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Executive Summary: Myanmar will continue to face challenges ahead

e Myanmar has faced multiple headwinds since the coup in February 2021. Against the backdrop of the COVID-19 pandemic, the
military interference has additionally induced a deep economic slump since last year.

e There are lingering uncertainties but there should be a semblance of political stability following the next general election which
is tentatively scheduled to be held in 2H 2023. This is mainly because we expect the military-backed political party to win the
election and form the next government — instead of a civilian government - and military leaders would occupy main positions
despite persistent opposition to the military dominance.

e Myanmar’s economy is showing signs of stabilizing in 2022; medium-term economic outlook remains gloomy. Targeted sanctions
would hinder not only economic liberalization and reforms but also foreign investment and support from international and bilateral
development partners. These will hurt Myanmar’s economic growth prospects.

e Businesses with long-term commitments in the country may consider different strategies to weather the challenges and adapt to
the new normal. Businesses may also re-examine new opportunities by adopting the Blue Ocean Strategy through creating an
uncontested market space and making the competition irrelevant. Initially, this could be done by exploring the product/market
expansion grid, where businesses can start to create a new market space by developing either new markets or product & services.
However, measures to contain risks, particularly, operational and exchange rate risks, should be in place.
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1. Political Development and Outlook

Myanmar remains in a state of political and economic turmoil despite a semblance of
stability since the coup on 1 February 2021

Despite cyclical improvements, the ongoing unrest and political conflicts are likely to persist, and this will continue to weigh on a full normalization of the economy against the backdrop of the
lingering outbreak of the COVID-19 pandemic. Although the timeline of the next general election has already been announced, we view that political uncertainties remain as anti-coup forces
remain strong and persistent. While the domestic outbreak of the pandemic has not been fully contained due to a relatively low vaccination rate by regional standards, political chaos and the
pandemic have continued to weigh on the economy and growth prospects.

1 Ongoing political turmoil

Leaders of the NLD government have been detained and charged with
several allegations since February 2021.

Civil disobedience movement (CDM), public resistance, and
demonstrations against the coup have been continue across the
country. Ethnic conflicts have been reignited and worsening .

Targeted sanctions from the West, particularly the US, the EU, the UK,
while other major powers — Russia, China, Japan, and ASEAN -
constructively engage with the military regime.

Both financial and non-financial assistance from development partners
—bilateral and multilateral - has been suspended.

The NLD party and other political groups have formed a shadow
government called the National Unity Government of the Republic of
the Union of Myanmar (NUG) and the People's Defense Force (PDF)
joined by the ethnic armed groups to resist the military. This has moved
Myanmar closer to a state of civil war.

In April 2021, ASEAN agreed on the 5-point plan for Myanmar internal
reconciliation and to appoint the bloc special envoy as mediator.
However, it is uncertain if this will be successful.

Source: Krungsri Research
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2 COVID-19 Pandemic

Myanmar has suffered from the COVID-19
pandemic driven by new variants amid
insufficient vaccine and medical supplies, and
public health workers.

The international community may have to
coordinate with the military regime to prevent the
country from being a super spreader state and to
contain new variants.

The outbreak has continued to hurt overall
economic activity, leading to the largest
contraction last year after a decade of high
growth.

As of April 2022, official number of new cases
have been falling (37 new cases, 7-day avg is 31
as of 18 April), suggesting the domestic outbreak
is contained. However, unofficial cases may be
higher as only 41% of the population has been
vaccinated.

3 Economic slump

The coup has suddenly dimmed
macroeconomic prospects. Business
environment has worsened given uncertainties
and the pandemic-induced recession.
Unemployment has ballooned and pushed a
large segment of locals back to extreme
poverty.

Foreign investment has been paused, delayed
and/or diverted.

In 2021, the CDM and nationwide unrest
paralyzed economic activity.

The financial sector has been severely
disrupted by the CDM, restrictions and
interventions by the regime.

Macroeconomic stability has been
undermined amid external challenges.



Political timeline: Key events

1. Political Development and Outlook

Timeline Event Details
1 February The military stage a coup in Myanmar and The National League for Democracy (NLD) achieved a second consecutive landslide win in national elections held on 8
2021 overthrow the civilian government led by Daw November 2020. One of the key policy agendas of the NLD in the election is to progressively reduce the power of the military
Aung San Suu Kyi. in the parliament.
NLD leaders and political figures have been The military however has accused that there are substantial fraudulent votes and “a number of irregularities” in advance
detained and charged with several crimes. voting. And these allegations are used as the basis for the coup on 1 February 2021, overthrowing the civilian government.
The 2008 constitution drafted by the military provides a number of key safeguards to protect military autonomy and power
including allowing military political inventions deemed necessary by the army leaders.

February The US, the EU and other major countries have The US and other major economies have introduced a series of targeted sanctions on the military leaders and related parties

2021- introduced a series of targeted sanctions against including the block of about USD1bn in foreign reserves at Myanmar’s central bank.

Present Myanmar military’s leaders and related parties. Since the coup, there have been four rounds of targeted sanctions against Myanmar by the EU. In the fourth round in
February 2022, the bloc imposed sanctions on high-ranking members of the Myanmar army, the current government, state-
owned companies supporting the army, as well as private companies including the Myanma Qil and Gas Enterprise (MOGE).

25 April Senior General Min Aung Hlaing attend the ASEAN and Myanmar agree to follow a five-point plan to tackle the political crisis the country. However, implementation has

2021 ASEAN Summit in Jakarta, Indonesia. been slow.

1 August Senior General Min Aung Hlaing becomes prime The State Administration Council (SAC) has been transformed into the caretaker government of Myanmar led by Senior

2021 minister in the caretaker government. General Min Aung Hlaing .

The caretaker government promised a multi-party election and to lift the state of emergency by August 2023.
4 August On 4 August, ASEAN foreign ministers agreed to ASEAN special envoy to Myanmar is tasked with ending the violence and opening dialogue between the military regime and
2021 appoint Brunei's second minister for foreign different political groups in the country.
affairs, Erywan Yusof, as special envoy to
Myanmar.

7 September Myanmar shadow government declares war on Duwa Lashi La, the ethnic Kachin politician who currently serves as the acting president of the NUG, has declared a “people’s

2021 military junta defensive war” against the ruling military junta by relying on the PDF, the NUG’s military arm.

7 January Cambodian Prime Minister Hun Sen’s visit to Myanmar government agrees to extend the ceasefire agreement with all ethnic armed organizations (EAOs) in the country

2022 Myanmar seeking to revive peace efforts that was originally set to expire at the end of February 2022, to the end of the year.

31 January State of emergency is extended by 6 months. Acting President Myint Swe approved the extension of the state of emergency upon military junta chief Min Aung Hlaing’s

2022 request, citing it was to prioritize state stability, the safety of people, and to build peace.

Source: Various sources compiled by Krungsri Research




1. Political Development and Outlook

Caretaker government promises next general election in August 2023

Key developments: The Number of Reported Deaths from Conflict and Demonstrations by Month
e Army Chief Min Aung Hlaing appointed himself prime minister in a newly-formed

caretaker government.
e The state of emergency — originally set to expire a year after the regime took over in

February — is likely to be extended to 2023. Promised a general election in August 2,000

2023.

e The State Administration Council (SAC) has been officially transformed into the
caretaker government and U Soe Win, the SAC Vice Chairman, is Deputy Prime

Minister. 1,500

e Gen. Min Aung Hlaing is a Burmese army general who has ruled

Myanmar since seizing power in the February 2021 coup d'état.
e The first Chairman of the State Administration Council (SAC). 1,000
e The 12th prime minister of Myanmar, following the formation of

a caretaker government on 1 August 2021.

February 2021:

500 Military coup

Implications and Krungsri Research’s Views:

e Market expects the the state of emergency to be extended. This move would likely
be triggered by ongoing internal political conflicts, especially between the military
and the NLD party, and between the military and various ethnic armed groups, as
well as public resistance. The political crisis will continue to worsen the economic
fallout and the healthcare crisis, triggered by the pandemic. 2018 2019 2020 2021 2022

e Based on these developments, we maintain that the next general election would
likely be held after 2023. In the event there is a general election, we expect the
military-backed political party to win and form the government, similar to what
happened in Thailand and during the administrations of President Thein Sein in 2011- Source: Armed Conflict Location & Event Data Project (ACLED)
16. Overall economic activity might only start to normalize in 2025 or later.

Note: Data up to 21 January 2022

Source: World Bank: Myanmar Economic Monitor, local media, BBC, Krungsri Research



1. Political Development and Outlook

Political uncertainties will be lingering, and a military-backed government will return

Political stability will be the key to ending the negative growth amid sporadic outbreaks. We expect political unrest to persist at least until the general election in 2023, as announced by the
caretaker government in August 2021. In the medium-term, the political scene remains uncertain because of several domestic issues. We paint several possible scenarios based on expected political
developments and expected roles of the shadow government.

Scenario analysis: Political outlook for Myanmar in the medium-term

Krungsri Research’s view

1. Pre-2015 Scenario (Thein 2. Post-2015 Scenario (A e Based on anticipated political developments and expected roles of the NUG,
Sein- Like Government) resumption of a civilian we paint 4 possible scenarios: (1) Pre-2015, (2) Post-2015, (3) Pre-2008: Return
« Political stability is largely government) of the military dictatorship, and (4) The status quo.

@ .S resumed as the election held. * A quasi-democratic administration e Since announcing the next general election would be held in August 2023,
= 5 * A military-backed party wins the resumed with a continued coupled with international pressure, the most likely scenario for Myanmar’s
= &" election (a quasi-civilian economic liberalization. political scene after 2023 will be the pre-2015 scenario where a military-
% government). e Economic reforms continued and backed political party forms the government (also known as a quasi-civilian
c *  Sanctions impede economic seme e nEttes el government which military leaders become civilians and occupy senior
g oz, : - - positions) as the National League for Democracy (NLD) Party could boycott the
= election (assuming the NLD is not dissolved) and there is still resistance from the
N shadow government. This would mean the return of partial political stability, but
£ 3. Pre-2008 Scenario (Returning 4. The status quo targeted sanctions and lack of international support could impede economic

§ of the military dictatorship) (Transformation of the State developments and reforms.
E * The resumption of the autarky Administration Council) e Another possible scenario would be the status quo. There will be no election
w = policy where the country follows * The current caretaker government in 2023 and the current caretaker government remains in power. This means
© = an economic of a self-sufficiency becomes a new administration. Myanmar will opt to integrate deeper with China, politically and economically.
- % system. * Closer economic integration and Currently, China is its largest economic partner. In addition, economic reforms
8 o « More sanctions imposed. political cooperation with China. would' be s!ower as international development partners would refrain from re-

= * Conflicts harm economic * Slow economic modernization. Sl s LR,
developments and growth e The other two scenarios - post-2015 and the pre-2008 - are unlikely to
prospects. materialize. On the former, aggressive political actions against NLD leaders,
political motivations of military leaders, and weak international pressure on the
military caretaker government, would rule out the resumption of civilian rule or
Continuing/persistent Discontinuing a quasi-democratic administration. On the latter, it would be challenging for
Myanmar to adopt the self-isolation approach in today’s global economic and
Actions and expected roles of the shadow government political environment.

Source: Krungsri Research
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2. Economic Development and Outlook

Myanmar’s economy is showing signs of stability in 2022; medium-term economic outlook
remains gloomy

The world Bank projects Myanmar’s economy would expand by 1% in 2022 (FY2021/22) following estimate 18% contraction in FY2021, as overall economic activity has started to normalize and
there are signs of stability. However, there are headwinds and lingering uncertainties, particularly on the political front. Over the medium-term, we expect growth to recover gradually. Myanmar’s
growth potential has been derailed not only by the pandemic but also the coup in February 2021. Based on World Bank’s latest report January 2022, Myanmar’s economy is estimated to be 30%
smaller than it might have been in the absence of the COVID-19 pandemic and the February 2021 coup. Hence, future political developments, including the next general election promised to be
held in 2023 and subsequent political transitions, will be the major determinants of Myanmar’s growth prospects and direction of its economy.

Myanmar’s Economic Projections

% share in GDP (2020) FY17/18 FY18/19 FY19/20 FY20/21e FY21/22f
Real GDP growth, at constant factor prices 6.4% 6.8% 3.2% -18.0% 1.0%
Agriculture 22.0% 0.1% 1.6% 1.7% -12.5% -3.2%
Industry 36.3% 8.3% 8.4% 3.8% -20.3% 3.3%
Services 41.8% 8.7% 8.4% 3.4% -18.9% 1.0%
Inflation (Consumer Price Index), year average 5.9% 8.5% 5.8% 3.6% 8.7%
Inflation (%YoY), Year end 8.6% 9.5% 2.0% 7.3% 6.7%
Current Account Balance (% of GDP) -4.7% -2.8% 0.1% -2.7% 0.7%
Fiscal Balance (% of GDP) -2.9 -3.7% -6.6% -8.8% -9.0%
Public Sector Debt (% of GDP) 38.4% 37.5% 41.6% 57.2% 63.5%

Note: Based on the latest projection of the IMF in April 2022, the economy is expected to expand by 1.6% in 2022 and 3.0% in 2023, following a deep contraction of about 18% in 2021.

Source: World Bank, Krungsri Research
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2. Economic Development and Outlook

High-frequency data indicates a gradual economic recovery amid the lingering pandemic
outbreak and the political conflicts

Latest high-frequency data, including Google Mobility Trends and Purchasing Managers' Index (PMI), confirm the gradual normalization of Myanmar’s economic activity following more than 2
years of economic slump. But despite that, overall economic and business activities are expected to remain anemic due primarily to persistent COVID-19 outbreaks in the country, political conflicts,
and ongoing public opposition to the military government. In addition, with the uncertain business environment and targeted sanctions imposed primarily by the US and the EU are discouraging
new inflow of foreign investment and have prompted several major MNCs to exit the country.

Google Mobility Data Changes Manufacturing PMI
(% change from baseline, 7-day ma) (PMI > 50 indicates expansion compared to previous month)
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2. Economic Development and Outlook

Tentative signs of economic stability in key sectors suggest demand- and supply-side
weaknesses have diminished, but recovery remains fragile

Myanmar is structurally a domestic-oriented economy. On the demand side, household consumption which accounts for about 70% of real GDP has played a vital role as a growth driver, along
with investment and exports. And on the supply side (2019), the services sector accounted for about 42% of real GDP in 2019, and the industry and agriculture sectors accounted for 36% and
22.3%, respectively. If the impact of the ongoing political unrest on the macroeconomy is contained, the economy would recover gradually in the medium term. However, it remains questionable if

recovery would be sustainable because of several internal and external risks.

Structure of real GDP: Expenditure side (% share) Structure of real GDP by sector (2019, % share)
160 41.7
- E E OE
32.5
30 31.6 30.4 29.2
40
0
-40
2016 2017 2018 2019
H Total Consumption Total Investment B Change in Stocks
W Exports Imports B Statistical Discrepancy

Source: CEIC, Krungsri Research, World Bank
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2. Economic Development and Outlook

Slow vaccination rollout could retard economic normalization

The relatively slow rollout of COVID-19 vaccination program and shortage of high-efficacy vaccines are among the major headwinds hindering Myanmar’s economic normalization. As of 7
April, the share of the population which has completed the initial protocol (2 doses) was only 40%, the lowest among ASEAN peers. Despite reporting less than 100 new cases per day, there is
speculation the actual number could be much higher given the latest outbreak is dominated by the Omicron variant and the small number of tests conducted per day. This could delay not only
the normalization of domestic activity, but also country reopening to cross-border tourism in mid-April.

Brunei
Singapore
China
Cambodia
Japan
Malaysia
Vietham
Thailand
United States
Bangladesh
Lao PDR
India
World
Indonesia
Myanmar

Share of population which has completed
initial COVID-19 vaccination protocol (%)

Share of population which as completed initial COVID-19 vaccination protocol
as of 7 April, 2022

as of 7 April, 2022
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80
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60
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40
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Total number of people who received at least one dose, divided by the population of the country.

Source: Our World in Data, CEIC, Krungsri Research
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2. Economic Development and Outlook

Plans to reopen Tourism sector in mid-April but ongoing unrest and political conflict could
deter foreign tourists

In March, the military government reportedly planned to resume international commercial flights and reopen for cross-border tourism starting 17 April. According to the official statement, the
objective was to improve the country’s tourism industry and to facilitate cross-border transportation. Prior to the pandemic, Myanmar’s tourism sector was starting to grow with total arrivals
reaching 4 million and the tourism receipts reaching 4% of GDP in 2019. In addition, the sector was another major source of foreign exchange revenues for the country. However, reopening will
be challenging due to ongoing political conflict, targeted sanctions, limited commercial flights, and a one-week quarantine requirement.

Tourism Revenue ( % of Nominal GDP, 2019) Myanmar: Tourist arrivals
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2. Economic Development and Outlook

Cross-border trade has been disrupted; multiple headwinds, including sanctions, make it
challenging to grow exports

Since the coup, international trade has been disrupted by logistics bottlenecks, border closures and restrictions, particularly at the Chinese border as a result of strict COVID-19 control
measures, restrictions on cash transactions introduced by the Central Bank, and political unrest across the country. Despite signs of stabilizing, near-term trade will remain weak because of
existing and emerging external challenges, including the Russia-Ukraine conflict. In addition, Myanmar has introduced restrictive measures to limit imports of some consumer goods such as drinking
products, soap, soap powder and toothpaste from Thailand. In September 2021, the authorities introduced new restrictions on car imports and other capital goods. These are aimed at stabilizing
the local currency and preserving foreign exchange reserves. In the medium-term, Thai businesses would find it more challenging to conduct business with their Myanmar counterparts because of

several potential risks, including (i) weaker domestic demand and slow economic recovery in Myanmar, (ii) sanctions and risks of more capital controls, (ii) volatile MMK currently, (iv)
macroeconomic and financial instability, and (iv) policy uncertainty.

Foreign trade development (% YoY, 3mma) Goods Trade (% of GDP, 2020)

© ~N
N o
50 SRS
a
40 ’,\
0 0" X
20
]
(]
10 .
0 i
10 ) 1
- \ '
-20
-30 Domestic Exports Exports
-40 = = = Re Exports Imports \ C QR R L PR ENO L e e LR LR
N E LS 3 T & & S @ E
AR GG R SIS IS 2 ¥ O
=0 &® S & A \i&@ \ \& \e\ R RS
A o o o o o O O O O O O «H o oA oA o P ] RS RS R
S 9 9 9 9 9 o494 g 44 g o g g g g o o o Q\@\
5 5 5§ 2 § 3 5 5 58 3 § 38 5 58 5 3 § S &
- =2 = w oz - = S wo oz - = S n $’bo$
o N
>
Source: CEIC, Krungsri Research

15



2. Economic Development and Outlook

FDI inflows would be weak due to a worsening business environment, which could
dampen the country’s external stability

Myanmar, like other developing countries, has been dependent on foreign investment to drive industrialization and to finance its current account deficits. Since reopening to the global
economy, the country has run twin deficits — fiscal and current account. Political disruptions leading to a worsening business and investment climate could divert foreign direct investment away
from Myanmar. The diversion is expected to happen primarily in the manufacturing sector which is dominated by the export-oriented and labor-intensive garment and footwear industries which
currently account for over a third of Myanmar’s total exports. Without sufficient FDI inflows, external stability will be more vulnerable as current account deficits will widen and the USD/MMK
exchange rate would continue to depreciate.

Twin deficits (% of GDP) Current Account Balance (USD mn)
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2. Economic Development and Outlook

FDI commitments will drop; international firms will continue to exit Myanmar as the
business environment worsens

The coup has crimped FDI prospects in Myanmar and the business environment has been severely hurt by targeted sanctions by the US, the EU and other major economic partners. Against this
backdrop of uncertainties, the country’s long-term growth outlook has dimmed considerably. Multinational firms have continued to announce the suspension or termination of operations in the
country. Their departure would reduce employment and new job creation, as well as prevent access to foreign expertise and technology. According to the World Bank’s latest publication dated
January 2022, given the uncertain business environment, actual FDI inflows — which amounted to just under half of total FDI commitments between 2014 and 2020 — are expected to drop
throughout 2022. This would mean insufficient funds to finance the current account deficit, which could jeopardize the country’s external stability if the situation continues to persist.

Net FDI inflows and Current Account Balance (% of GDP) Some firms are suspending business operations in Myanmar
; . following the February 2021 coup
Net FDI Inflows (RHS) (inverted) == Current Account Balance
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Source: CEIC, Trade Map, World Bank, Krungsri Research
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2. Economic Development and Outlook

Halt in inward FDI could not only hurt growth but also derail industrialization plans and

development of the manufacturing sector

Myanmar had enjoyed and benefited from foreign investment, especially since reopening to the global economy in 2011. However, political uncertainties induced by the coup in February 2021
have delayed new inflows and diverted most foreign investment to neighboring destinations. The diversion has been observed in the labor-intensive manufacturing sector, namely the garment
and footwear industry. There have also been multiple rounds of divestment by MNCs in key sectors including power, oil & gas, and manufacturing. Without FDI, the development of the
manufacturing sector and industrialization plans could be held back. This would mean missing opportunities to generate jobs and income for the sizeable young population. It could also stall basic

infrastructure development, including power and electricity supply.

Structure of approved FDI by sector
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2. Economic Development and Outlook

Garment, textile, and footwear (GTF) production which has driven Myanmar’s export
growth over the past decade might be relocated to neighboring countries

In line with economic developments in neighboring countries, the textile and clothing industry has supported Myanmar by driving its industrialization efforts, exports, employment, and
income, as well as economic growth. In the past decade, the high-growth GTF industries have contributed significantly to the country’s export. However, due to political uncertainties and targeted
sanctions, the country’s garment and footwear industry is likely to be hit severely by the diversion of foreign investment. This is already reflected in the series of weak Manufacturing PMI data.
Some GTF producers have moved to other parts of the region, like Cambodia and Vietnam.

Sources of Myanmar’s export growth by major product Growth Potential of the GTF Sector in some of Asia’s Largest
group (ppt) Exporters of GTF Products
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2. Economic Development and Outlook

In addition, targeted sanctions by the EU and the US — Myanmar’s major export markets
for GTF products — could dampen the industry’s development prospects

The share of Myanmar’s exports to the EU and the US have surged following the lifting of sanctions on Myanmar, reaching 15.5% and 5.1% of total exports, respectively,
in 2020. The two economies are not only the key markets for GTF products but also major sources of direct investment for the garment industry. The targeted sanctions and supply chain
bottlenecks, in addition to political unrest, will deter inward FDI and development prospects for the industry.

Myanmar’s key export markets Sources of export growth by major market (ppt)
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2. Economic Development and Outlook

Fiscal deficit will remain sizeable due to dim growth prospects and other challenges

The government budget deficit is expected to be large in the medium term because revenue will drop sharply which expenditures will rise to address the pandemic-induced economic slump. In
addition, the political disruption in February 2021 has had ripple effects and led to nationwide unrests, which have hurt domestic economic activity and long-term growth prospects and prompted
the exit of several large multinational companies (MNCs). The dual shocks have had marked implications on public finances, leading to a steep drop in revenue, slower spending execution, and
greater need for financing. Given the sizeable drop in tax revenues and limited funding options, the government would have to borrow more from the central bank. However, more debt
monetization by the central bank would add pressure on the exchange rate and overall macroeconomic stability, as well as encourage dollarization in the country.

Aggregate fiscal balance 2014-2021 (% of GDP) Revenue breakdown, by type (% of total revenue)

Income mm Expenditure ——Balance (RHS) B Non-tax Commercial and specific goods tax 1 Income tax
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(PA) (PA) (PA) (PA) (PA) (TA) (est.) annualized)

Note: BE = budget estimates; PA = provisional actual; TA = temporary actual; e = estimate; SEE = state economic enterprise. The provisional actual figures are reconciled with bank statements from the Myanmar Economic Bank.
Typically, changes between the TA and PA are not large. Income reported in the quarterly reports includes collection by the central and subnational governments.

Source: CEIC, World Bank, Krungsri Research
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2. Economic Development and Outlook

Debt monetization by the central bank could fuel inflation and dollarization in the country

Looking at data on the central bank’s balance sheet, net foreign assets (NFAs)Y have been rising since 4Q2020 (chart on left) and driven the recent surge in money supply (chart on right). The
surge in NFAs is due mainly to the IMF’s financial assistance for Myanmar to address the COVID-19 pandemic, about USD700mn. In case of Myanmar, an increase in any item on the asset side
had caused money supply to surge. The recent increase in NFAs has translated into larger money supply on the liabilities side with a rapid rise in currency in circulation. Going forward, the central
bank’s weak sterilization intervention in the money market, any increases in net claims on the central government due to debt monetization will add to inflationary pressure in the country.

Sources of money supply growth (ppt) Contribution to growth of money supply (MO0) (ppt)

Other Items (Net) Other Liabilities to Other depository Corporations
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Note: 1/ According to the IMF, in many countries the net foreign assets of the monetary authorities are equated with the net official international reserves, the definition of net foreign assets is broader than the definition of net official international reserves.
Source: IMF, CEIC, Krungsri Research




2. Economic Development and Outlook

Currency in circulation has surged and will add to inflationary pressure if debt
monetization by the central bank climbs further

Given the small share of tax revenue, exit of multinational companies, domestic economic slump, and financing challenges created by targeted sanctions, the military government is likely to
seek financial support from the Central Bank of Myanmar (CBM) to finance its sizeable budget deficit through monetization. This had led to “periods of high inflation” and “domestic

dollarization” in the past. Despite restrictions on cash withdrawals imposed by the central bank, there has been a surge in currency in circulation following the coup in February 2021. In addition,

the military has appointed a new top management team to the CBM to take control of monetary policy.

Growth in money supply (ppt)

Currency in Circulation
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2. Economic Development and Outlook

USD/MMK exchange rate will fundamentally depreciate in the medium term; there might
be more restrictive measures to counter the weakening kyat

The USD/MMK exchange rate has been stable recently after persistent depreciation since February 2021. Following the coup, the kyat had tumbled in September 2021 and the USD/MMK
exchange rate had dropped to a new low of 2,400 kyat since the exchange rate unification in 2012. On 9 November 2021, the CBM issued an instruction demanding all banks and authorized money
changers to trade foreign currencies within the reference rate = 0.5 % set by the CBM to stabilize the currency, in addition to occasional intervention in the foreign exchange market. This helped to
reverse the weakening trend. On 3 April 2022, the central bank issued a regulation demanding all foreign currency in bank accounts to be converted into local currency within one day to help to
stabilize the exchange rate and ensure adequate USD liquidity in the country. But fundamentally, the kyat will continue to depreciate as the current account deficit would widen as Myanmar is a net
importer and the military government has failed to maintain public confidence in the local currency and the banking system. We also see high probability of more restrictions and/or capital
control measures to reverse the weakening currency.

USD/MMK Daily Exchange Rate (as of April 2022) Balance of payments (USD mn)
Current Account (CA) Capital Account
CBM: Reference Rate: USD s Financial Account Net Errors and Omissions
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Source: CEIC, Krungsri Research, Local Media, Central Bank of Myanmar, World Bank, IMF
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2. Economic Development and Outlook

Officially allows direct payments in Chinese Yuan and Thai Baht to settle border and cross-
border trade to ease USD liquidity shortage

The CBM has recently allowed direct payments in Chinese Yuan and Thai Baht to settle border trade with China and Thailand, respectively. According to the CBM, this would help to facilitate
bilateral trade, flow of goods, and payment and settlement system, as well as promote the use of local currencies between Myanmar and its two key trading partners. In addition, designated
banks have also been allowed to open Chinese Yuan and Thai Baht accounts for importers and exporters to facilitate settlement of cross-border trade. China and Thailand are among the top trading
partners and investors in Myanmar. In our view, this policy is aimed at easing the shortage of USD liquidity in the domestic market. Insufficient USD supply has put downward pressure on the
USD/MMK exchange rate since February 2021. Traditionally, the Chinese Yuan and Thai Baht have been used for border trade settlements by local traders. While there are benefits to reducing
dependence on USD through the official endorsement of the Chinese Yuan and Thai Baht, allowing those currencies to be used for direct payment could backfire by fueling dollarization in the

country.

P Myanmar’s key trading partners (% share of total, 2020) % Share of accumulative permitted value (2004-2021)
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2. Economic Development and Outlook

Kyat will continue to depreciate due to weak macroeconomic fundamentals

Due to uncertainties surrounding political developments and the economic outlook, long-term movements of the official USD/MMAK exchange rate could head in several directions depending

on different development scenarios. As of 8 April 2022, the USD/MMK reference rate was 1,850 while the unofficial USD/MMK exchange rate was reported to be more than 2,000.

Daily USD/MMK exchange rate (CBM: Reference Rate)
as of 22 April 2022
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Note: 1/ According to the CBM'’s latest notification on 3 April 2022, it demands that foreign exchange earned by locals in
Myanmar must be deposited in accounts at licensed banks and exchanged for the local currency within one working
day. This could reflect a severe shortage of forex liquidity in the country.

Source: CBM, CEIC, Local media, Krungsri Research

Expected long-term trend of official USD/MMK exchange rate given
different political development scenarios

. i ili . L babilit
1. Pre-2015 Scenario High probability 2. Post-2015 Scenario

e Exchange rate is expected to remain
weak due to a vulnerable external
position. In the medium-term, the
USD/MMK exchange rate could move
within 1,700-2,500 subject to the CBM’s
occasional intervention and reserve
adequacy. °

e Inward FDI and other fund flows would
not resume fully in the medium term
partly due to sanctions.

o High risk of capital controls?/.

USD/MMK exchange rate could
gradually revert back to its trend and
move within 1,450-1,550 as FDI inflows
and other fund flows would return to
the country in the medium term.

It would take some time to attract FDI
inflows and restore confidence of
international investors.

4. The status quo Medium probability

3. Pre-2008 Scenario: Return of military
dictatorship

e USD/MMK exchange rate could continue
to depreciate beyond 3,000 due to low
reserves and a drop in FDI inflows.

e Military government might re-introduce
foreign exchange certificates (FECs) to
preserve USD liquidity.

e Parallel exchange systems could emerge.

Exchange rate would remain weak due
to a vulnerable external sector and lack
of fund flows to support the currency,
especially FDI inflows.

Might re-introduce foreign exchange
certificates (FECs) and risks of capital
controls remain high.

USD/MMK exchange rate could move
above 2,500.
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2. Economic Development and Outlook

Price stability will be hurt by the weak currency, elevated global oil prices, and supply
chain disruptions amid a growing money supply

Myanmar is expected to face surging inflation, driven mainly by supply-side factors. Based on the latest available official data, inflation has surged to 12.6% YoY in December 2021. In addition,
inflationary pressure will remain elevated due primarily to strong pass-through effects of the weaker kyat especially the unofficial exchange rate, surging global energy prices, lingering supply chain

bottlenecks, conflict-induced food supply shortage, ongoing political unrest, and higher debt monetization by the Central Bank. The elevated price pressure will not only curtail domestic demand
but also harm overall macroeconomic stability.

Inflationary pressure (%YoY) Inflation and USD/MMK exchange rate
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Source: CEIC, World Bank, Krungsri Research
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2. Economic Development and Outlook

Medium-term economic outlook: Growth prospects will be dim

Going forward, political developments will dominate international investors’ decisions in conducting business in Myanmar as well as significantly shape the country’s medium-term economic
outlook. Given several uncertainties surrounding the political trajectory, we illustrate different scenarios for Myanmar’s economic development based on possible targeted economic sanctions and
expected progress of economic modernization under a new administration following the general election in August 2023.

Scenario analysis of Myanmar’s economic development . ..
Krungsri Research’s view

1. Stalled economic 2. Slower growth e Political developments in Myanmar will be a key consideration for foreign
v modernization e Economic reforms continue. investors and will be the main determinant of international and bilateral
g e Economic development and e Economic sanctions hinder development partners’ decisions to resume engagement with the country.
- modernization is likely to halt. modernization and Given ec-onomic sanctions -and lack of support from its partners, efforts to
b e Restrictive economic and financial liberalization modernize the economy will be slow.
= sector measures ® More reliance on China e We paint 4 possible scenarios based on possible targeted sanctions and the
wfll = e Long-term growth prospects e Diversion of FDI expected progress of economic liberalization: (1) Stalled economic

g = deteriorate. - Lo'ng—ternr.1 growth prospects modernization, (2) Slower growth, (3) The status quo, and (4) Gradual

= =) will deteriorate. normalization of economic modernization.

§ e In all scenarios, due to insufficient inflow of foreign investment and current

- external settings, Myanmar is expected to face economic and financial

% 3. Status quo 4. Gradual normalization challenges including internal and external instability, which would weigh on its

o0 e Renewal of conservative policies. e Slow economic development long-term growth prospects.

s g e Minimal progress in economic and liberalization due to partial e Assuming the next general election will be held in August 2023 and a military-
= liberalization sanctions. Reforms continue. backed political party would form the government (military leaders expected
> e Normalization of some foreign e Normalization of some foreign to occupy several senior positions), this means targeted sanctions would
© investment due to partially-lifted investment remain in place and continue to hinder economic liberalization, foreign
+ sanctions. e Political risk becomes a key investment, and support from international and bilateral development
S e Long-term growth prospects concern for investors partners. As a result, Myanmar’s medium-term economic growth prospects

deteriorate. would likely deteriorate compared to before the coup, while economic reforms
will be slow. We view that scenario 2 - slower growth - is the most likely to
materialize.
Unchanged Slow e We also expect Myanmar to turn to China to develop key infrastructure

projects and for foreign investment as most inward FDI from other sources

Expected progress of economic modernization under a new . . . .
P pros could be diverted to neighboring countries.

administration (vs current regime)

Source: Krungsri Research
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3. Implications for Business Strategies

Businesses must consider different strategies to weather the challenges and adapt to the
new normal in Myanmar

Myanmar is deeply integrated politically and economically with the international community since reopening in 2011. This would prevent the country from reverting to the autarky model
adopted during the military dictatorship in the 1990s. Therefore, economic and political developments will improve sooner or later. Hence, businesses may have to consider different strategies
to weather the short-term challenges and to adapt to the new and evolving business environment in Myanmar depending on their investment value and commitment.

Different scenarios for foreign businesses operating in Myanmar amid turbulence

Long-term investment commitment

e Downsize and hibernate, or
e Maintain core business and
look for new opportunities

1 Adapt to new business
environment

Low value of investment/ High value of investment/
sunk costs G Exit the market sunk costs

Short-term investment commitment/
facing too many challenges

Source: Krungsri Research
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3. Implications for Business Strategies

Blue Ocean Strategy should be adopted to guide businesses with long-term commitments
to seek emerging opportunities in Myanmar

In a time of crisis, instead of competing in the red ocean, businesses could reconsider business opportunities to create an uncontested market space and make the competition irrelevant. This
could be initially explored through the product/market expansion grid where businesses could start to create a new market space by either developing new markets or products and services.

4 Types of Market Product/Market Expansion Grid

Everyone knows goods
A Products/services
o Existing New
Not a target market Red Ocean >
. B. Products and services
Existing A. Market penetration develooment
You do not realize You know goods (core enhancements) _ P _
p > @0 Extend  (emerging capacity)
S
© lExtend
(2 =
Undiscovered market Blue Ocean New C. Market development
(emerging markets)

v
Everyone does not know

Source: Krungsri Research




External Factors

3. Implications for Business Strategies

Addressing customers” pains and seeking new growth engines in emerging trends
could offer new business opportunities in a challenging environment

Following a turbulent year, businesses may use the TOWS matrix to help identify and explore new business strategies based on their strengths and emerging opportunities. In
addition, to achieve growth targets in the near-term, businesses should focus on addressing customers’ pains in the current or adjacent market space by offering the appropriate
solutions to customers. In the longer-term, it is necessary for businesses to adapt to a new normal and explore new opportunities in emerging trends in the country. However,

there must have firm measures to reduce risks, particularly, operational and exchange rate risks.

Using TOWS Matrix to help indentify strategies

Internal Factors

Strenghts (S) Weaknessess (W)

Opportunities (O)

Use strengths to
maximise
opportunities

Reduce weaknesses
to develop
opportunities

Threats (T)

Use strenghts to
reduce threats

Avoid threats by
reducing
weaknesses

Source: Krungsri Research

Managing business in a crisis

Survival

Short-run 1. Survival mode
(shocks)
Long-term 2. Adapt to new
(Economic slump/ challenges
recession)

Growth

3. Solve

customers’ pains

4. Adapt to new
normal

Businesses may seek
opportunities in
emeringing trends.

)

Business
opportunities may
be created by

offering appropriate

solutions to ease
customers’ pains.
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