employees 0.00 -0.00 0.00%* -0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
% of employees high education -0.00 -0.00 -0.00* -0.00 -0.00*
(0.00) (0.00) (0.00) (0.00) (0.00)
Loan documents 0.11%* 0.04 0.01 0.06%*** 0.08***
(0.04) (0.08) (0.05) (0.02) (0.03)
Firmhas a license/permit 0.00 0.01 0.13 -0.04 0.02
(0.12) (0.13) (0.09) (0.07) (0.11)
Age of firm -0.00 -0.00 -0.00 0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Light manufacturing 0.02 -0.16%* 0.06 -0.07* -0.25%**
(0.08) (0.07) (0.05) (0.04) (0.05)
Tourism 0.27%** 0.06 0.09 0.13* 0.15*
(0.07) (0.08) (0.07) (0.07) (0.08)
Trade 0.06 -0.10* 0.04 0.04 -0.08
(0.07) (0.06) (0.06) (0.05) (0.08)
Conflict area -0.06 0.03 -0.09 0.08 0.07*
(0.07) (0.10) (0.15) (0.07) (0.04)
Hours dependents 0.00 0.00 0.00 0.00 -0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Hours household chores -0.00 0.00 0.01%* -0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)
Observations 320 320 320 320 320

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Note: Clustered standard errors by township for each specification.

Gender equality index: gender equality, maternity and paternity leave and subsidized childcare.

Social policies index: all the gender equality policies plus sick and annual leave.

Subsidy policies index: house, food and transport subsidy.
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Chapter 5: Recommendations
This paper revealed a number of barriers and challenges that relate to women
entrepreneurs, as well as issues that affect both genders when operating a firm. The most
significant challenges for female business owners arise from their traditional household
and family responsibility role in Myanmar society, as well as their disadvantaged position
when seeking access to finance. The recommendations below are aimed helping address

some of these challenges.

Improving access to finance

Improve access to finance for women by sharing findings of this paper with banks,
MFIs and MMFA to raise awareness of gender gaps and provide support to create new
gender sensitive financial products for MSMEs. Despite MFIs being the most commonly
reported lending institution used by women in Myanmar, these organizations lack financial
products tailored specifically to women-owned enterprises. It is thus crucial that
Myanmar’s financial institutions are supported and guided, by creating financial products
tailored to the needs of women. Further, these products would help to reduce the reliance
on women using personal savings or informal lending sources to support their business, a

significantly more pressing issue for women than men.

Raising awareness
Increasing understanding of the impact that gender gaps have on private sector
development is crucial. As reported, women entrepreneurs do not recognize their own

gender as being a barrier to business growth despite evidence to the contrary, which
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highlights underlying issues such as limitations in access to finance and a far greater share
of household responsibilities as gender-specific barriers. To increase awareness of these
gender-barriers, culturally-sensitive messaging needs to be delivered both at the
institutional and societal levels, which this paper proposes to do through the following

proposed avenues:
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Chapter 6: Conclusion
Many factors contribute to the pervasive structural problems in Myanmar, with
social and cultural norms being deeply embedded in institutional and workplace
arrangements. Given this context, the policy challenge must center on how to bring about
societal change, thereby expanding economic opportunities in which women can engage,

particularly as leaders, entrepreneurs, and employees.

While the constraints faced by women entrepreneurs may not be immediately
apparent, certain gender differences come into play when the societal role of women is
considered. Women tend to face more barriers and challenges than men in several different
aspects, as seen from the analysis conducted. The major barrier to the emergence and
growth of women entrepreneurs in Myanmar is the cultural, gender-biased traditions
regarding the role of women in society. These include the time burden of household and
family responsibilities and the perception of their gender being a challenge for business
development. Household chores and family responsibilities disproportionately fall upon
women’s shoulders, and, as such, they are perceived as a much bigger barrier to business
growth than for men. When examining barriers to growth, there is a clear relationship
between the number of hours spent engaged in household chores and caring for family
members, and the perception of these activities as significant obstacles to business

development.

The societal role of women also translates into a general absence of respect for
women as entrepreneurs and business leaders, and a lack of a welcoming environment for

women entrepreneurs in male-dominated sectors. One example of the latter that stands out
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from the analysis is the reduced access to finance faced by women business owners. Banks
in general are not reaching out to the women-owned enterprise market and women are
disadvantaged in being able to meet collateral requests. Overall, women tend to face more
barriers and challenges in terms of their business size, which constrains them from

accessing finance—a key prerequisite for business growth—thus perpetuating the problem.

This paper highlights the importance of targeted interventions for women owned
MSMEs to move beyond micro businesses and to increase the overall participation of
women in the economy. This paper underlines the clear need for legal and regulatory
reform, but more emphatically, for awareness-raising and effective leadership to ensure
gender equality is understood and appreciated, and for incentives to encourage non-
discriminatory practices to enter the mainstream. An example of a key awareness-building
outcome could be enhancing an understanding of the wider economic benefit that increased
gender participation has on business and trade generally, potentially benefiting male-owned
businesses. Separately, an improved and more family-friendly business environment could
be partly achieved by a wider adoption and use of HRM policies. For instance, the paper
examines how the ability to take paid sick and annual leave reduces the perception of family
responsibilities as a barrier to business growth. Size seems to be the most conducive firm
characteristic to the adoption of the policies and overall good business practices. This
highlights the importance of providing women entrepreneurs with the appropriate
instruments, access to formal finance being one of the most important ones, to be able to

expand their businesses.

223



Overall, in Myanmar, women tend to face disproportionately more barriers to
operating and growing their business (with the exception of conflict, which affects men
entrepreneurs more), given the small size of their firms, additional household
responsibilities, reduced access to finance and lack of family-friendly work environments.
To overcome these challenges and foster business development, it is thus important that
awareness is raised and that policies, products and services that encourage better business

environments and development are put in place.
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Appendix A — Descriptive statistics table

Table 3b. Weighted average of barrier
perception (whole sample)
Family
responsibility |Gender Contflict
Male weighted
average 0.19 0.08 0.31
Female weighted
average 0.44 0.29 0.38

Note:The question asked to report out 5 (0 being no barrier at
all, 5 being biggest barrier) how m.uch these affected their

business growth.

In the sample:
24.5% of women and 10.5% of men reported family
responsibilities as a barrier

18.2% of women and 4.5% of men reported gender as a barrier

10% of women and 13.5% of men reported conflict as a barrier

Appendix B — Variable description

HRM policies

HRM policies: gender equality policy, maternity and/or paternity leave, subsidized
childcare, paid annual and/or sick leave, and housing subsidy are all binary variables that
take value 1 if the firm provides each or the combination of the policies, as in the case of

maternity and/or paternity leave.
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Gender equality policies index: this index is out of 4 points, it was created with
the summative approach (as all indices in this paper) and it is composed by gender equality,

maternity and paternity leave, and subsidized childcare.

Social policies index: this index is out of 6 points and it is composed by all
variables comprising the gender equality index, plus whether the firm provides sick and/or

annual leave.

Subsidy policy index: this index is out of 3 points and it is composed by the

variables asking whether the firm provides housing, food and transport subsidy.

Access to finance

Firm has bank account and documents to request loan: binary variables taking
value 1 if the firm has a bank account and if they have the necessary documents in place to

request a loan.

Good business practices

Business development index: this index is out of 12 possible points and it
comprises the following business development/management practices: whether in the past
3 months the owner has visited competitors to see what product they were offering and at
what price, asked customers for product suggestion, had a special offer to attract customers,
did any form of advertising, negotiate with supplier for lower price, and whether they have
written/computerized record-keeping system to check inventories, record purchases and

sales made by enterprise, have records to keep track of sales, know cost of each product,
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know which product makes the most profit, and have a written budget for enterprise

€eXpenscs.

Financial planning index: this is out of 6 points and it is composed of the
following binary variables: whether the business has documents to apply for a bank loan,
whether they have a sale target, and whether they prepare at least annually: profit and loss

statement, statement of cash flow, balance sheet, income and expenditure sheet.

Barriers to growth

Family responsibilities, household work, gender and conflict: These are all
ordered categorical variables ranging from 0 to 5, where 0 is no barrier and 5 is biggest

barrier. Businesses were asked to rate how each of these affected their business growth.

Covariates

Female owner — Binary variable taking value 1 if the owner of the firm is a woman.

High School education — Binary variable taking value 1 if the owner has completed

high school education or higher.

Small and medium firm — Binary variables taking value 1 if the firm has between

6-10 employees (small) and more than 10 employees (medium).

Percent of female employees — Share of female employees in the firm.

Percent of employees’ high education — Share of employees who have completed

at least high school or more.
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Firm has a license/permit to operate — Binary variable taking value 1 if the
business has a license. This is used as a proxy in the analysis for business

stability/formality.

Age of firm — Number of years the firm has existed.

Conflict area — Binary variable taking value 1 if the firm operates in a conflict

township.

Hours dependents and household chores — Reports the average number of hours
spent in a week looking after dependents: children, elderly, spouse etc. and the average

number of hours spent doing household work.

Has documents to request loan — Binary variable taking value 1 if the business
has the appropriate documents in place to request a loan. This is used as a proxy in the

analysis for financial stability of the firm.

Light manufacturing, tourism and trade — Binary variables reporting on the

sector of operation of the firm.

In the access to finance, business development and barriers to growth tables the

paper uses HRM policies as covariates.
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