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" SITPAN SAMAN DANAN NUTEE"

NO OTHER WEALTH EQUALS THAT
OF TECHNOLOGICAL KNOWLEDGE

— LAW KA NEE TEE
(Ancient Burmese Book of Worldly Wisdom)
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Preface

The second half of the twentieth century has been a period of great acceleration
in world economic growth. Particularly remarkable has been the fact that, unlike
earlier times, this acceleration was shared by a large number of countries in al
parts of the world and at al levels of income. Indeed, the poorer countries tended
to grow fagter than the rich, and hence to catch up with the latter, so that there
was even talk of a universal convergence to a common high standard of living
in al countries.

However, in some countries, economic development was rather disappointing
in this period. Particularly noteworthy inthisrespect is the case of Burma. Burma's
underdevelopment is closely connected to the take-over of political power by a
military juntain 1962. The people of Burma have since then been under tremen-
dous oppression by the military dictatorship. Even though Burmais a country with
rich natural resources, prosperity has during the last decades diminished and
income declined below levels of acceptance.

Together with the excessive crimes against human rights taking place in
Burma, the economic underdevelopment is a matter of concern to political leaders
and professional economists everywhere. It is, of course, of particular concern
to the Burmese people themselves, both those who live in the country, and those
who have travelled to other parts of the world. Therefore, it is a matter of great
importance to analyse the main factors which have stood in the way of Burma's
participation in the world-wide surge of economic growth in the past half a century,
and even more importantly, to devise ways in which the country can overcome
these obstacles and achieve a higher rate of economic development.

It is towards this objective that the present report makes an important con-
tribution. It isin fact a study undertaken by Burmese scholars themselves. Hence
they have brought to this study their own rich and personal knowledge of the
problems of the country and the possibilities that lie ahead. Additionally, most of
the scholars who have undertaken the present study have in fact travelled widely
and achieved high professional recognition as development specialists in the
leading universities of the world. They are thus able to combine their intimate
knowledge of the country with the latest advances in economic science in order
to give us some deep insights about the best ways to advance the future devel-
opment of Burma.

What follows is not a plan for economic development as it is commonly
understood. In that sense, a plan consists of definite targets to be achieved,
schedules for the implementation of various programmes, the mobilisation of
adequate resources for the purpose, and schemes for the appraisal and control of
the results. But planning in this sense is not something which can be efficiently

Xi



Xii PREFACE

undertaken by a small group of scholars who are not in active collaboration with
those responsible for the implementation of plans. Thisis particularly the case with
those scholars who have been away from the country in recent years.

However, what such a group of Burmese scholars can do, and have done in
this study, is to think through the problems of developing the country in the long
run, taking into account Burma's own historical experience, the changes which
are taking place in the outside world, and to investigate the likely scenarios or
trends for the future, and thus come up with a vision of what to aim for and an
approach and sense of direction for the long term development of Burma. This
will give political leaders, both those inside the country who are responsible for
designing and carrying out its policies, and those in donor countries abroad who
can assist this effort by the scale of their financia and technical assistance. Such
strategic studies have been undertaken in countries as far apart as the United States
on the one hand, and Chile on the other. Nearer home, such studies have been
used by the governments of Singapore and Malaysia as the basis of their more
specific policies. It is in this sense that the present study will serve as a useful
basis for further thought and discussion by al concerned with the future welfare
of the people of Burma. A welfare that can take place nor survive without political
changes in the country.

This research program was made possible through a grant from the Swedish
International Cooperation Agency.

Jan Hodann
Program Manager for Asia
The Olof Palme International Center
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CHAPTER ONE

| ntroduction

For most of the second millennium Burma has been one of the most cohesive and
dominant socioeconomic entities of Southeast Asia. The country was unified as
long ago as the reign of King Anawratha (1044-77) at the time of the Norman
conquest in Britain. The influx of Theravada Buddhism from Ceylon gave the
country a cultural and belief system that has endured to the present day and that
it shares with its neighbors in Thailand, Laos and Cambodia. The successive
Pagan, Toungoo, Ava and Konbaung Dynasties carried Burmese arms and influ-
ence into the territories of her neighbors and won the respect and fear of Western
merchants and mercenaries. Even after the colonial conquest and occupation of
Burma by the British in successive stages during the 19th century, the Burmese
economy outperformed its neighbors in the export of rice, timber and other primary
products. In terms of human capital, Burmese literacy was aways exceptionally
high, and modern education during the colonial period was at an advanced level
despite being restricted to a narrow €lite.

The statistics in Table 1.1 showing per capita exports and imports of Burma
in comparison with Siam (Thailand), Netherlands Indies (Indonesia), Indochina
(Vietnam), British Malaya (Malaysia), India and China for the years 1936-39
shows that Burma's exports were approximately double those of Indonesia and
Thailand, three times as high as Indochina, six times as high as India and 25 times
as high as China.

Only British Malaya, with tin and rubber resources and a small population,
was substantially higher than Burma by this index of development and links to
the world economy.

Table1l1 Per CapitaForeign Tradein Southeast Asia, Indiaand China (Annual Average
1936-39 in US$).

Exports ($) Imports ($)
Burma 12.65 5.60
Sam 5.10 355
Netherlands Indies 6.70 4,00
Indochina 4.05 2.60
British Malaya 75.55 63.00
India 2.00 160
China 0.40 0.70

Source: J.R. Andrus, Burmese Economic Life, Stanford University Press, 1947.
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Figure 1.1 Changes in Per Capital Income.

Even though it was substantially devastated from being fought over twice in
World War Two, by 1950 Burma was not too far behind Thailand by most
economic and development indicators. From 1950 to 1995, however, the diver-
gence in per capita income levels had become dramatic, as shown in Figure 1.1.
Per capita income had increased fivefold in Thailand and doubled in Indonesia
while it had barely moved in the case of Burma. Figure 11 also shows that growth
rates did not diverge from 1950 to 1965 but did so increasingly theredfter.

The period from 1950 to 1962, in retrospect, was a "golden age" of post-war
Burma. The eight-year "Pyidawtha' Plan saw solid achievements in infrastructure,
agriculture and industry, despite failing to meet its ambitious targets because of
the collapse in the price of rice after the Korean War boom.

The military takeover that ended parliamentary rule in 1962 ushered in the
disastrous era of the "Burmese Way to Socialism". Nationalism was carried to the
ridiculous extreme of taking over petty retail trade and binding all the productive
sectors of the economy in atight straitjacket of controls and regulations. Foreign
trade stagnated or went "underground". Popular discontent finaly erupted in the
demonstrations of 1988 that were put down by the new military regime that styled
itself the State Law and Order Council (SLORC). Socidism was presumably
abandoned and a new era of openness to market forces and the international
economy was declared. It should be noted, however, that the government has
retained a battery of controls and regulations over all aspects of the economy. The
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alleged "openness’ is highly selective and in effect is only with enterprises in
which the military regime participates either directly or indirectly. It is very far
from being an "open market economy” in any usual sense of the word. The
Burmese military has understood that its collective ingtitutional interest is better
served by partialized and less transparent collaboration with foreign governments
and enterprises than by the rigid socialism that it attempted to implement previ-
oudy.

The abandonment of socialism and the selective opening to global market
forces did produce a one-time spurt in exports and foreign capital inflows that
is now dissipating. The revenues were largely spent on the military. The stock
of foreign debt and interest payments continues to mount. A major effort to attract
tourism, the "Visit Myanmar" Year, was launched with much fanfare but has
essentially collapsed. Only natural gas exports to Thailand from the Gulf of
Martaban through the controversial pipeline gives any prospect of success to the
economic policy of the regime. The government has also lost control of public
finances. Inflation is rampant and the free market rate of the kyat has fallen by
300 per cent, compared with the same free market rate in 1994.

In the following pages we will first review the main legacies and lessons of
economic development in Burma during:

The Legacy of the Past

(i) The Colonial Period

(i) The Regime of Parliamentary Democracy 1948-62
(iii) The Burmese Way to Sociaism 1962-88

(iv) The SLORC Regime

We will then go on to present an overview and policy framework for the entire
development of the economy. Our vision and strategy for the future with respect
to the following economic sectors shal be dealt with in detail:

Vision and Strategy for the Future

@) Agriculture

(i)  Industry

(i)  Natural Resources and the Environment
(iv)  International Trade

(v)  The Monetary and Fiscal Framework
(viy Poverty and Income Distribution

(vii) Education

(viii) Infrastructure

(ixX) Institutions
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The section on Priorities and Problems of Implementation will highlight the
policy and practical aspects of our recommendations. The final section will sum-
marize the argument and outline the main proposals that we wish to offer for
further discussion.

THE LEGACY OF THE PAST

The Colonial Period

The year 1998 will be the 50th anniversary of Burma's independence. Sadly,
however, the basic structure of the economy remains in many ways the distorted
legacy of the colonial regime. Dependence on primary exports remains, and the
proportion of the labor force engaged in agriculture has not atered significantly.
Indeed, the performance of the economy as measured by the volume of primary
exports has become drastically worse, without any alternative source of foreign
exchange earnings being created. Instead of serving as a foundation and spring-
board for sustained and balanced growth of a sovereign nation, the system bequeathed
by the colonia regime has been perverted and despoiled by shortsighted and
irresponsible policies that will be analyzed in the following sections.

British colonial policy in Burma opened the country to the forces of the world
economy in a particularly drastic and uncompromising way. In this respect it
differed not only from Dutch and French colonial policies in the territories of the
present Indonesia and Vietnam, but also from British policy itself in what is now
Malaysia. In British Malaya, for example, the colonial authorities were careful
to preserve the authority and landed property of the Maay princes, which cush-
ioned the impact of market forces in the plantation and mining sectors. In Burma,
however, asJ.S. Furnivall has pointed out, an almost compl ete |ai ssez-fair e approach
was followed.

What was quite remarkable was the extent to which the peasants of Upper
Burma responded to the opportunities for international trade opened up by British
rule in Lower Burma, after 1852, even before the whole country fell under their
sway in 1885. The opening of the Suez Canal in 1869 that linked Southeast Asia
and India more closely to Europe and the world economy stimulated the colo-
nization of the Irrawaddy Delta by an influx of peasants from Upper Burma.
Clearing the swamps and jungles with virtually their bare hands, the volume of
rice exports shot up decade after decade to a level of three million tons annually,
worth about $80 million by the end of the 1930s. Exports from Thailand were
only about haf of this figure.

The forestry sector, particularly the extraction of teak and other hardwoods,
was also amgjor foreign exchange earner. Even though all the extraction was by

‘J.C. Ingram, Economic Changes in Thailand 1850-1970. Oxford University Press, 1971,
p.38.
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British-owned companies, the government observed a strict conservation policy
of "maximum sustained yield", in which the volume of felling was balanced by
planting and replanting so that the stock of trees was preserved despite the
maximum yield being extracted each year from the constant stock. Which trees
could be cut down, and at what age, were all carefully regulated by an experienced
and dedicated professional g&ff in the Forest Service. The volume of exports was
225,000 tons at avalue of about $10 million in 1940. Other hardwoods contributed
about a further $2 million.

Petroleum resources were also exploited to a tune of about $55 million worth
of exports in 1939°4-0. Lead, wolfram and tin contributed another $18 million.
Totd exports, exclusively primary products, amounted to the very respectable
figure of $173 million at 1939-40 prices (Table 1.2).

Table 12 Vdue of Exports, 1939-40 (thousands of USH).

Totd Exports 172937
Rice and rice products 81,149
Teek and other timber 11,919
Leed, wolfram and tin 18,082
Petroleum products 55,492

Source: Andrus, 1947.

To move this considerable volume of primary production to the ports for
export was the task of Burma Railways. The lines ran north-south rather than
laterally, and the road system was relatively neglected. Electric power was avail-
able in over a hundred towns.

Industry, apart from rice milling, sawmilling, petroleum refining and other
activities involving the processing of primary products, was virtually non-existent.
The handicraft industries of pre-British Burma were aimost totally wiped out, with
rurd households specializing completely on agriculture for domestic consumption
and sale to urban and foreign markets.

M odern education was introduced but was largely confined to an elite. Rangoon
Universty, established in 1920, developed into a stellar academic institution that
was undoubtedly the best in Southeast Asia at that time. The expatriate faculty
contained many outstanding scholars. Their Burmese students went into the civil
service and the law, and were the nucleus of the gaff of the post-war Rangoon
University.

Despite these substantial achievements, the colonial period in Burma had al
the drawbacks and negative' consequences associated with an inherently unjust and
unequal relationship. As we have seen, imports were persistently less than half
of exports, reflecting the remittances of profits and interest on the capital that
provided the infrastructure and capital requirements of the primary exporting
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sector. The participation of the native population was largely confined to agricul-
ture. Even unskilled labor in the rice-mills and docks tended to come from India
Opportunities for skilled labor were confined to the lower ranks of the civil service
and the professions. Financing of working capital for agricultural operations was
provided mainly by the Chettiars, a caste of moneylenders from South India, who
lent on the security of land. When the Great Depression hit Burma, the conse-
guences were devastating, with the bulk of the land passing into the hands of the
Chettiars when the borrowers were unable to repay. A mgor peasant uprising, the
Saya San Rebellion, broke out in 1930-32 and was ruthlessly suppressed.
Perhaps the most serious negative consequence of colonial rule was the
distrust and suspicion that the Burmese — intellectuals as well as ordinary people
— came to fed for international trade. This factor has been responsible for the
tendency of successive regimes in the independence period to attempt to confine
and regulate the impact of the world market on the domestic economy, with
extremely deleterious consequences for economic growth and living standards of
the people, particularly the rice cultivators who form a mgjority of the population.

Independence and Parliamentary Democracy 1948-62

The Second World War caused immense damage to the Burmese economy. The
country was fought over twice, once when the Japanese invaded in 1942 and drove
the British into India, and again in 1944 and 1945 when the Allied forces returned
and reoccupied the country. Burmese nationalist forces were engaged in both
phases, first on the Japanese and then on the Allied side. To make matters worse,
the country erupted in multiple political and ethnic rebellions on the eve of
independence. The impact on the economy can be gauged by the statistics reported
in Table 1.3 below, all of which are relative to a base of 100 in 1938-39:

Table 1.3 The Burmese Economy 1947-52.

1947-48 1949-50 1951-52
GDP 72 61 74
GDP per capita 66 55 64
Agricultural production 77 65 75

Source: Walinsky, Economic Development of Burma 1951-1960. New Y ork: The Twentieth
Century Fund, 1962.

Thus production was only three-fourths of the pre-war level while per capita
figures were only two-thirds because of the rise in population. The situation for
the three main commaodities produced in the economy — paddy, teak and non-
teak timbers — was even worse than indicated by these aggregate indices:
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The newly independent country also suffered the massive loss of its "founding
father" General Aung San, who fell to the bullets of assassins, along with several
key colleagues, six months before independence. Nevertheless, the regime made
a brave start under the leadership of U Nu. After the immediate problem of the
insurgency was contained, attention was turned to the economy.

The ingtitutional framework of the economy was of course radically altered
by independence. Agricultural land was nationalized and redistributed to the
cultivators, with a ceiling of 10 acres each. The external trade and payments
regime was transformed. A regime of moderately high tariffs replaced the free
trade of the colonial era. Up to 1937 the Burmese unit of currency was the Indian
rupee, which was replaced on a one-to-one basis by a new Burmese rupee for
the remaining pre-war years. Thus the country was essentially on a 100 per cent
foreign exchange reserve currency standard. Independence saw the establish-
ment of a central bank that could monetize government debt. The fixed exchange
rate with the pound sterling was defended as soon as it became necessary, with
stringent foreign exchange controls and an import licensing regime that broke
the link between world and domestic prices for imported goods.

On the export side, state monopolies for rice and teak were established. The
State Agricultural Marketing Board (SAMB) purchased paddy from the cultivators
a a fixed price that was substantially below world prices. Combined with the
import licensing regime that raised the domestic prices of imported consumer
goods substantially above world levels, the relative price that the domestic pro-
ducers received sharply reduced their incentive to produce a marketable surplus
for sale to the SAMB. With domestic consumption of rice increased by the margin
below world prices, the supply of exportable rice was reduced even further. The
difference between the world and domestic prices determined the profit margin
per ton of exports. This margin multiplied by the volume of exports was the total
revenue of the SAMB. After deducting the milling, handling and storage costs,
the remaining profits were turned over to the government budget where they
constituted the main source of revenue.

The overall economic performance of the parliamentary regime can be roughly
gauged by comparing the 1951-52 column with the 1959-60 column in Table 1.4,
and also by looking at 1959-60 in comparison with 1938-39. By the first measure,
performance was moderately respectable. GDP increased by about 40 per cent and
per capita GDP and agricultural production and paddy output increased by about
athird. Timber production, both teak and non-teak, increased very substantially,
more than doubling in the case of teak. Rice exports also approximately doubled
in terms of physical volume.

Relative to 1938-39, however, the performance looks disappointing. Total
GDP was exceeded by only 7 per cent and agricultural production was just
restored. Per capita GDP was still 15 per cent below pre-war levels. Paddy and
teak production were till significantly below pre-war levels. Only non-teak timber
exceeded pre-war levels, by a substantial 20 per cent margin. Since gross capita
formation was quite substantial, both absolutely and at a share of about 20 per
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cent of GDP, the sense of underachievement is even more enhanced. There were
also considerable injections of foreign aid and reparation payments from Japan.

The mgor explanation for the relative lack of success is the lack of incentives
to the agricultural sector, particularly for paddy, by the combination of the SAMB
monopoly and the import licensing regime described earlier. Another useful
comparison is between teak and non-teak production. The former was reserved
for the monopoly of the State Timber Board while the latter was open to the private
sector. As Table 14 indicates, production was well short of pre-war levels for teak
but 20 per cent above for non-teak output.

Table 14 Man Commodities Aggregate Indices 1938-60.
1938-39 1951-52  1959-60

GDP Index 100 74 107
Per Capita GDP Index 100 64 85
Agricultural Production Index 108 75 100
Paddy Production (million long tons) 8.05 525 6. 92
Teak Production (thousand cubic tons) 453 141 333
Non-teak Production (thousand cubic tons) 502 349 611
Rice Export (million long tons) 33 116 21

Source: Walinsky, 1962.

Also supporting the view of the Burmese cultivator being acutely responsive
to relative price incentives is the considerable diversification of agriculture that
this period saw. Assisted by government irrigation projects, groundnut production
was 52 per cent above pre-war levels in 1959-60 and sessamum production was
47 per cent higher. Sugar cane production was also 10 per cent higher.

The state industries, however, fared very badly for the most part. The phar-
maceutical plant was essentially bottling and packaging imported inputs with little
value added. A steel plant made little sense, and even such enterprises as cotton
spinning and weaving, which could have been justified on a cost-benefit basis,
were badly managed. Public sector management was a rather dismal failure, not
only in industrial enterprises but in the SAMB and STB monopolies as well.

The Korean war boom meant that foreign exchange was relatively plentiful
in the early 1950s. Some of the foreign exchange earnings, foreign aid and
reparations were invested productively in electric power, railway extension and
other infrastructure projects. The heavy outlays on public sector industrial outlays,
however, were largely awaste. Returns would have been more substantia if these
resources had been made available to the burgeoning private manufacturing sector
instead.

The economic system of the democratic regime in its early stage was thus
typica of the early stages of newly independent countries in Asia, such as India
under the Congress and Nehru, and Indonesia under Sukarno. It was a "mixed
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economy” inspired by the writings of Harold Laski and British Labor Party
theoreticians. While some role was reserved for the private sector the main thrust
was supposed to come from the state sector. The intellectuals who dominated these
regimes had a condescending attitude to peasants and local business groups. The
former's role was relegated to providing the "forced savings" required for devel-
opment, and the latter were merely tolerated at best and regarded with acute
suspicion at worst.

The possibilities for amore liberal and market oriented approach were clouded
not only by bitter memories of the colonial experience in the 1930s but also by
the active presence of a mercantile community in wholesale and retail trade of
Indian and Pakistani origin. Although many of these traders took Burmese citi-
zenship, they were clearly regarded as outsiders. Commercia privileges, chiefly
import licenses, were granted to ethnic Burmese firms, many of which were
closely alied to influential politicians. The licenses were sold to the more astute
and experienced "foreign” importers, at a handsome profit equal to the difference
between the high domestic price and the world price plus arelatively low tariff.
In other words, the situation was a classic case of "rent-seeking”. The fact that
the domestic prices of imported consumer goods and raw materials were much
higher than the world prices was attributed in popular discussion to the practice
of salling the licenses. This of course inverted cause and effect. The only reason
that the licenses were valuable was because the scarcity implied by import controls
raised the domestic price above the world level. The world price plus whatever
taiff could only prevail if trade was not restricted by quantitative controls.

One unintended result of this policy was the rise of Burmese industrial en-
trepreneurship during this period. While alarge number of companies that thrived
on import licenses were rent-seeking interlopers, many genuine businessmen also
emerged out of this process. On the one hand, with the scarcity of imports and
favored treatment on imports of industrial raw materials and machinery, a new
manufacturing industrial setting producing consumer goods sprang up. In fact,
meta and plastic fabricators, both cotton and synthetic textile manufacturers, food,
beverage and drink manufacturers, cigarette manufacturers emerged in strong
numbers. New small-scale industries were mushrooming in the whole Rangoon-
Insein complex by 1955.

While British and Indian trading firms remained, large Burmese trading firms
gave them 4iff competition as exporters, importers and distributors. The loca
produce trade was always in the hands of Burmese entrepreneurs, which had been
expanding and thriving rapidly. The performance of private sector manufacturing
production was also very impressive during the period of the democratic regime.
This was in spite of the fact that the main priority of the government in the
industrial field was for large state enterprises.

On the other hand, the government leaders had learnt the serious limitations
of the state being a dominant player in industrial development. By 1956, the much
publicized Pyidawtha Plan stalled because of lack of funds, as the price of rice
had fallen in the international market; the revenue from rice being the main source
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of fund for the plan. Added to this was the lack of knowhow and skill on the part
of the government. The political leaders realized that without major contributions
from the private sector, the development plan would be stalled. In 1957, the first
initial outline of the Foreign Investment Act was approved by the Economic and
Social Board and the law was enacted in 1962. The government by the early 1960s
was clearly moving towards accepting private participation in development.

At the same time, the government also realized that the civil service, formerly
known as the "steel frame" of the British administrative system, needed to be
revamped if they were to have in place a loyal, efficient and impartial public
service in a democratic setting, devoid of any political interference. Accordingly,
the Civil Service Act was introduced to strengthen and make the civil service as
the "stedl frame" of the democratic government. Just at the same moment, ethnic
groups were demanding more autonomy and power sharing in return for surren-
dering their right to secede from the Union as provided by the 1947 Constitution.

As these changes were taking shape, the new constellation of power was
shifting towards a more pluralistic and economic oriented society. In addition, the
continuing buildup of civil society, induced the creation of professiona organi-
zations, voluntary associations, interest groups such as labor unions, and also
religious organizations. The convergence of such forces alarmed the leaders of
the Burmese army, which had always occupied a dominant center of power amidst
insurrections and rebellions. With the reduced threat of insurrection, a renewed
"steel frame" of administration emerging, the center of power moving toward the
periphery and towards the business community, the army had causeto fedl insecure
and took over political power.

Indeed, the reasons given for the takeover mentioned two aspects: firgly, the
veering away of the politica regime from the Socidist path laid down by the
national founder, General Aung San, towards the capitalist road; and secondly, the
imminent disintegration of the Union due to giving way to autonomy demands.
The result as we al know has led to a political system in which one dominant
party controlled completely the state apparatus. Communism without communists
and Leninism without a Leninist party ensued, the army assuming the sole au-
thority over the political and economic spheres of the country.

The Burmese Way to Socialism 1962-88

This period has undoubtedly been the most disastrous in the entire modern eco-
nomic history of Burma. An obsession with maintaining control and its hold on
power led the military regime to reduce contact with the outside world to bare
necessities. Not only foreign, but domestic wholesale and even retail, trade was
nationalized. All industrial enterprises, including the successful ones launched by
ethnic Burmese entrepreneurs under the democratic regime, were also taken over.
Only peasant agriculture was not "nationalized", but even here farmers were
subjected to a battery of physica and price controls. The extent of "socialism"
shocked even the Soviet and East European diplomats and visiting officids and
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academics. They realized that such draconian measures in the name of socialism
could only give that ideology abad name. Private citizens were deprived not only
of the opportunity to engage in economic activity on their own terms, but also
to enjoy any form of civic freedom. Civilian administrators, managers and experts
in al sectors were placed under the direct supervision of military officers a even
operationa levels. From a narrowly nationalistic standpoint, the only "achieve-
ment" of the regime was to have been responsible for the exodus of the remaining
communities of foreign ethnic origin from Burma, since they had been deprived
of their means of livelihood.

According to the Tenancy Law of 1963, the right of tenancy was vested solely
in the Agrarian Committees set up in al rural areas. These agencies allocated the
land available for alocation to the poorest, without regard to the competence or
resources of these candidates. Failure to comply with unreasonable instructions
as to production and delivery of crops would be punished by loss of the allocated
land. In theirrigated areas of Mandalay and Sagaing division, for example, farmers
were not allowed to grow their traditional crops of paddy, groundnut, sessamum,
chillies and onions, but had to grow cotton for the state factories instead. It would
obvioudy have been more rational to earn foreign exchange from the traditional
crops and import the necessary long staple cotton with the proceeds.

The government also passed a Farmers Rights Protection Law which made
itillegal for creditors to take any land, livestock, farm implements or produce in
repayment of debt. This measure "protected" the farmer by making him more
dependent than ever on the state for his subsistence. Risk of crop failure was borne
entirely by peasants, while they had to sell at fixed prices to the state while meeting
compulsory delivery quotas.

The result of al these measures on the agricultural sector was a steady decline
in per capita paddy production and a dwindling of the exportable rice surplus.
Some crops such as beans and pulses, that were not as closely supervised as paddy,
did experience a growth of production and even exports, but could in no way
compensate for the loss in earnings from rice.

In the manufacturing sector, the new regime attempted to extend the range
of import substitution industries under state auspices aready undertaken in the
preceding democratic period. Factories for tractor and automobile assembly,
ceramics, glass and other products were set up. These new industries, like the
origina state enterprises, were heavily dependent on imported inputs. The scarcity
of foreign exchange resulting from the decline of primary exports meant that
capacity was under-utilized in these industries as well. The encouraging spurt of
private manufacturing industry under the democratic period was aborted by
nationalization and mismanagement. The only positive aspect was the emergence
of some very small scale cottage industry type activities in plastics, utensils, food
processing and mechanical repair that were able to escape from the notice and
control of the state. The isolation of the country of course aso meant that access
to new technology was completely lost.

The extended deterioration and decline of the Burmese economy during this
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phase manifested itself most evidently in the dismal performance of foreign trade
asindicated in Table 1.5. From 1962 to 1988, exports fell from about $260 million
to an average of $217 for the last three years from 1985 to 1988. The value of
exports fluctuated over the years, with a high of $472 million in 1980 and a low
of $107 million in 1970. The situation is even worse than indicated by the value
figures, since the unit values of exports rose substantially by a factor of about
four from the early 1960s to the late 1980s. In terms of volume, exports fel by
amost 50 per cent, Imports rose from about $220 million at the beginning of the
period to about $250 million at the end. Despite dl the emphasis on self-suffi-
ciency, external indebtedness rose from negligible levels to over $4 hillion at the
end.

A magor consequence of the lack of incentives for trade to flow through legal
channels was the diversion into illegal trade across the frontiers to Thailand, China
and Bangladesh. Instead of trade flowing through the seaports at low transport
costs for regular world prices, it was diverted into less remunerative channels.
Rather than lose money at the artificia government internal prices for tradable
goods the local produce was exchanged across the land borders for more expensive
and inferior manufactured goods from China and Thailand. The nation thus lost
both ways as a result of the completely irrational and perverse pricing policy of
the government. Ironicaly, of course, it was this illega trade itself that kept the
economy afloat and prevented it from collapsing totally. This was a similar
phenomenon to the "underground" or "parallel" economy of the Soviet Union and
Eastern Europe. Together with the export of heroin, these illegal exports financed
the inflow of a wide range of imported goods to meet local needs.

The lack of foreign exchange earnings and the losses sustained by inefficient
state enterprises meant that government revenue was far short of necessary current
public expenditures, even though developmental expenditures disappeared almost
totally. Recourse was had to the printing press, punctuated by successive "demo-
netizations' in which the government repudiated its own currency in notes of
higher denomination. Such measures of course only served to accelerate the
velocity of circulation and make inflation even worse. The money supply and the
price level began to accelerate in the 1970s and then took off in the middle of
the 1980s, another obvious sign of the collapsing economic system of the Burmese
Way to Socialism. These events led to the demonstrations of 1988 which were
brutally suppressed by the military. Recognizing the utter bankruptcy of the
misguided socidist experiment, the ruling junta was replaced by the SLORC team
that proclaimed the abandonment of socialism and an allegedly market oriented
"open door" policy towards foreign investment and trade with the outside world.

THE SLORC/SPDC REGIME 1988

The economic system that the new junta inherited from the wreckage of the
Burmese Way to Socialism was clearly in need of the economic equivalent of a
blood transfusion. The only way to bring this about while at the same time
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retaining the military's grip on power was to follow the experience of China under
Deng Xiaoping, to open the country to foreign trade and investment to obtain the
necessary resources to revive the collapsing economy while continuing to suppress
any expression of political dissent. The attempt to switch on to a democratic phase
by calling an election that they expected to win was frustrated, however, by the
result that they received in the form of the landslide in favor of the NLD in the
1990 election. This led them to ignore its results and imposed more stringent
restrictions on political activities including placing Daw Aung Suu Kyi under
virtual house arrest.

A look at the foreign trade figures since 1988 seems to indicate that the
opening up policy was successful. As Table 15 shows exports rose every year
from $147 million in 1988 to $846 million in 1995. Rice exports averaged only
about 180 thousand tons in the three years from 1987 to 1989, but rose to over
1 million tons in 1994 before faling again to 353,000 tons in 1995. Paddy
production increased 50 per cent from about 13 million tonsin 1988 to 19.5 million
tons in 1995, with substantial increases in both the area sown and the yield per
acre.

In the case of paddy and rice, much of the results appears to have been
achieved by multiple cropping in both the irrigated areas of Central Burma and
the delta areas of Lower Burma. This, however, involved planting paddy with
shorter stalks that were more at risk from flooding and pest infestation than the
traditional varieties. Storage facilities were also not adequate to handle a larger
volume of production. In addition, the drive to increase exports reduced the
balance available for domestic consumption. This drove up the domestic price to
urban consumers very sharply. For these reasons, the level of exports could not
be maintained at one million tons and fell back sharply to 353,000 tons in 1995.

Though there undoubtedly was some increase in relative price incentives
facing the cultivators because of the freeing of domestic purchase prices for above-
quota deliveries, the physical measures seemed to be the main factor responsible
for the initial big boost in exports but these, as we have seen, are not sustainable.

To put the increase in export earnings during the SLORC period in fuller
perspective we ought to note that the volume of rice exports was till only half
of the two million tons achieved in 1960 and only a third of the pre-war figure.
World prices, however, as measured by the unit value of exports, increased six-
fold over 1960 so that the total value of exports rose by a factor of about three.

Up to 1994/95 the main export earner under the SLORC regime was timber.
The total value of teak exports has fluctuated dightly around an average of about
$120 million. Other hardwoods have added an average of about $40 million ayear.
This $160 million was thus considerably higher than the $40 million or so earned
from rice and rice products in the first five years of the SLORC regime. The
exceptional year for rice was 1994/95 when the million ton volume earned $200
million as compared with $145 million from timber. As we have seen, however,
the million ton level of rice exports was completely unsustainable. The 1995/96
level dropped to about 300,000 tons and is expected to fall even further in 1996/



Table 15 Foreign Trade 1950-95.

Year Volume Unit Trade Deficit/
of Valueof Balance of Surplus as
Exports  Exports Exports Imports Trade . % of Import

Base year=1980 (US$) (US$) (Million USS$)

1950 138,768,140 90,783,091 47.99 52.9%
1951 197,610,200 143,052,140 54.56 38.1%
1952 262,500,260 171,738,170 90.76 52.8%
1953 95 40 237,090,240 177,660,180 59.43 33.5%
1954 137 31 249,900,250 204,288,200 45.61 22.3%
1955 150 25 225,960,230 180,642,180 45.32 25.1%
1956 172 24 248,850,250 197,967,200 50.88 25.7%
1957 168 23 229,425,230 296,541,300 -67.12 -22.6%
1958 139 24 194,250,190 203,553,200 -9.30 -A.6%
1959 169 22 223,608,220 223,083,220 0.53 0.2%
1960 173 21 223,755,220 262,059,260 -38.30 -14.6%
1961 162 23 221,340,220 215,523,220 5.82 2.7%
1962 179 24 264,831,260 218,631,220 46.20 21.1%
1963 182 25 270,396,270 234,255,230 36.14 15.4%
1964 158 25 233,142,230 271,467,270 -38.33 -14.1%
1965 145 25 225,162,220 247,401,250 -22.24 -9.0%
1966 122 27 194,418,190 158,340,160 36.08 22.8%
1967 71 30 123,795,120 123,564,120 0.23 0.2%
1968 54 35 111,426,110 113,547,110 -2.12 -1.9%
1969 72 29 131,691,130 164,787,160 -33.10 -20.1%
1970 77 23 107,730,110 154,980,150 -47.25 -30.5%
1971 94 22 124,788,530 168,971,780 -44.18 -26.1%
1972 80 25 119,776,510 132,544,240 -12.77 -9.6%
1973 58 47 130,269,150 105,868,700 24.40 23.0%
1974 53 93 187,584,730 176,141,750 11.44 6.5%
1975 51 98 173,170,980 196,704,740 -23.53 -12.0%
1976 73 99 206,221,250 177,135,360 29.09 16.4%
1977 75 113 213,670,570 240,540,390 -26.87 -11.2%
1978 67 114 241,720,300 307,454,110 -65.73 -21.4%
1979 97 114 383,050,080 318,606,650 64.44 20.2%
1980 98 136 472,257,730 353,451,820 118.81 33.6%
1981 99 151 461,531,990 372,997,410 88.53 23.7%
1982 114 126 390,972,660 408,735,940 -17.76 -4.3%
1983 124 123 378,088,770 267,746,060 110.34 41.2%
1984 118 130 300,625,300 238,885,670 61.74 25.8%
1985 100 133 302,751,750 282,592,260 20.16 7.1%
1986 113 112 287,701,100 304,389,750 -16.69 -5.5%
1987 82 94 218,589,160 268,427,980 -49.84 -18.6%
1988 53 92 147,436,220 243,948,840 -96.51 -39.6%
1989 72 m 214,521,720 201,236,810 13.28 6.6%
1990 100 100 325,226,580 269,995,060 55.23 20.5%
1991 96 101 419,471,140 645,946,240 -226.48 -35.1%
1992 108 88 536,548,830 651,163,410 -114.61 -17.6%
1993 149 81 582,717,010 813,958,070 -231.24 -28.4%
1994 145 87 770,520,420 885,768,390 -115.25 -13.0%
1995 150 136 846,356,790  1,334,587,700 488.23 -36.6%

Source: World Bank, World Data Series 1995.
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97 with current shipments having slowed to a mere trickle. Paddy procurement
by the government agency is well below target and previous levels.

Beans and pulses have also been arelatively good foreign exchange earner.
The volume of exports rose sharply from about 200,000 tons in 1990/91 to an
average of about 450,000 tons in the last three years with earnings averaging about
$120 million. Relative price incentives appear to have been greater for these crops
than for paddy. Itisunlikely, however that they can continue to grow much beyond
present levels. Tourism has aso provided a significant increase in foreign ex-
change earnings from about $25 millionin 1990/91 to about $153 million in 1995/
96. The recent political instability has led to a decline, however, and it is doubtful
whether the growth will resume.

The opening up of the economy was even more pronounced on the import
side. The level in 1988 was $244 miillion, rising to over $800 million in 1993 and
1994 and then to the very high figure of $1.3 billion in 1995. The trade deficit
of $96 million in 1988 was followed by two years of small surpluses, but very
large deficits have been sustained since then, rising to $488 million in 1995. The
cumulative deficits since 1988 have amounted to $1.1 billion. This is consistent
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Figure 1.2 Inflation and Monetary Growth.
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with the reported increase in externa indebtedness from $4.4 billion in 1990 to
$6.1 billion in 1995.

Another very important aspect of the SLORC economic policy has been their
extreme disregard for responsibility with respect to fisca and monetary stahility.
The money supply has increased from K16,355 million to KI,108,660 million,
an increase of about 70 times. The reported rise in the consumer price index is
only by a factor of five, which only indicates how fictitious a picture it gives of
the true rate of inflation.

The monetary expansion has been forced on the regime by the collapse of
their capacity to collect revenue. As pointed out in a valuable table in the World
Bank report of 16 October, 1995, tax receipts as a share of GDP have declined
every year from 10 per cent in 1991 to barely above 7 per cent in 1995. Tota
expenditure has also falen from 17.6 per cent of GDP in 1991 to 12.3 per cent
in 1995 but the budget deficit remains at over 6 per cent of GDP, all of which
has been financed by monetary expansion.

The economic outlook for the SLORC regime is thus very bleak. Direct
foreign investment which at first appeared enthusiastic is increasingly becoming
disillusioned with the actual prospects in the country. Most of the activities appear
driven by arbitrage opportunities and short-term considerations. The one exception
on which the regime is counting heavily is the natural gas pipeline project with
Unocal and Total.



CHAPTER TWO

Overview and Policy Framework

This chapter gives an overview of the strategies to be presented in this study and
the opportunities and challenges facing Burma under the prevailing conditions of
globd economy. The potential of the Burmese economy for rapid growth is
observed in the next section. Differences between ourselves and other fast devel-
oping countries are also analyzed. What kind of society we wish to build and our
am or vision for the next twenty years is presented. How this vision could be
redized and what guiding principles we should follow are aso discussed. In
esence, this chapter gives an overall view of the strategic framework we are

proposing in this study.

ENVIRONMENTAL SETTING

For asmall developing country like Burma, economic, technological and political
changes from outside will have profound influences on the opportunities available
and consequently on the growth that can be achieved.

Inthis section, we identify likely environmental conditions and trends that may
aurround or influence Burma's path to development in the next two decades and
d9 discuss their likely effects on the process of development in Burma

The Steady Growth of the World Economy and the More Rapid
Growth of Developing Countries

The latest World Bank forecast as well as other predictions foresee a steady and
continuous growth of industrially developed countries and the rapid growth of
developing economies, especially the big five — Brazil, China, India, Indonesia,
ad Russa— in the next 25 in years in absolute and relative terms. The World
Bak dso cautions that rapidly growing East Asian countries may have difficulty
in maintaining a very high rate of growth as experienced in the last 15 years, but
ae likey to continue to grow at a moderate but solid pace.

As the growth momentum of the world continues, one part stimulating or
reinforcing the other part, the general expansion of trade between countries and
between regions will take place. In addition, within the East Asian region itself,
the concomitant or parallel development of some of East Asian countries will
cregte a larger market for all its members.
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However, it must also be remembered that some of the fortunate circumstances
that helped promote rapid growth in East Asia may be lacking in the new setting.
Most East Asian countries at different times in the past enjoyed the boom ignited
by two wars in Asia, the Korean and Vietham wars. Most of them also, during
the same period, had enjoyed the generous contributions of donor countries to
counter real or presumed threat of communism by developing infrastructure and
other basic services such as education. With a changed international climate,
sources of assistance and aid from the industrially developed countries would be
likely to be limited.

This in turn calls for more sdlf-help and self-generated sources for its own
development. In addition, we realize that the competition for foreign direct invest-
ment between developing countries will intensify as most developing countries
will opt for the same kind of open market development competing for foreign
direct investment and capital. China is aready occupying the position of maor
recipient of foreign direct investment, as well as a mgor exporter of consumer
goods and electronic appliances. This pattern will be followed by our neighbors,
such as India, Pakistan, Bangladesh, and the Latin American countries. These
developments imply that it will not be sufficient for us to attract foreign direct
investment on the basis of cheap labor alone, but we must develop a skillful and
efficient work force which can effectively establish a competitive factor cost
advantage.

Financial Instability in East Asia and Other Regions

On the other hand, the recent financial chaos and turmoil scorching the economies
of East Asiaand Latin America, call for amore cautious restraint on our optimism.
The unprecedented high growth rate that Southeast Asian countries have enjoyed
in the last 15 years was made possible by the large influx of foreign direct
investment, and also by the abundant availability of equity as well as borrowed
capital at unusualy low interest rates during this period. The depreciation of the
US dollar during this period added to the growth of exports, as currencies of these
countries were tied to the US dollar.

This unprecedented and long period of boom and expansion aso unwittingly
fueled the expansion of capacity, financed through foreign currency loans easily
available at low interest rates. A building boom in Thailand, extraordinary and
extravagant expansion of infrastructure and housing projects in Malaysia, arapid
expansion of industrial capital in Korea— even without assurance of short term
financia profitability — were the order of the day. Very often, these companies
in Korea have had four-to-one debt-equity ratios, surviving on cash flow from
continuous expansion rather than on profits from performance. Likewise, Indo-
nesian conglomerates borrowed heavily from foreign sources. Under the existing
paternalistic and cozy arrangements between governments and privileged busi-
nesses, government or financial authorities did not even know the extent of
indebtedness or redlize its attendant high risks.
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When businesses of important clients failed, the wholefinancia edifice tumbled
down; insolvency or inability of banksto pay foreign short-term borrowings finally
led to the fall in values of currencies, flight of capital, and the collapse of financial
markets. In some ways, the recent turmoil, though moderating and restraining our
opportunities for Burma's development, provide object lessons for her develop-
ment policy. The favored development through government patronage or
connections, chaebols in Korea, kinsmen's conglomerates in Indonesia, govern-
ment-linked companies in others, lacking transparency and fairness, once often
hailed as the hallmark of the East Asian miracle, are now assumed to be the main
underlying culprit of the Asian tragedy. Transparency and fairness on the one hand
and openness and democratic processes on the other are now recognized as the
longterm secured basis for development, not the Asian framework of warped
development.

Another lesson Burma can learn from this catastrophe is the way in which
the growth in these economies accelerates and decelerates so quickly that the
market responses are far beyond what objective conditions would have called for.
Some quarters in the international financial community now begin to realize that
there is a lack of global financial regulatory mechanisms to set constraints and
boundaries, not only on internal financial markets but also on the financial market
operding across frontiers. This new development of an open financial system for
thewholeworld is an entirely unprecedented ball game. As such, someregulations
to moderate market forces are suggested.

How soon this crisis will ease or be overcome hinges on how well countries
can abide by the reconstruction remedies prescribed by the international financal
agencies, however painful they may be to the people and however much political
support is lost by these unpopular measures. On the other hand, providing a social
security net, alleviating the suffering of the poor and, more importantly, stimu-
lating the economy to not fall into deep recession must be considered serioudly.
Thelong lingering crisis could adversely affect the economies of the West as well,
as they themselves are interrelated and intertwined with countries in the East in
terms of reciprocal trade, commerce and investment flow. The market for tech-
nologicd products from the West could shrink, and pressure to sell chesply
manufactured goods to the Western economies may become more intense. How-
eve, it is hoped that resilience as well as pragmatism of the political leadership
of these countries will prevail. The region will tide over the crisis.

Notwithstanding these difficulties and setbacks, to a small country such as
Burma embarking on its own development process, the trade-led export path based
on high savings and high educational support, which East Asia has successfully
pursued in the past, is still relevant and a most viable option. Despite recent
difficulties in the region, the assumptions that the expansion of trade will continue,
and the success of technological change and transfer will depend on the growth
of education, are quite reasonable.
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Globalization

The word "globalization" very often evokes strong positive or negative reactions:
to some, globalization means the influx of foreign goods and the death of loca
industries, to others globalization means the march of giant multinationals tram-
pling local economies, and yet to some others, globalization is the inevitable
advance of modernity and prosperity. Globalization actualy has three distinct
connotations: free flow of trade and services between countries; development of
global companies optimizing their research, production and marketing facilities
on a global basis, and spread of the dominant culture of the advanced countries.
First, free trade of goods and services is almost universally recognized as the basis
for continued development of the world economy. The advantage of specialization
in what one can do best and exchanging the produce with others is well recognized
as avalid basis for mutual trade and development. However, empirically, disputes
as to how free flow of trade will affect various interest groups such as consumers
and business and labor, are raging all the time.

Historicaly, it is evident that the period in which free trade flourished was
distinguished by prosperity and growth such as in the period prior to World War
I; whilst the period of control and restriction of trade was visited by decline of
output, unemployment, and stagnation, such as the period between the two World
Wars. Likewise, the period of free trade beginning with the sixties aso saw
continuing prosperity in many countries, both industrialized and developed. In
fact, the free flow of trade between industrially advanced countries — such as
the US, Japan, EU countries — and Asia's fast growing countries was principally
responsible for the rapid growth of the region during the last 25 years.

Under the auspices of the World Trade Organization, free trade between
countries will take place: rules and procedures of trade, such as administrative
procedures, product standards, transport practices and conventions, will all be-
come uniform, and trading between nations will become much easier. 1t will be
very important for Burma to take advantage of this opportunity and prepare to
accommodate this change. Non-discriminatory reduction of tariffs, free flow of
capital, stable convertible exchange rates, absence of quantitative and adminis-
trative restrictions, non-existence of monopoly of exports or imports are the
conditions which favor free flow of trade.

Therole of multinationals, especially the development of global corporations,
is another question to be addressed thoughtfully. The East Asian development,
particularly that of Japan, Korea, and Taiwan, were internaly ignited and sus-
tained, with very little contribution from multinationals. On the other hand, the
rapid growth of the economies of Southeast Asia, particularly Singapore, Malay-
sa Indonesia, and Thailand, depends on the influx of foreign direct investment
and knowhow. Multinationals establish factories and businesses, bringing in both
capital and knowhow. When multinationals like Motorola and Intel established
their semiconductor assembly plants in Malaysia, the country was swiftly brought
into contact with modern technology and production.
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Multinationals, broadly defined as transnational companies operating outside
the mother country, usualy are recognized as "multi-domestic" companies, and
these transnational companies operate in the host country as a domestic firm there
S0 as to exploit location economy as well as particular advantages of that country.
In that context, interests of the local people are also taken into account while
promoting the best interest of the company. The question of these companies
contributing to the local community or taking care of the local interest is never
aproblem. In fact, we have seen multinationals as vehicles of change in a host
country. However, a new breed of companies called global companies, producing
and sdling uniform products and optimizing their operations on a global basis,
is altogether a new species to the game. Questions arise whether companies
optimizing on a global basis will ever be interested in the welfare of host com-
munity. The global optimization will demand pure economic thinking in its own
decisionmaking. How this kind of company will contribute to the development
of local economies is a moot question. On the other hand, the rise of global
companies should not be exaggerated. Truly global companies are ill rare:
fastfood companies such as McDonald's, oil companies and drug companies. For
many, in spite of the breakdown of trade barriers, advantage of local peculiarities,
and skill and cost advantages will still be important. On the other hand, even for
truly global companies, the host country could offer much needed technical
capabilities or skills, or provide acceptable infrastructure facilities, to attract them
into a partnership. The Singapore government recently persuaded global compa-
nies to establish research and production centers there.

As to the question of how the benefits of efficiency of global companies can
be passed on to consumers, there is no automatic market mechanism to tackle the
problem except by making sure that effective and viable competition exists in
every sphere of economic life.

Revolutions of Information Technology

Since the industrial revolution, the only change that has drastically atered the way
in which things are produced and marketed as well as the shape of things to come
is the growth of microprocessors and its twin development, information technol-
ogy. Microprocessors make possible new processes of automation, which greatly
rase industrial productivity. Microprocessors are embedded in many products we
use in our daily lives, such as washing machines, stoves, etc., making these
machines easier and friendlier to use. Information technology, on the other hand,
makes possible an interconnected world, with advanced technology easily trans-
fussd worldwide, and the ways in which social and commercia organizations are
organized and run being drastically changed.

This revolution will have a great impact on development in newly developing
countries. In the new world order, less and less unskilled labor will be needed in
mog production processes. If developing countries cannot upgrade the skills of
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their work force, they will be further and further left behind in the march of new
industrial change.

On the other hand, information technology itself will create a new information
industry which will gather, systemize and distribute information, thus creating a
need for new skills and new types of work force, such as programmers, system
analysts, service producers, software engineers etc. One of the most remarkable
things about this change is that going into the new information technology era
does not require one to climb up to the same ladder of development step by step,
such as from light to heavy industry, before going to semiconductor and infor-
mation technology. Singapore is an example of reaching the top of the technological
ladder of semiconductor and information technology without going through the
normal sequence of industrialization.

Information technology also provides new ways of selling or buying things,
doing business through the network which webs the information worldwide, thus
helping upgrade trading practices in developing countries as well. In addition,
information technology also provides opportunities even to relatively backward
countries to facilitate more efficient learning and promote educational processes
through virtual communication. Universities in developing countries can be in-
terconnected with their counterparts and research centers abroad through the
internet. Thus, it will not only be possible to learn advances in their fields in other
countries, but also to arrange exchanges and collaborate with scholars abroad in
interactive ways. The learning process in classrooms and schools will be greatly
enhanced with the availability of new information and knowledge on realtime and
through interactive media.

To take advantage of the revolutionary change, educational preparation for
accommodating and using this technology must begin. Raising the average level
of general education, as well as training intelligent information users in organi-
zations, must be done. Investments to improve or reconstruct commercial
infrastructure will also be needed so that more advanced digitized information can
be transmitted. This whole process of introducing information technology to
classrooms, research laboratories and workplaces will contribute a long way
towards establishing efficient market and governmental institutions, that in turn
facilitate and promote the process of development. If Burma wishes to grow faster
and enjoy the benefits of new industrialization, imbibing information technology
must be an essential part of its strategy.

SOURCES OF DEVELOPMENT POTENTIAL

What social, economic and physical factors contributed to the growth of East Asian
and Southeast Asia economies have been made clearer in arecent study published
by the Asian Development Bank, 1977. The study reaffirmed some of the points
earlier noted by other studies, such as factors responsible for the so-called Asian
Miracle or the fast growth of Asian economies in the last three decades. The
importance of policy variables such as export orientated manufacture, high saving
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rate, degree of government discretion, macroeconomic stability, and emphasis on
educetion are already recognized. In the report, apart from these, the importance
of demography, human resource development and its quality, resources and geo-
graphy, are discussed. The study itself cannot provide a very definitive model
because of a limited size of samples, and difficulty of operationalizing some of
the important variables such as qudity of education. But, on the whole, it gives
a broad outline of what is probably shaping the development process in Asia.

Demography

The way population is distributed between age groups now and in future is a
crucial element in the development process. A relatively high proportion of
population in the working age group for a fairly long period, e.g. for 20 years,
will contribute significantly to the growth of per capita income in that country.
On the other hand, the proportion between the working age population and de-
pendent population provides another indicator which measures the extent and
burden of caring for the dependent population, such as the aged and the young.
Increasing improvement of life expectancy over years is aso another factor which
helps increase the working age population.

Figure 2.1 shows that over the last 37 years, the proportion of population in
the economically significant age groups of between the age 15-64 years is peaking
at 59 per cent of the population, while the young age group of age 0-14 is dowly
declining in proportion. The same pattern is also observed in Southeast Asian
countries for the last 30 years. Whereas this very pattern has been partialy
responsible for the growth of these economies, in the Burmese case, this potential
was not exploited as the Burmese economy, because of its various policy failures,
remained more or less stagnant and even declining at certain points.

* Females (0-14)
e Males (0-14)

* Fern ales (15-64)
* Males (15-64)

* Females (65+)
* Males (65+)

1965
1970
1975
1980
1985
1990

Source: World Bank Data Series 1995

Figure 2.1 Demographic Changes in Burma.
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On the whole, if we could expect more or less approximately the same pattern
of demographic distribution in the next 20 years or so to continue, demographic
factors will ill play a sgnificant role in the development of the country. Life
expectancy at birth which declined during the late eighties and nineties, could be
restored if health facilities could be improved. Decline in infant mortdity through
the improved health services will maintain the same demographic balance, provided
the birth rate does not decline appreciably. Indications are that Burmawill probably
continue to have a high proportion of working age population for years to come.

Literacy and Basic Education

The next important variable in development is the educational capacity of the
working population. Though the educational performance between countries in
Southeast Asiain earlier periods was similar, other Southeast Asian countries have
since improved greatly in their educational standards in the last 20 years while
Burmese improvement in this area has been dow.

The combined primary and secondary enrolment ratio is low compared to
others, except Thailand which has a similar rate of educational growth as Burma.
However, when comparing this observation with the mean number of years of
schooling, it is obvious that many Burmese students dropped out before compl et-
ing their primary or secondary education. Improvement in job opportunities and
the increased standard of living of the parents of school leavers could most likely
change or reverse this pattern drastically. The main factors for the high dropout
rate are the enlargement of impoverished groups and the lack of commensurate
returns or gains out of educational efforts in a very static economic situation.

In addition, the Burmese desire for prosperity and growth, and the fact that
Burma is the only country in Southeast Asia, besides Singapore, which teaches
English as a compulsory second language from standard one and has English used
a the University, greatly enhance the prospective role of education in Burmese
development. Even now the extent of general education in the country is not far
behind more developed countries of Southeast Asia.

In addition, Burmese people by nature adapt very easily to new technology
and are a'so mechanically minded. Handling, making and repairing machines is
easily and naturally learnt. In addition, Burmese entrepreneurship persisted and
thrived even under the colonia regime and aso under socialist constraints. Im-
poverishment and deprivation under socialist rule even made the Burmese more
motivated and incentive driven. The strong sense of nationalism and willingness
to work for national ideals will be another plus for Burmese resurgence.

Natural Resource Base

Next is the plentiful resource base which Burma enjoys compared with that of
the countries in the region. Land-man ratio, availability of expandable agriculture
areg, large reserve of forests still unexploited, diversity of crops that can be grown



OVERVIEW AND POLICY FRAMEWORK 25

Table 21  Comparative Educational Performance of Selected South-East Asian
Countries.

Indicators Adult Mean* Primary Gross Gross
Literacy Yearsof Dropout Enrolment Enrolment
Rate Schooling Rate Ratio First Ratio

Level Second
(Age 5-9) Level
(Age Attainment

10-15)  Schoolind Age 25+
% No % Post

Countries 1985 1980 1985-87 1990 1990  Schooling Secondary
Burma 78.0 25 73 105 23 58.4 20
Mdaysa 74.0 4.0 — 93 56 - 29
Thaland  90.7 35 36 99 30 20.5 10
Philippines 87.7 6.6 25 113 73 117 15.2
Indonesa 71.8 31 20 — — — —
Vietnam  84.4 32 50 - - - -

* Legend: Average number of years of schooling received per person aged 25 and over.
Source: UNESCO, UNESCO Yearbook 1994, Paris.

because of climate variation from the tropical rainforests in the south to temperate
wesather in the north, al provide vast and varying opportunities for agricultural
growth. However, studies have found that very often, resourcerichnessisinversely
related to development — the richer the natural resources the slower the growth
process of the country. However, the richness of natural resources as a reason for
dow growth can be reconciled with another reasonable argument that a rich
resource base can quickly provide an agricultural surplus which could be used to
fead the urban labor force without diverting scarce resources from other productive
Uses.

The inverse relationship between resource richness and underdevelopment is
often explained by the fact that the surplus created by agriculture and resource
base industries are often easily usurped by some rent-seeking groups for personal
wedth instead of as further capital for growth in these countries. Overcommitment
in agriculture or overdiversion of resources to agriculture from industry may slow
the development of industrial growth. We must also avoid the overexploitation of
resources endangering the ecology or without productive use of the income thus
generated. We would like to argue that the surplus from resource based industries,
if properly used, should contribute towards faster growth of the economy.

Geostrategic Location

Southeast Asia, Southwestern China, and the Indian subcontinent are poised to
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Table 2.2 Land Resource Base in Burma.

Total Land  Land with No Population Index of Food
Area Inherent Soil Density Production
Constraint (1979-81=100)
1990 1990 1988-90
(OOO0ha) (000 hectares) per 1,000 ha
Myanmar 65,754 3,436 634 122
Thailand 51,089 983 1,090 124
Malaysia 32,855 196 545 196
South-East Asia 897,615 62,495 1,140 139

Source: World Resources 1992-93.

bloom as the new industrial center of Asia. Burmais in a pivotal position in this
geographical complex. The opening of Burma could contribute to development
of Yunnan and nearby provinces, by serving as entrepot for landlocked parts of
China. Burma can aso serve as an overland link between China and Southeast
Asa if traditional trade routes can be revived and modernized.

Opportunity for High Rate of Growth from a Low Start

The study on East Asian development by the Asian Development Bank points out
the interesting fact that those countries starting from lower starting points expe-
rienced the fastest growth in the early stages. It is possible that these countries
have some unused or underutilized resources that could be tapped with some basic
change in the institutional system. This could be the case in Burma too. Even
without really changing the institutional framework to accommodate the market
system properly, Burma under the present regime has experienced a 5 per cent
growth rate in the last four years by just opening the market partialy.

COMPARISON WITH NEIGHBORS

The current stage of economic development of neighboring countries like Thailand
and Malaysia serve as a pointer to what we too could have reached if more open
policies had been followed earlier. The achievement of Japan, Korea and Taiwan
should be regarded as something we should further emulate. Based upon expe-
riences of the East Asian economies, and also Burma's need to telescope the
development process to be in line with its neighbors, certain critical variables
which could significantly contribute to Burma's development are identified in this
section.
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Industrial Capacity and Experience

In the last 25 to 30 years, our neighbors have progressed quite far. They have
changed the basic structure of the economy, the share of agriculture in GDP has
scded down greatly while the share of industry has climbed. This is reflected in
the pattern of change in exports too. The range of manufactured exports aso
indicates the extent of experience they have gained in manufacturing. However,
we should also note that most of the manufacturing industries in Southeast Asia
ae in labour-intensive and standardized sectors rather than in more innovative
lines of activity.

¢ Burma
« Indonesia
|+ Philippines

* Malaysia
« Thailand
B Korea

H Singapore

B Japan

Source: World Bank, World Report 1996

Figure 2.2 Share of Industry in GDP.

Higher and Technical Education

Education is considered the main crux of the East Asian development. Though
our performance with regards to primary and high school education is comparable,
our records in technical education, particularly tertiary education at polytechnics,
and university level education, is behind our neighbors.

Infrastructure

Burma traditionally has been more rail connected than road connected. As the
nineteenth century requirement for development was primarily rail connections,
Burmas rail system was developed for that need. In terms of the absolute track
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Table 2.3 Status of Higher Education.

Secondary Tertiary Tertiary Level
Technical Science Sudents Sudying
Sudents (% of Sudents Abroad (% of those
total secondary) (% of tertiary) at home)
1986-88 1987-88 1987

Burma 12 32 0.3

Indonesia 10.6 39 16

Philippines - 37 0.3

Madaysia 17 34 38.1

Thailand 16.2 25 0.9

Korea 15.9 31 19

Singapore - 29 25.3

Source: Human Devel opment Report 1992, UNDP, New York; Satistical Yearbook 1993,
ESCAP, UN, Bangkok.

miles, Burma fared well next to Indonesia which is a much bigger country in size.
On the other hand, its road network is woefully inadequate in supporting concomi-
tant development in different parts of the country and also for interconnections
with neighboring countries. Another important critical variable is the status of
health services available to the population. One basic necessity for improving
health is access to drinking water, and this is inadequate. Modern telecommuni-
cation facilities and airports are still very much behind the neighbors.

Table 24 Basic Infrastructure Indicators.

Burma Indonesia Malaysia Philippines Thailand

Area (sg.km), 1990 677,000 1,905000 330,000 300,000 513,000
Paved road (km), 1990 6,153 116,460 27,720 22,238 39,910
Railroad Tracks, 1990 4,664 6,964 2,222 478 3,940

Population with access
to safe water, 1990-95

Rurd 39 54 66 77 87

Urban 36 79 9% 93 98
Post Office

(per 100,000 people), 1991 2.8 54 124 4 7.3
Telephone Lines

(per 1,000 people), 1992 0.2 0.7 9.9 10 28
Fax machines

(per 1,000 people), 1992 0.01 - 20 10 10

Source: Human Development Report 1996, UNDP, New York, 1996. World Devel opment
Report 1996, World Bank, Washington D.C., 1996.



Table 25 Agricultura Input.

Average Annual Average Annual
Cropland Irrigated Land as % Fertilizer Use Pest Use Tractors

total ha ,000 hec/capita of Cropland kg/hec Metric Tons average no % change

1989 1990 1977-79  1987-89 1977-79 1987-89  1975-77 1982-84 1987-89  since' 77-79

Myanmar 10,034 0.24 10 10 8 1 3,721 15,300 10,872 30
Thailand 22,126 04 © 19 13 33 13,120 22,289 142,667 206
Malaysia 4,880 0.27 7 7 77 150 n.a 9,730 11,833 57
ASIA 454,115 0.15 29 32 56 11 n.a n.a 5,122,884 87

Source: World Resources 1992-93.
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Agricultural Productivity

Burmese agricultural technology is very backward. Biotechnology, agricultural
techniques, agricultural machines and processing facilities, and irrigation networks
are very far behind other countries. In spite of that, per sown area in rice yield,
however, is found to be better than Thailand, suggesting probably the natural
comparative advantage of Burmese agriculture in growing rice.

A VISION FOR THE FUTURE

In correcting the mistakes of the past and devising better policies for the
future, the first step is to have a vision of the future, a way of capturing
as sharply as possible the goals we hope to achieve for the country over
the long term. It is only against the background of such a vision that we
can formulate in the main body of this report the strategic thrusts of policy
in various sectors of the economy that we must undertake.

The goal of our future policies can be stated most simply to be that
of developing the Burmese economy to its fullest potential in the reason-
able period of 20 to 25 years. This is a feasible expectation since comparable
countries in the region have accomplished it in that time frame in the past.
Given a steady growth of the world economy, the recovery of East Asian
countries from the recent financial turmoil, and open market and good
business environment policies, vigorously and persistently pursued, this
will be an achievable objective.

Thus, our vision for New Burma under an open market backed by
strong and persistent commitment of the state is that by 2020-5, it will
enhance its economic standing to a stage in which self-sustaining level
of growth can be achieved. This will be a stage at which not only can the
income level of citizens be substantially increased and their living stan-
dards improved, but also a high growth rate of GDP can be attained so
as to be able to achieve a much greater level at the next spurt of accel-
eration. It is intended that this achievement should be accomplished,
taking full account of environmental impacts, by long term economic
decisions so that a more sustainable basis of progress can be guaranteed.

GENERAL GUIDING PRINCIPLES

The following are fundamental principles that guide the formulation of the stra-
tegic vision in each sector of the economy.

Market Orientation

Given the above vision of what we should aim for in the future, there are some
basic implications of the strategy that we must pursue. The first, and most basic,
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of these is to restore the market system, with a dominant private sector, into the
Burmese economy as fully as possible. This is the great conclusion that is forced
upon us both by historical and contemporary experience. Countries which have
relied on the market system have grown fastest, while those which restricted the
role of markets, relying instead on extensive government intervention, have lagged
behind. The most dramatic case of the falure of the command economy is, of
course, the decline and fal of the socialist countries of the world.

In comparison to the command type economy that Burma had experienced
previoudy, we unequivocally prefer the market economy: where the economic
decisions are decentralized to the smallest possible individual units such as con-
sumers, labor, and firms; where the productive assets are more in private than state
ownership; where market prices, not planning mechanisms, are the sole determi-
nants for the allocation of economic resources; where businesses would be more
responsive to environmental changes and make the best of changing local situ-
ations. The most efficient use of resources for maximum possible production and
satisfaction would replace the practice of decisionmaking that goes against market
sgnds and price incentives but in favor of the self-interests of the decision-makers.

But there is one basic condition that must be satisfied for al these advantages
of the market system to occur. This is that there must be a high degree of
competition in the market for each good and each factor of production. It is only
under such competition that the resulting market prices will reflect the scarcity
of these goods and factors of production on the one hand, and the benefit or
satisfaction that people derive from them on the other. However, by the nature
of scale of operation or of the types of business, the elements of monopoly may
dso arisein amarket system. Then, even afree market will distort the price system
and reduce the efficiency of the economy. Therefore, it is not enough just to have
a market system; we must also ensure that the markets in the system are also
competitive.

Closdly related to the above point is that in a truly free system of markets,
an economy will also be open to influence from other countries as well. Generaly,
the greater the role of free markets in an economy, the more open that economy
is likely to be to such foreign influences.

Role of Government

However, markets aone are not enough. For markets to achieve the best results,
they must be supported by energetic and consistent actions of the government. The
mog obvious of these actionsis, of course, the provision and operation of amodern
gydem of infrastructure. Even more important is the role that the government can
play in expanding and improving the educational system to world standards. This
is particularly important in order to take full advantage of technologica progress
as a source of economic growth.

The second major way in which the government can improve the working of
the market system is to prepare afertile ground for the private sector and business
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to grow, while providing them information and guidance so that the long term
interests of the country are also served. The market system is avery efficient way
of organizing economic activity, but it is so especialy in the short to medium term,
and on the basis of given resources and given consumer preferences. It is less so
in the long term, because of the greater uncertainty of the more distant future,
which may lead to wasteful competition in some cases or inadequate investment
in others.

This does not mean that the government should control investment. Rather,
it means that it should devise ways in which investors and entrepreneurs can pool
their knowledge and coordinate their respective plans on that basis. In addition,
the development of industrial competence or technological innovation requires a
long gestation period, and if successful, has large spillover benefits for many firms
as well. In this case, the government should take the initiative since a sngle
business alone would not like to undertake it.

The third mgjor role that the government has to play is to regulate and control
the use of natural resources, and in particular to protect the environment from
excessive pollution and degradation. This is an area where unregulated market
forces are notoriously inefficient, so that some government action is desirable ir
the long term interests of society.

Finally, one of the greatest dangers of a pure market economy is that it may
under certain conditions lead to great inequality of income distribution. Therefore
in order that Burma may attain a humane and equitable society, the governmen
must take steps to avoid the conditions that lead to inequality under market force:
and to promote those which have an equalizing effect.

Rapid Growth Through Educational and Technological
Development

The development of East Asian economies within the past 30 years to such
enviable heights has been described as leapfrogging growth. What leapfrogging
means here is the faster development of economies in a period of time much
shorter than historically possible. What the industrial revolution took 150 years
at 0.5 per cent ayear growth rate for the Western industrialized nations is now
matched by East Asia's miraculous development in just 30 years.

The achievement of high growth was characterized by export orientation an
openness with the outside world, high rate of domestic saving, emphasis on
education and technological development, and stable government. The recent
dramatic reversal of Asian economies, however, calls for a more cautious appre-
ciation of this approach. In spite of changed environment and circumstances, bas
fundamental reasons for rapid growth achieved in the past are till relevant to
developing country like Burma.

How leapfrogging will actually take place in the Burmese context will be
facilitated in the following ways:
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First, industrial development's new settings in the information age will not
have to follow the same linear order of development as in the past. Singapore's
jumpstart into information technology in the last 15 years, from the stage of early
industridization, is a success story in point. In spite of limitations of its early
shortcomings, Singapore forcefully revolutionalized the higher and technical
education system as well as introduced office automation in government offices
on a scale that really provided opportunities for learning to take place very fast
and ahead of others.

Second, another important rapid development strategy is to improve linkages,
both horizontal and vertical, among and between industries as well as among and
between businesses. In modern industry, either quality of product or cost of
production could be greatly improved by establishing linkages between suppliers
and customers. Developing countries like Burma, where markets are not com-
pletely formed, promoting information flow between companies, promoting market
enhancing activities, sharing technical knowledge, could accelerate or promote the
industrial development process without the use of a heavy handed approach and
adso with a minimum of cost.

Third, another area in which we need to pay specia attention is coordinating
businesses to enable them to make significant decisions or carry out important
activities or ventures they otherwise would not have done so individualy. We
noted that young or new businesses were unwilling to venture into new activities
because of their spillover effects, free rider problem, high risk involved, long
gedtation period of investment, or scale of technological advancement needed. In
al these areas, government assistance and contributions to make businesses
collaborate and share risks and returns may be of immense importance. However,
it must be noted that the best role the government should play is not to replace
business initiative but as a catalyst or low keyed promoter which could weld the
business community together to move to such a state.

What we are proposing here is not picking winners as such, but defining
broadly what types of industries, technologies or skills are needed for the long
run development of the economy and helping businesses acquire requisite new
technology and letting pivotal industries to develop.

The Right Mix of Agricultural and Industrial Development

Empirical experience has shown that the higher the economic growth the lower
the proportion of agriculture's contribution to the total productivity, thus sug-
gesting the importance of industrialization in the development process. Recently,
this view has been challenged by some saying that agriculture development
could be the main thrust of the growth, citing the recent success of Argentina
and Chile increasing growth with agriculture as the dominant sector. The period
of observation of the phenomenon in the case of Argentina and Chile is short,
and on acloser ook, these countries are not producing the usual cereals or staple
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type of low value-added products subject to cyclical price variations, they are
producing high-technological, value-added, agriculture such as orchard farming,
which provides expensive products consumed by the higher income groups. This
calls for our strategy to define a role for agriculture and industry in the right
perspective.

While industrial development is pursued, agriculture should be directed to-
wards more consumer type value-added, products, not just thetraditional commaodity
type of products. Since we arerich in natural resources, this advantage should be
exploited to its full potential on the basis of relative returns conferred to various
investment choices.

The bottom line is that once we are assured of food security and salf-suffi-
ciency in key commodities, the choice between agriculture and industrial
development should be on the basis of relative returns or favorable cost and
benefits to the country. Subsidies to agriculture by way of heavy investments such
as water resource development should be carried out on the basis of comparative
returns only.

Foreign Enterprises and Local Entrepreneurship

Direct foreign investment, particularly in manufacturing and modern service sectors,
will be welcomed and encouraged. Encouraging FDI to come and invest in the
country will be anintegral part of the strategy. We accept the fact that appropriately
channeled investments by multinational corporations can successfully transfer
modern technology and promote economic growth, as revealed by the experience
of our Southeast Asian neighbors. While we welcome foreign investment in all
sectors of the economy, special encouragement and incentives will be given for
those projects that generate foreign exchange and enhance our domestic techno-
logical capabilities. On the other hand, the state will also make specia efforts to
stimulate and encourage domestic capital formation through the support of finan-
cia institutions that mobilize and channel domestic savings.

On the other hand, we realize that even though foreign enterprises may help
transfer the technology and provide locals with opportunities to learn new
technology, assisting the development of its own core of national or native
private enterprises is very essential. Raising comparative advantage in selective
sectors of industries in order to compete with others and to sustain high eco-
nomic growth depends upon the local initiatives and entrepreneurs. Whereas the
export growth led by foreign enterprises alone will not improve the comparative
advantage in Burma, the task to develop, promote and sustain local efforts should
take priority. The Swiss superiority in watchmaking, pharmaceuticals, and
chocolate industries are the product of their own efforts. Likewise, Korea's
leading edge in shipping and heavy industry and Italy's fame on leather and
fashion goods are the results of the indigenous efforts of their own companies,
workers, and the governments.
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Institutional Reform

The open market economy can operate effectively only within a transparent,
publicly accountable and consistent administrative system. It is essential for the
government to set up the appropriate legal framework and establish an efficient,
impartid and result oriented administrative system. The development of a cadre
of effident and dedicated public servants, appropriately compensated and moti-
vated, will be one of the main requirements in the reform process.

We have learnt from the recent experiences of Southeast Asian economies that
a falure to reform the institutional framework effectively will thwart the further
growth of even industrially more advanced Asian "tigers'. We should take the
advantage of our past experience in this area and make institutional effectiveness
acadina imperative in our strategy.



CHAPTER THREE

Agriculture

Agriculture is the dominant sector of the Burmese economy. It employs 65 per
cent of the labor force, accounts for 76 per cent of total commodity production,
and contributes about 50 per cent of GDP. In addition, about 40 per cent of exports
consists of agricultural goods.

Though fairly richly endowed with agricultural resources, the Burmese economy
exhibited, in the last three decades, only a sow and sluggish performance in its
agricultural sector. Burma still possesses unexploited land and water resources and
enjoys favourable climatic conditions for both tropical and subtropical agricutlure,
located close to the zones of large potential market. The Burmese agriculture
obviously suffered from the excessive government controls and also from the
underdevel opment of its market system. Its technological basisisweak and almost
underdeveloped. It is felt that developing the agriculture to its fullest potential
should be the main task of the Burmese development at thisjuncture. This chapter
devotes itself to the problems of the Burmese agriculture and suggests important
pragmatic steps that need to be taken for the task.

THE PRESENT STATE OF AGRICULTURE

The agricultural sector of Burma has lagged behind that of most other countries
of the region, and has falen far short of its potential. The most glaring result of
the stagnation of Burmese agriculture is a dramatic decline of rice exports from
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nearly 2 million tons in 1962 to a fraction of that, 35,000 tons in 1995. In that
same year, Thailand exported 5 million tons of good quality rice. Moreover, the
much vaunted scheme of agricultural diversification introduced from the early
days of the first economic reconstruction plan drawn up in 1947 has not performed
well; Burma's export of rice has been relegated to a minor position, only 23 per
cent of the total agriculture export, replaced by beans and pulses as the sole mgor
export product, whereas Thailand in 1995 has diversified well into fruits, feeds,
vegetables, sugar, each constituting a major part of agriculture exports.

The fact that productivity is low in the dominant sector has been a constraint
on the economy as a whole. On the other hand, the low level of the nationa
economy means that people spend a high proportion of their incomes on food,
and hence ahigh proportion of the labor force hasto work in the agricultural sector.
Among other proximate causes of the shortfall of agricultural development, three
factors are particularly important. The first factor is the pressure of population on
the land; and second, the low level of technology and support services; and finaly,
the very extensive intervention of the market in the whole agriculture sector.

It is true that the average area operated by each agricultural worker, 2.2 acres,
and the average farm size per household, 5.5 acres, are better than in many
neighboring countries. Of the 4.5 million farm families living in rural areas, 61.6
per cent lives in households with less than three acres, which is the minimum area
needed for bare subsistence at the prevailing level of productivity. However, when
the average distribution of farm families for each category of farm size is found
to be relatively stable over time, it suggests that land fragmentation has been
prevented so far. The average size of farm under the category of below-five-acres
owned by the farm families in 1995/96 is 2.369 acres whereas 20 years ago in
1975/76, it was 2.25 acres. The main reason for the stability of farm size is that
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faming areas have been dowly increasing over the years in proportion with the
increase in the number of farm families. Between 1965 and 1975 alone, 6.1 million
acres were added to the total farming area. Likewise, though on a lesser scale,
133 million acres were added between 1975 and 1995.

This significant increase in farm land area during the period of 1965 to 1975
was probably the result of developing fallow and vacant land for redistribution
schemes. This measure may have alleviated to some extent the pressure on demand
for land. However, the increasing number of the landless till remains critical.
Ancther important point to note is that the average farm size varies in different
parts of the country; whereas the average farm size in rice growing areas is about
eight to nine acres, the farms in the dry zone in Upper Burma are much smaller
at about two to three acres, with scattered plots spread over a large area

What is worse, though, is that the cropping intensity of only about 12 is far
short of the intensity of three which is technically possible and which is attained
in many other countries. This is particularly the case for paddy cultivation, which
accounts for about 50 per cent of the total cultivated area of 20 million acres.

With regard to the low productivity of the land, the main reason is the low
levd of agricultura technology, mostly of the traditional type. In particular,
production is till largely dependent on natural forces, such as the condition of
the monsoon and the fertilization of the land by the annual floods. In addition,
the fertility of the soil is also declining in many parts of the country, due to such
factors as soil erosion caused by the widespread destruction of forests.

In addition, market forces were never allowed to pay fredly in the agriculture
sector since the days of parliamentary government. The state procurement system
and freezing of the procurement price at unredlistically low levels have robbed
farmers of any incentive to improve the efficiency of their farms. Because of heavy
date intervention, market institutions which can facilitate the expansion of agri-
culture have also not developed either. These will be discussed in detail and long
teem remedies suggested, later in this chapter.

THE HISTORICAL EVOLUTION OF AGRICULTURAL POLICY

Jugt before the war, Burma was an export economy based on a fairly commer-
cidized peasant agriculture. Rice was the major export crop and was cultivated
modly in the rain-fed alluvial delta areas of Lower Burma. In addition to rice,
there were other crops, such as beans, pulses, oil seeds, sesame and groundnut,
cultiveted in the dry zone areas of Upper Burma. Cash crops such as sugar cane,
tobacco and cotton were also grown in central Burma, and rubber in the coastal
aress of the country.

This situation was the final result of the long period of colonia rule, in which
the country was opened up to international trade largely under free market forces.
Under these influences, there was a rapid increase in exports, mainly of rice and
forest products from the middle of the last century. Rice exports grew to 12 million
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tons by 1890, to 2.4 million tons in 1920-24, and a peak of 2.9 million tons in
1935-39. Exports of forest products rose in value from Rs. 17 million in 1903
to Rs. 50 million in 1926-27, then fell to Rs. 40 million in the 1930s because
of the Great Depression.

To bring about this great expansion of agricultural exports, over three quarters
of the labor force was engaged in the sector. Agriculture was organized as a peasant
economy, with individual farmers owning the land that they cultivated with their
family labor. Indeed, the reclamation of the delta from swamp land and its con-
version to some of the most fertile land in the world was one of the great
achievements of the indigenous Burmese people, a feat which they had accom-
plished amost with their bare hands and very little capital equipment. This
extension of land area was then cultivated with paddy to meet the large and
growing foreign demand. The growth of production was achieved mainly by the
extension of land area and traditional technology rather than by any significant
technical innovation.

In line with its liberal economic philosophy, the colonial government aso
recognized very extensive property rights of individuals in their land. As aresult,
land could be freely bought and sold, and mortgaged as security for loans and so
on. It was said that at times the rights in land in Lower Burma changed hands
more rapidly than shares in the stock exchanges of the advanced countries.

With the spread of the market economy, farmers came to depend on borrowed
funds for their working capital, supplied by the easy credit policies of moneylend-
ers, mostly foreigners. However, the sharp fal of pricesduring the severe depression
of the 1930s led to large scale alienation of land to the creditors. As aresult, a
high proportion of farmers who had been peasant proprietors were reduced to the
status of tenants on their own land, with only limited security of tenure. In addition,
the transportation, milling, storage and marketing of the magjor export crops were
largely controlled and managed by powerful foreign firms. In fact, the peasant
rebellion in the 1930s was an outburst against the land alienation, usurious and
unregulated practices of moneylenders and a high incidence of taxation falen on
Burmese firms, accentuated by a collapse of the rice market in the Great Depres-
sion of the Thirties.

Upon the attainment of independence, the first national government drew up
a scheme known as the economic reconstruction of the country in 1947. The main
thrust of the plan was to diversify agricultural production more towards cash crops
such as sugar cane, jute tobacco and cotton, both for domestic consumption and
for exports. Rice continued to be the dominant crop.

One of the first actions of the new government was the Land Nationalization
program. The objective was for the state to take over all agricultural land, espe-
cialy the large areas that had been acquired by foreigners, especially the
moneylenders, during the colonial period and to redistribute it equitably to those
who were actualy tilling the soil.

Another important change was in agricultural marketing policies. Ostensibly
for the purpose of stahilizing domestic prices in the face of sharp fluctuations in
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international prices, the government introduced a system of official procurement
of paddy and rice. Thiswas carried out by the State Agricultural Marketing Board
(SAMB) with the objective of replacing foreigners who had dominated the paddy
market as middlemen. The government procurement price was kept constant for
along period until 1961. In the early years of the policy, the domestic price was
fixed at such alow level below the international price received for rice exports
that the government earned large profits which it used to finance development in
other sectors. The same approach was aso applied to other commodities such
sugar cane and cotton. The policy was implemented through state marketing
boards which were given a monopoly over the export trade in rice and timber.
The only redeeming feature of this pressure is that the state procurement system
dtill operated within an open market framework, still alowing farmers to make
their own decisions as to what to produce, how to produce and to whom to sdll,
in somewhat circumscribed situation.

Under the Burmese Way to Socialism, agriculture became highly controlled
and directed by the state. The state and cooperative sectors were the mgjor players
rather than the land holding peasant class. In fact, as all firmsintrade and industrial
sectors were nationalized, the government began to exercise agreat deal of control
over the agricultural sector as well, often going into great detail about actual types
and methods of production. For example, in the irrigated areas of Sagaing and
Mandalay divisions, farmers were not allowed to grow traditional crops such as
sesame, chillies, onions and groundnut; instead, paddy land was diverted to grow
cotton.

The government also made extensive changes to land policy. According to the
Tenancy Law of 1963, the right of tenancy was vested solely in the Agrarian
Committees set up in all rural areas. These Agrarian Committees in turn allocated
the land to individual farmers, the poorest given the firgt priority, without much
regard to whether they had the requisite skills or resources, such as seed, drought
cattle or farm implements, to undertake cultivation. This approach had serious
adverse effects on the productivity of the land.

The Government also passed a Farmers' Rights Protection Law, according to
which no one could confiscate or seize any of the farmer's means of production,
such as land, livestock, farm implements or agricultural produce, as payment for
debts. Obvioudly, the factors of production by which farmers earn their livelihood
must be protected from confiscation. However, the best solution in this case is
to provide farmers access to the organized credit market where they can get loans
at reasonable terms and will not fall into a debt trap.

There was adouble sgueeze on agriculture as the state and cooperative sectors
also determined compulsory delivery quotas, and fixed prices for all major crops.
This compulsory delivery system was also biased against the large farm holders
as the quota ratio was set progressively higher with the size of farm, placing a
huge disincentive for enterprising farmers to expand their production. The farm
household had no freedom of choice over what crops to grow and had to follow
acropping pattern that was not always compatible with the capability of the land.
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Apart from having to bear the risk of crop failures due to natural factors such as
weather fluctuations, farmers were also subject to bureaucratic controls and the
lack of many essential inputs. The resulting bureaucratic confusion as well as price
disparities became the very cause of the utter failure of socialist agriculture and
the mgjor cause of the present problems.

In mid-1995, the SLORC government proudly announced that the export of
rice for the year 1994-95 reached a record of one million tons, surpassing al the
records of previous years since 1962. However, in the next year, 1995-96, the
export went down again to 533,000 tons, suggesting that Burma may have
overexported and drawn down the rice stock reserved as inventory. However, there
is no doubt that the production of rice has increased quite dramatically during the
three years prior to 1995. This high rate of growth was not due to any increase
in area cultivated, which remained fairly constant at 12 million acres or to any
great rise in the yield per crop.

Instead, it was due mainly to the introduction of multiple cropping on alarge
scale. The government deployed as many as 7,000 so-called agricultural super-
visors to instruct farmers to do multiple cropping. In 1994-95, some farmers even
grew three crops in the year, with two wet season crops and one dry season crop
in between. The total summer irrigated rice growing areaincreased to 3.1 million
acresin 1994-95. This dramatic increase was largely accomplished by using water
pumps draining water from streams, tanks and other collected water pools. Since
this largely comprised private efforts, the whole expansion shows how farmers
respond to the market stimuli of a large increase in the price of rice.

However, there were also some disadvantages arising from the extension of
multiple cropping. Under this system, farmers had no choice in what to grow;
instead, they had to give up some more profitable dry season crops in order to
have multiple crops of paddy, aslaid down by the government. The two wet season
crops of fast maturing but short stalked paddy were more vulnerable to damage
through floods. There were also some serious problems in harvesting the first wet
season paddy crop during the middle of the rainy season, because of inadequate
facilities for drying, controlling moisture and storing the output. It is also said that
there was a greater infestation of insects associated with multiple cropping. In
addition, the increase in irrigation also raised problems of salination and soil
erosion.

Although paddy output expanded at a high rate, farmers did not get much
benefit from this expansion. This was mainly because of the officia and unofficid
compulsory levy that was imposed on paddy farmers, under which they had to
deliver aspecified part of their output to the central government or local authorities
at apricefar beklow thelocal market rate. According to oneestimate, thelevy price
was only about a fifth of the market price. The officia part of this levy rose from
12.3 per cent of the farmer's production in 1992-93 to 13.0 per cent in
1994-95.
A more dramatic response was the extent of production of beans and pulses,
the export of which increased to a high 594,000 tons in 1995-96 from 196,000
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tons in 1991-92. However, the export of beans and pulses in the last four years
has been dowing down. It will be difficult to maintain the export record of 594,000
tons. Likewise, the rice export fell down from one million tons a year in 1994-
95, indicating the difficulty of maintaining the level of export. The government's
gregt surge in multiple cropping has also tapered off, as indicated by the decline
of cultivated areas devoted to summer rice or a second crop, which has dropped
from 3 million acresin 1995-96 to 2.1 million acresin 1996-97 or amillion acres
within a year. This suggests that within the available technological context, the
production as well as productivity in agriculture has reached a plateau, which can
be further enhanced only by technological changes in production and improved
processing and marketing and, more importantly, further opening of the market
of the agricultural sector, allowing farmers to enjoy the fruits of their labour in
an open competitive situation where they can grow freely what they consider most
profiteble for them.

PROBLEMS AND CONSTRAINTS

In this section, we shall discuss the problems and constraints faced by Burmese
ayriculture in its movement toward a highly productive modernized system in line
with the development taking place in countries with comparable situations.

State Interference and Market Interventions

Successve governments since independence have used agriculture as a milk cow
to extract surplus through fixing the procurement price of rice well below theworld
mearket price. On the other hand, production was controlled by quota and produc-
tion targets. Even when under the partial liberalization introduced by the SLORC
ad later by the SPDC government, the compulsory procurement of rice at below
the world price continues. The government has yet to recognize the policy failures
of acommand economic system that has trapped the agriculture sector in avicious
cyde of low income and low or no incentives to invest for farmers, leading to
lov productivity and low income again. Given the lack of alternative resources,
it is naturaly tempting for the government to exploit the agriculture sector by
imposing monopolistic prices for paddy that are so far below world prices, though
supplemented with subsidized inputs, that farmers make only just enough to
aurvive. From timeto time, the objective of heavy handed government control over
agriculture is less for keeping stable prices for farmers or protecting them from
the vagaries of swings in international agricultural prices than for revenue gen-
erdtion and provision of subsidized food staples to the urban constituents to
maintain political stability.

One remarkable power of the open market is clearly demonstrable when the
production, procurement, sales and export of beans and pulses were liberalized,
bath production and exports shot up dramatically, whereas the production of rice
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under the state monopoly of exports with compulsory delivery still in force has
stagnated. It is the most important task in agricultural development that free play
of market forces be allowed, with the state restricting itself to improving com-
petitive structures through supportive institutions and providing facilities such as
financial credit not easily attained from private sources in rura areas.

Environmental Degradation

There exist serious problems of environmental degradation in Burma, due to
population pressure and economic failures leading to trade deficits and scrambles
for foreign exchange, even by means injurious to the long term health of the
economy. To supplement dwindling foreign exchange earnings, due to a fal in
paddy production and exports, the government encouraged the intensive exploi-
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tation of forests and wood products for exports. An increase in population led to
clearing of more forest land for food crop cultivation. There also was greater
demand and use of timber and other forest wood products for housing, firewood
and charcoal. Forestry despoilation and degradation has led to changes in the agro-
forestry balance, caused the wanton destruction of wildlife, flora and fauna of the
area. Damage in the watershed and the forest cover and undergrowth areas of
Upper Burma has led to soil erosion and further aggravated flooding in the lower
reaches of the Irrawaddy, Chindwin and Sittang rivers.

Land salination and soil impactment due to lack of proper drainage and
sdtwater intrusion in the irrigated paddy, cotton and jute growing (double crop-
ping) areas has emerged since 1978. The greater use of agrochemical, fertilizers,
pesticides and herbicides has caused soil degradation and a decline in crop yields.
More tons of fertilisers are needed to achieve the same yield of crops, as the soil
becomes depleted. The spread of high yielding and modern varieties of paddy,
wheat and cotton has led to increasing use of pesticides and fertilisers i.e. agro-
chemicals. The importation of relatively cheaper agrochemical products, because
of foreign exchange constraints, that have been banned in other countries, has
brought about an overal risk to human health and longevity.

While al these problems are commonly faced by intensive agriculture as well
as by extensive use of available land space, proper coordination among al inter-
ested government agencies such as agriculture, forestry, irrgation, as well as
regional authorities, was not forthcoming to lay down a sustainable land extension
and use policy.

The Need for Expansion of Water Availability and Proper System
of Water Management in Existing Systems

The successive governments in Burma always claimed that they had made serious
efforts towards improving the irrigation system of Burma, with the implication
that they had followed in the tradition of Burmese kings, as the most famous and
powerful ones always had distinguished themselves as builders of water works
such as canals and tanks. In spite of these claims, the actual addition of irrigation
areas over the years is, as shown in Table 3.1, rather slow and irregular. A major
addition of 600,000 acres took place between 1960 and 1965, these projects were
not new but construction started by the parliamentary government and later com-
pleted by the new military government.

Over the next 25 years, from 1965 to 1990, progress was dow with an average
addition of 24,600 irrigated acres per year. The real dramatic change in irrigated
area took place between 1990 and 1995, when 1.863 million acres were added,
out of which 1.727 million acres, or 93 per cent of the increase, represented private
pump irrigation. This is aremarkable response of private farmers towards market
incentives, as farmers are willing and able to take initiative to invest in irrigation
when double cropping of rice or other crops were allowed and encouraged, and
ventures were economically rewarding.
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Table 3.1 Growth of Irrigation Area by Type of Irrigation (thousand acres).

Table () Total Government Private Others
1960-61 1261 741 313 206
1970-71 2073 925 910 238
1980-81 2651 989 1293 369
1990-91 2479 1001 1120 358
1995-96 4342 1035 2858 449

However, when compared with the irrigated agriculture in the neighboring
countries, Burma lags far behind them. Whether we choose the intensification of
the existing farm land or extensive agriculture on vacant land, or doing both, the
management of water resources and catchment areas will play a very important
role. We shall have to pay special attention to the management of drainage systems
in managing a surplus water from irrigation system or prevention of encroachment
of seawater in the case of coastal regions. There were indications from the records
of the performance of irrigation that old channels and tank systems are deterio-
rating and the acreage served by the same number of weirs showed a steady decline
over the years. It may have been caused by the decline in the volume of water
flowing in the rivers in which these wiers were constructed or by the silting of
exit channels. In the old system, the flow of water in the rivers declined because
of deforestation in the catchment areas in the hills and mountains.

Unless proper maintenance and rehabilitation works are regularly carried out,
the old system will deteriorate further as fast as the new system comes into
existence. On the other hand, the flood protection area by the irrigation department
between 1984-95 has hardly changed. Of the areas previously abandoned because
of flooding or seepage of seawater to be reclaimed, the flood protection will
become a major task of the extensive development.

However, various governments during the last four decades have not given
adequate priority to water resource development, irrigation, or water use. Insuf-
ficient budgetary expenditures have contributed to the deterioration of existing
facilities and infrastructure, leading to much water loss and wastage. The extant
system of water use management and control has been relaxed by governmental
intervention. The minimal authority of the Irrigation Department has been eroded
by political expediency. On the other hand, when the pressure for water from the
existing system is too great, the ground for corruption also increases.

Cost-benefit analyses of existing irrigation systems to determine the efficiency
and efficacy of existing systems was not carried out, and no water use management
or control system to monitor the effective use and water loss due to seepage of
feeder canals was initiated and evaluated. Institutional and structural mechanisms
do not exist yet in Burma for introducing and managing an integrated river basin,
watershed and drainage system. Only about 12 per cent of the cultivable land area
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is under irrigation in Burma. Most farms in lower Burma remain under one crop
agriculture. Easily exploitable water resources or small scale water management
opportunities are not fully utilized. Also, both pre- and post-construction cost-
benefit analysis, financial appraisal of different irrigation projects and analysis of
their social-economic impact on sustainable development were not properly car-
ried out. No decentralization of management of water systemsto local communities
has been attempted. Problems of inequity in the distribution of water by canals
between head and tail areas also need to be addressed.

Ineffectiveness of State Support Agencies

Three important and essential ingredients of the success of modernized agriculture
are, firdly, the research and development to discover species of crops and varieties
appropriate to local climate, physical and geological conditions, and which also
have potential for marketing at home and abroad; secondly, an effective and
efficient organizational network for extension services which could propagate the
adoption of new crops and alttendant technology; thirdly, an extensive market and
credit network which could support the expansion of new types of agriculture. Of
course, the appropriate framework of an open market mechanism operating in the
economy, as we have pointed out in the beginning, is the precondition.
Burma's agriculture research agencies have not so far performed very distin-
guishably in rice agriculture. In fact, we have adopted IR8 and its variant IR5,
produced by the International Rice Research Institute, as a ready answer to our
agriculture problem. The result has been an imbalance between the dow growth
in rice production on the one hand and an increasing population on the other. No
doubt there were some productivity gains, but in its wake, the new development
brought in serious unintended consequences. These species of rice meant for rice
deficit countries of Asia such as India, Sri Lanka, Indonesia and Philippines, our
traditional customers, have worked well in these countries and they all became
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sdf-sufficient. In fact, IR8 and IR5 were meant for countries which were naturally
and climatically not suited to rice agriculture. As a result, we ended up with
variaties which Burmese themselves did not like to eat and which we can no longer
sdll easily to our traditional or other buyers.

In addition, in the process we have lost thousand of varieties of rice species
and also our own techniques of growing rice, naturally developed over the cen-
turies that suit our own terrain, climate, and soil conditions of each rice growing
locality in the country. The adverse effects of too much reliance on high yield
varieties with standardized production technology should be reassessed. A more
localised development of suitable species with continuous incorporation of local
experience and adaptations which permits both biodiversity as well as biotech-
nology to play their parts may be more in order. Thailand, on the other hand, have
developed quality rice, out of their own species on the basis of their own expe-
rience and research, which fetches a higher price in the international market and
now has a significant market share in the prosperous countries of Asia as well
as other economically well-off countries. The following table illustrates the dif-
ferent prices of rice between two products by these two countries.

The development of new species or varieties of crops and successful adap-
tation is a long process. The success of new varieties depends on a number of
processes. discovering and improving new varieties of seeds by main research
stations, modification and adaptation of methods and seeds to suit regional or local
conditions, propagation of technology and variety to farmers for their fina adop-
tion. The success will ultimately depend on how farmers value the whole new
technology in economic terms. Not only the physical response or output of plant
and variety to stimuli such as fertilizer, but the relative price of chemical inputs
and price of outputs as well as the efforts that farmers have to make and the risks
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Table 3.2 Distribution of Improved Seeds in Paddy Production.

Year Amount Distributed (tons) Area Covered of Area Covered
1961 1,470 28,000 0.6%
1970 11,970 232,000 4. 7%
1975 11, 330 220, 000 4.2%
1980 36, 060 700, 000 13. 7%
1985 15, 630 304, 000 6.2%
1990 12,539 243, 871 4. 9%
1995 11,830 230, 081 3. 7%

they have to take will go into his final decision. The market acceptance of new
products as well as the quality of grain to be free from any residue of chemical
pesticides or to withstand the milling process are also important.

The ineffectiveness of the government extension service is evident in the
slowing down of the adoption of modern varieties since mid-1985, both in acreage
and the distribution of seeds. In 1995, 11,830 metric tons were destributed,
covering 3.7 per cent of the rice growing area, compared with a peak performance
of 36,060 tons in 1980 covering 13.7 per cent of the total area. In addition, as
farmers used their own seeds mixed with other varieties, the effects of the im-
proved seeds will be nullified. Unless pure strains are distributed every three years,
the improved seed program will not be very effective.

With regard to extension support for introducing new technology, there is little
effort in modifying technology to adapt to the peculiarity of each region or area
as well as taking into account, in research designs, the feedback from the farmers.
The perennia resistance of experienced farmers to gaff from extension depart-
ment, usually fresh graduates from agriculture schools and other colleges, was aso
visible. This lack of collaborative participation in the research process showed the
weakness of the extension services.

In contrast to our situation, Thailand not only went far ahead of us in rice
research but also did better in producing new and superior species of fruits and
crops other than rice. One prominent Southeast Asian leader remarked that the
pomelo he was served on two different visits 20 years apart tasted exactly the same,
with no change, no improvement whatsoever. The adaptation and advancement
of biotechnology is the most important ingredient for future development of
Burmese agriculture.

Underdevelopment of Linkages Between Peasant Farming and
Supporting Institutions such as Bank, Credit, and Marketing
Organizations

The credit (financia and banking) systems, particularly its degree of linkage and
integration with agricultural production, processing-manufacturing and distribu-



50 ECONCM C DEVELCPMENT CF BURVA

tion-marketing, is weak and defective. Agricultural credit at low rates of interest
(9 to 12 per cent) was provided by the State Agricultural Bank to the paddy farmers
and also to cultivators of cotton, jute and sugar cane crops. The credit and forward
crop purchase |oans were given for the purchase of seeds, fertilisers, water pumps,
hand sprayers and for other recurrent expenses. The credit given did not adequately
cover the cost of cultivation (covering only 20-40 per cent of the cost of culti-
vation). In addition, cash-credit disbursements were untimely. The farmer had to
undergo unnecessary red tape and incur "transaction costs' in working his way
though the various local authorities and government agencies in order to get
approval for government agricultural loans or receiving loans.

According to one study”, the average government loan for agriculture produc-
tion amounts to only 140 kyat per acre in 1993-94. Whereas in the same year,
the cost of monsoon crop rice cultivation per acre in different villages selected
from different parts of the country amounted to 4720 kyat in Insein Township to
5930 in Kyaukse Township. Assuming half of that cost is out of pocket cost, the
government loan of 400 kyat per acre in that year is definitely inadegquate. That
led farmers to borrow from private moneylenders at a usury rate of 120 per cent
ayear. If one has to borrow, Sapabe loan to be repaid in paddy at the end of the
season, the interest rate can amount to 200 per cent for the loans taken at the
beginning of the season and 100 per cent for the ones taken at mid-season.
However, well-to-do farmers, who could give gold as security could borrow from
licensed pawnshops at the rate of 48 per cent per annum. In other words, the poor
had to bear the brunt of this scarcity of credit.

Regarding market linkages, farmers presently choose on different products to
produce based entirely on the prices of the product in the previous year. Little
market information is filtered to the farming community. This is due mainly to
the ad hoc nature of marketing agriculture products to foreign markets since Burma
lost its international market during the years of socialist isolation. In the old days,
before the socialist era, foreign trading firms like Steel Brothers Company linked
peasants to international markets through a network of procurement centers lo-
cated in crop producing areas. Market information was disseminated and, very
often, credit advances were made to farmers. All these linkages were broken
during the socialist era.

Presently, Burmese exporters are supplying only the residual market of regular
commodity trade. For instance, Burmese beans and pulses at present have no
regular customers, unlike matpe exporters from Thailand. Thailand has long
established its bean market in Japan. Its export sales are predictable and fairly
regular, whereas Burmese agriculture exports at present have no regular estab-
lished customers, reputation or markets. Unless this linkage between local and
international markets is improved and Burmese products too conform to the

"Takahashi, A. "Myanmar Village Economy Under Transition: Comparative Study of Five
Villages." Unpublished monograph.
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international norms and standards, the farming section will not reap the full
benefits of its own efforts.

Rural Poverty

According to ADB report, there were 20 million people in poverty in Burmain
1975, quoting H.B. Chenery (1979), compared to Thailand's 13 million. Therural
poverty issue is one of the most crucial issues to be addressed, as the incidence
of poverty is presumed to be greater in rural areas.

According to the 1995-96 Annual Finance, Economic and Social Report, out
of 4.51 million peasant families, 2.77 million peasant families, or 62 per cent, have
an average holding area of 2.39 acres. Whether this size of holding would be at
or below the subsistence level depends on the location of the farms. In the dry
zone of upper Burma, the farm size of three acres will be economically productive,
as the farmers grow two to three crops a year. However, this size of holding in
lower Burma, the single crop rice growing area, will be barely sdlf-sufficient. One
redeeming feature is that small size holdings are norms in upper Burma and they
are more productive than those in lower Burma.

On the other hand, there are 1.94 million landless families working as farm
laborers, which accounted for 30.1 per cent of around 6.45 million farm families
in 1994/95.2 The majority of these people are found under the poverty line. The
rural poverty in fact exists in three types of families:

1. marginal farmers with a very small holding of two acres or less

2. farmersin hill tract areas in which very small farms, the size of one acre
or less, are operated on hillsides as shifting taungya cultivation

3. landless laborers

In addition, as we have stated earlier in the analysis of state controlled
agriculture, the failure to function as a market economy and also the slowness of
technical progress impoverished even the larger-sized, average farmers. However,
these larger farmers, in both lower Burma and dry zone areas, have improved their
lot to some extent since the introduction of market economy. As the compulsory
purchase is not total as under the socialist agriculture, they are able to take
advantage of the market opening to some extent. They in fact would be better off
to some extent than the urban poor, who hold no means to manipulate or improvise
their own lot.

?Review of Financial, Economic and Social Conditions, 1997/98. Rangoon. 6.45 million farm
families is obtained by dividing 33.56 million rural population (75 per cent of total population in
Burma) by 5.2, which is the average family sizein rural areas. 1.94 million landless farm households
is obtained by subtracting 4.51 million farm households from a total of 6.45 million households
who live in rura Burma.
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Moreover, there has been a lack of participation of the rural poor in the
planning and implementation of programs aimed at uplifting rural poverty. There-
fore, for rural poverty to be eradicated, the above-mentioned correlates should be
addressed. However, throughout the modern history of the country, no government
has ever introduced any anti-poverty program as such, although there were pro-
grams to raise the productivity and to provide basic education and health needs
in the rural areas. This was simply because they did not want to admit that the
poverty problem was widespread in the country once considered as the "rice bowl
of Asia'. This is indeed high time to address the poverty issues in rural Burma.

It should be realized that unless a genuine change in the rural economy takes
place, the problems of poverty cannot be really solved. Not only must peasant
farmers become more productive, but there also must be development of rural
industries which will exploit available labor resources and create opportunities for
learning new skills and techniques. Such environmentally viable industries as
weaving, handicraft, pottery, poultry farming, and fish farming should develop.
As the peasant farms become consolidated and adopt modern technigues, the need
for more skillful labor will be increased.

At present, landless laborers seem to be at the receiving end of the current
economic change. The traditional payment of wages at a standard rate in baskets
of paddy is giving way to cash wages which cannot be translated into the equiva-
lent standard of paddy. In fact, farmers are exploiting, to a degree, vulnerable poor
laborers under the new system of payment. As the economy devel ops, the problem
of the rural wage system, as well as the long term economic security for the poor,
must be addressed.

On the other hand, marginal farmers belong to another special category. Their
mini-sized farms must be given opportunities to consolidate and enlarge, either
through assisted purchase or redistribution of fallow or vacant lands. Most im-
portant of all, al rural families must have access to at least primary education and
also economic-oriented informal education within a first few years of economic
change, and the provision of basic health needs and sanitation facilities must also
be paid attention to. All these will require an integrated development with genuine
participation from the underprivileged themselves.

POTENTIAL

There exists a substantial potential for furthering agriculture development in
Burma. It is endowed with aheterogenous resource base in locational areas spread
across Burma, characterized by specific agroclimatic and geophysical environ-
ment differing in land and soil capability, where different crops can be grown. In
addition to the rice aluvia flats of the main rivers and the tributaries of the
Irrawaddy delta, Burmais endowed with "abundant land" that could be economi-
caly utilized for agriculture production of long term tree crop, industrial crops
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and annual food crops. Though the soils in Burma are generaly low in organic
matters and nitrogen, it could be improved by natural and organic regeneration
and soil protection measures and, in specific locations, new high valued crops
could be introduced by the use of supplementary chemical fertilizers.

It also has two distinct wet and dry seasons, with cooler climate in the north,
and the diverse agroecological zones accommodate favorably the cultivation of
different long term and short term crops. There are possibilities for crop diver-
sification and intercropping, and also for decreasing the micro-environmental risks
in farming. Also, seasonal labor migration between different agroecological zones,
apart from increasing the income of the landless labor and the small 1and holders,
also smoothes the income of the peasant family households. In the rural areas,
the tradition of the extended family serves as a social security net or insurance
mechanism.

However, it must also be noted that there is a land frontier limited by envi-
ronmental (agroecologica and climatic) considerations. Out of the total land area,
there exist about 20 million acres of cultivable waste and fallow land. A large
section of this is located in hilly regions which are suitable for fruit and orchard
farming, tea, coffeg; and sericulture has some agronomic potential in the moun-
tainous temperate zones. In vacant lands in the Shan plateau, fruits, wheat, and
other temperate crops have good potentials. Long term plantation crops such as
oil palm, cocoa, cashew and rubber are suitable for the coastal areas of Mon,
Arakan, and Teninsarim regions. Aqua culture and prawn and fish farming could
be established in the coastal and delta areas if brackish and saltwater inundation
and inflow could be prevented through investments in embankment and drainage
infrastructures. However, to bring fallow and cultural waste land and some pre-
scribed mangrove and brackish water or indigenous forest areas respectively under
crop cultivation and open new economic activities thereon will be costly, but it
is technically possible. Here are also opportunities for large scale plantation
farming which should be open to private investment.

On one hand, bringing one crop land of lower Burma, particularly in Sittang
and lower Irrwaddy valley, under cultivation through irrigation is a very sound
proposition, provided the irrigation system will not cause any substantive damage
to the ecological system. The most likely choice is the establishment of small scale
irrigation systems combined with power generation on the tributary streams of the
Sittang river. As Pegu Yomais already ecologically barren, not much damage can
be done any more. On the other hand, conserving the water of these streams and
using it for winter or dry season cropping will usher in anew era of development
to Sittang valley. Likewise, there are also opportunities elsewhere for small scale
irrigation systems to be established with little side effects. However, these irri-
gation works need careful calculation of costs and benefits to the host communities,
and the projects must be carried out in a manner that does not encourage the
creation of exclusive patronage networks.
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THE GOALS OF AGRICULTURAL DEVELOPMENT

In the process of economic growth that has already been traced out by
the developed countries, and which Burma will also have to follow in its
turn, there will be a phase of rapid growth based on industrialization
followed by a phase of maturity in which services are the dominant sector
and there is also a slackening of growth at a certain stage. The speed
with which Burma can achieve industrialization and economic maturity
depends on how far the agricultural sector can be developed.

In this setting, Burmese agriculture still must play an important role
in the early stages as food producer for the growing urban population and
also as export revenue earner. In the long run, the agricultural sector must
be modernized to overcome its technological limitations and to increase
productivity.

This will be accomplished through the twin policy of modernizing the
peasant agriculture on the one hand and promoting agribusiness enter-
prises on the other. Peasant farmers will be allowed to consolidate their
land to achieve an economic size through the open market purchase of
land. There will also be a fully integrated farm economy linking peasant
farmers with financial sectors, processors, marketers, and final distribu-
tors. On the other hand, each privately owned agribusiness will manage
the whole value chain from planting, processing to final distribution and
marketing.

The agricultural sector will emerge not just as producers of commodi-
ties but as agribusiness enterprises producing and selling finished consumer
products. Rural underemployment and poverty, and the problem of land-
less labor, must be resolved so that the rural economy as a whole is
functioning productively.

However, agricultural development is not only a matter of the growth
of output. It should aim at the promotion of the welfare of the people,
especially in rural areas, who depend on the agricultural sector. In recent
years, there has been a steady rise in the incidence of poverty among
the rural population. With the growth of population, while the area under
cultivation has not increased, more and more people are landless and
have to work as laborers. This is a most deplorable situation, which must
be overcome by attacking the basic root causes of the trend of growing
rural poverty.

STRATEGIC THRUSTS OF AGRICULTURAL POLICY

Restoration of Market in Agricultural Sector

One of the most important factors which has impeded agricultural development
so far, especialy in the post-war period after independence, was the fact that the
working of the market system in this sector was severely restricted and controlled
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in many ways by successive governments. Farmers could not always decide what
crops to grow and how to grow them. In most cases, the prices of agricultural
products were not determined by the balance of supply and demand in free
markets. Instead, they were often determined by bureaucratic agencies on the basis
of their own abjectives rather than to promote the efficiency of the sector. Farmers
were not free to sell their products wherever they liked, but had to go through
particular channels or marketing boards designated by the government. Perhaps
even more serious were the many restrictions placed on the sale, purchase, transfer,
leasing and mortgaging of land.

Therefore, one of the basic principles of future agricultural policy must be to
alow market forces much greater freedom to operate in the agricultural sector.
Thisisin line with the high degree of individualism of Burmese people. Through-
out history, Burmese farmers have displayed great ingenuity and initiative in
taking full advantage of whatever opportunities came their way, including those
offered by markets. Therefore, farmers must be alowed to exercise their own
choices about how to use their land, what crops to grow and what techniques to
use, on the basis of market prices. In turn, the prices which govern their decisions
must be determined in free markets, so that they reflect the supply conditions
relating to the costs of production on the one hand, and the demand conditions
relating to consumer preferences at home and abroad on the other. Farmers will
then use this freedom to maximize their profits, and in the process make the most
productive use of their land.

Transformation of Peasant Farming to Modern Agriculture

In the past, agriculture was carried on in the country mostly on the basis of a
peasant economy, with very weak links with the rest of the country. In future,
farmers should be encouraged to carry out their activities more and more in the
form of agribusinesses with increasingly commercial considerations in the choice
of products, ways of marketing and employment of labor.

Next, we have to consider how to support the linkages from the input suppliers
to the final consumers in the entire value chain. There will be linkages between
the producing farmers and processors and marketers who sall the finished products
and also linkages to the suppliers of inputs and other services needed by the farm
producers such as financial credit, and advice on modern input and agronomic
practices.

A series of forward and backward linkages can be supported toward the
integration of activities vital to the functioning of process oriented commercialized
farms. The farmers will not only be linked to the suppliers and processors, but
will also make business transactions directly with specialized buyers-traders,
millers and processors at nearby towns or rural market centers. Along these
linkages, the government, in addition to the building of rural infrastructure, can
facilitate the emergence of avalue chain in the agricultural sector, where economic
entities and other intermediaries that supply inputs and introduce technology and
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efficient agronomic practices with high economic returns can be extended up to
the fina customers either within the domestic economy or foreign markets.

Land Policy to Support Agricultural Development

Farmers now should be given an opportunity to enlarge and consolidate the land
holding to a more productive and efficient size, which can also be viable for
agroeconomic enterprises. The land holders or government approved tenants will
not be willing to put in any improvement or investment in the land without the
use and ownership rights. Up till now, the farmers have only use or tilling rights
to land and they have no legal right to transfer the land to persons outside the
family.

Therefore, aland policy can be implemented to create an opportunity arena
and flexible conditions, whereby innovative, capable and efficient farmers and
entrepreneurs can undertake some degree of land consolidation and enlargement.
The right to transfer and sell 1and should be allowed so that more efficient means
of farming could emerge. The underlying reason is that only on this basis will
market forces select the most efficient producers to control the use of land and
hence to maximize its output.

In Burma, a high proportion of the population depends on the agricultural
sector, and their welfare depends heavily on their control of land. Therefore, the
control of land cannot be left to the working of market forces as completely as
the control of other assets. It must be subjected to a few mild restrictions. One
of these restrictions is that the ownership and control of land must be confined
to those who actually cultivate the soil. This is necessary to overcome the danger
of extensive absentee landlordism, with its associated evils of tenancy at high rates
and insecurity of tenure of actual farmers. Another restriction is that the ownership
of peasant land may be restricted to a maximum of 100 acres. Thisisa high ceiling,
which will allow most farmers to extend their operations to a considerable extent
if they have the ability to carry out such large scale cultivation. Under prevailing
conditions, ownership beyond such a high ceiling may give the owners an exces-
sive bargaining power in dealing with other members of the agricultural community.
Within this ceiling, land will be fregly transferable among all operating farmers
or farm enterprises.

Promotion of Agribusiness Enterprises

Market forces should be allowed to operatefreely not only in domestic transac-
tions inside the country but also in the country's external relations. In particular,
it will be argued that one of the most important ways to promote faster develop-
ment of the country is through foreign investment, which must not only be allowed
but even actively encouraged. In line with this, foreign investment may also be
encouraged in the agricultural sector, especially as a means of introducing higher
technology from abroad. In particular, land policy must be adapted to promote such
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foreign investment in the form of agribusiness enterprises operating on granted
or leased fallow land. For such land in appropriately designated areas, the ceiling
of 100 acres applicable to paddy cultivation will not be operative.

Rural Development Program to Alleviate Rural Poverty

Therewill also be a pressing need to address the prablem of rural poverty, landless
labor and underemployment, which should be tackied through an integrated rural
development program. This program will promote a network of viable economic
activities for the rural poor to participate in. Development of small and cottage
industries, providing financial assistance and technology needed for starting a
small business, building of infrastructure to interconnect these enterprises with
distributors and consumers; these are the main functions of such a program. It
should be recognized that this proposition is not for establishing awelfare agency.
Its purpose is to provide assistance and help so that people can use their own
resources efficiently and improve the quality of their skills. The program will be
arranged on an integrated basis comprising a group of villages, by which mecha-
nism a rural small industrial network can develop.

Extension of Governmental Assistance to Agriculture

Historically, not only in Burma but in many other countries, agriculture was the
sector which was taxed most heavily in order to provide resources for the devel-
opment of other sectors. In retrospect, we can see that this was a serious mistake,
because it reduced the rate of agricultural development and delayed the stage at
which other sectors like the industrial sector could take off. Therefore, a better
strategy for Burma to follow in the future is to alocate adequate resources for
agricultural development on the basis of economic return and benefits.

There are indeed many ways in which additional resources can be productively
employed in the agricultural sector. First, there are ways in which land can be made
more productive by such measures asirrigation, and land development. Then there
is the need to develop the infrastructure serving the agricultural sector, providing
it with better transport and communications, supplying alarger quantity of modern
sources of power, and improving public amenities for both producers and con-
sumers in rural areas. Then there is a great need to carry out research to deal with
the problems of the sector and to introduce new techniques. There must also be
extension services to introduce these new ideas and techniques to the farming
population. This is also the role of education, which is discussed more fully in
a later section.



CHAPTER FOUR

Industry

The main features of the present position and the past development of the industrial
sector in Burma are illustrated in Figure 4.1, with the corresponding conditions
of the other magjor countries of the region for comparison.

This shows very clearly that Burmese industry is extremely underdevel oped.
It employs only about 10 per cent of the labor force and produces only about 15
per cent of the nationa output. The industrial share of national income in Burma
is less than half that in the other Southeast Asian countries. This is ultimately
because this share has barely risen in Burma during the past quarter of a century
of stagnation, a period during which the other countries experienced rapid rates
of economic growth and structural change.

In spite of its relatively rich agricultural potential, industrial development
should be the main thrust of Burma's economic strategy. Countries like Malaysia,
even with comparatively richer natural resources per capita, have to ultimately
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Source: World Bank, World Development Report 1996.

Figure 4.1 Share of Industry in GDP.
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depend on industrial development as its main engine of growth. With the expand-
ing population, approaching thelimits of availablevirgin land, and rapidly exhausting
its natural resources such as forest reserves, Burma will have to emphasize more
on industrialisation and modernisation of related sectors as the main component
of its drategy.

THE PRESENT STATE OF INDUSTRY

The industrial sector in Burma still consists mainly of industries dealing with the
basic processing of raw materials. The primary industries account for 50 per cent
of theindustrial output — that has existed since the 1960s. Apart from these, there
are few other industries engaged in the manufacture of other products. About 85
per cent of the industrial production are food and beverages, while the manufac-
turing sector produces less than 10 per cent. Therefore, Burmais still dependent
on imports of even the most elementary manufactures which could easily be
produced in the country, and which areindeed produced domestically in most other
Southeast Asian countries.

In terms of capabilities and performance, the existing industry is very inef-
ficient compared with other countries. According to a World Bank study made
in 1995, operational indicators for the performance of industries especially under
the state sector are very weak in all accounts. In most cases, the level of technology
is still in the machine industry stage; the electronic age has not yet reached the
country. Industrial management itself has not gone beyond traditional factory
management. Most plants arein adilapidated state due to a shortage of spare parts
and the neglect of maintenance. Practically no facilities or institutions exist to
provide training, to upgrade technology and to promote overseas markets. There
are no financial institutions to help small industries, except the newly founded
commercial banks — which can give only limited help to industries.

One of the strengths of industrial development in more advanced countries
is that the strong linkage both on the supply side and on the demand side among

Table4.1 Comparison of Industrial Formation.

1970 1980 1993

Primary Secondary Tertiary Primary Secondary Tertiary Primary Secondary Tertiary

Burma 49.5 120 38.5 47.9 12.3 39.8 49.0 129 38.2
Thailand 30.2 25.7 441 20.2 30.1 49.7 12.2 40.9 16.9
Indonesia 35.0 28.0 37.0 24.4 41.3 34.3 17.6 421 40.9
Philippines 28.2 33.7 381 235 40.5 36.0 22.7 34.4 40.3
Singapore 2.2 36.4 61.4 11 38.8 60.0 0.2 36.5 42.9

Source: Asian Development Bank, ADB Outlook 1994.
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Table 4.2 Industrial Performance (average of state industries).

FY85 FY90 FY95
Output Index 88.9 55.0 61.2
Capacity Utilization Ratios 66.0 36.3 420

Source World Bank, 1995,

firms within the industrial sector, and between the industrial and other sectors. But
in Burma, existing industries hardly connect or link with each other and do not
form meaningful clusters. Tractor plants, car assembly plants, ceramic plants, glass
factories have been established but they remain stand aone entities, instead of
forming a chain of connected industries, each stimulating the others and thus
contributing to cumulative industrial growth. Further, industrial development and
the main productive sector—agribusiness — were unconnected, and the extension
of the value chain in the whole food industry from crop production to the final
consumer product has not taken place. Even food production is at an elementary
and under-developed stage.

Considering that the country was not fully opened up to international trade
and economic relationswith other countries, including the most industrially advanced
countries of the world, it is not surprising that Burmese industry today is in such
an underdevel oped state at the close of the twentieth century. The main explanation
liesin the policies that successive governments had followed towards the industrial
sector and the overall stagnation of the last 35 years.

Historical Evolution of Industrial Policy

Burma was largely a sdf-sufficient economy before the British came and opened
up the country to the rest of the world. What this meant was that the country
produced not only dl the food that the people needed, but also simple manufac-
tures such as textiles, furniture and materials for house construction. There was
a limited amount of foreign trade; most of the exports consisted of foodstuffs, and
agricultural and mineral raw materials, but there were also exports of some
industria goods. The country was well known as aplace where wooden ships were
made and repaired, testifying to the skill and efficiency of the local population
in this industry.

All this changed in the colonial period. As we have seen, the colonia gov-
ernment established a regime of free trade based on the theory of the classical
economists that such aregime was the best for the country itself. In fact, the policy
auited the colonial government very well because it benefited Britain, not only
by giving her access to an abundant supply of the primary products — both food
and raw materials that were in much demand in the rest of the world — but also
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gave Britain and other industrializing countries of Europe a market for the growing
output of their industries.

The obverse side of this situation was that the domestic manufacturing indus-
tries of Burma could not compete with the cheap imports produced by the factory
system in the advanced countries and were practically wiped out. The country
therefore went through a period of de-industrialization. The only industries that
survived were those involved in the processing of food and raw materials.

Thus, industrial development in the colonia period was greatly influenced by
the country's international trade. Most of the time, international trade flourished
with the rapid growth of exports and of imports. As the exports consisted mainly
of primary products and the imports mainly of manufactures, there was little
inducement for the growth of the domestic industrial sector.

However, sometimesinternational trade slackened. This happened particularly
during and shortly after the Great Depression. Then, there was such a drastic fall
in the value of Burmese exports that the country could not afford to import
manufactures on the same scale as before. The result was the rise of a few
industries within the country itself. This was quite a significant development,
which has been described as "the beginnings of industrialization™ in Burma. This
episode is interesting because it showed that the Burmese people had the latent
ability to undertake industrial activity in a number of ways, provided there was
demand.

As aresult, Burmese manufacturing industry at the end of the colonial period
was of arather rudimentary nature. It consisted of agricultural processing plants
such asrice mills, oil mills, consumer product plants such as match factories, soap
factories, bottling plants and afew technologically more advanced industries such
as ail refineries, some large foundries and machine tool factories for outfitting
Burma Railways, the Irrawaddy Flotilla and the port installations. Further, alarge
part of whatever little industry Burmahad was destroyed during the Second World
War.

After the war, there was a fairly rapid development of consumer goods
industries, some labor intensive industries and reconstruction of old industrial
plants. This happened particularly from 1950 to 1955, the period of the Korean
boom when the price of Burma's rice exports soared to very high levels. It was
also due to some government initiatives as well as the high demand for consumer
goods after the severe shortages experienced during the war years.

The government singled out the agricultural and forest products processing
industry, including textile millsand paper mills, asthe main thrust of devel opment,
sprinkled with some more exotic industries such as Pharmaceuticals and even steel
mills. The government also targeted and developed power generation through
hydroel ectric plants and oil fired plants, in line with the needs of general industrial
development.

At the same time, the private sector played a much more important role, by
establishing and successfully running many labor intensive industries such as
textile mills and other consumer goods industries. In fact, by 1959, the private
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textile mills producing cotton and synthetic textiles and cotton vest, etc., not only
satisfied the local demand but were also able to export their goods competitively
in the international market. Likewise, timber processing plants such as plywood
plants were ready to sell competitively abroad.

The first steps of industrialization that were taken by the government and the
private sector in the early post-war years were completely arrested or impeded
under the Burmese Way to Socialism introduced by the military government in
1962. In its place, a different set of industrial activities was established under the
guise of a new industrialization policy of the socialist regime, in which the state
sector was to play the predominant role. Under this policy, a number of consumer
goods industries such as electric appliance assembly plants, ceramic plant, glass
factories, and also machine manufacturing industry such as tractor assembly
plants, automobile assembly plants, cameinto existence, all under state ownership.

The main thrust of thisline of development was import substitution along with
the expansion of domestic demand. It was also due to a desire for self-reliance
and economic independence. The folly of this line of development soon became
evident, when production became constrained by serious shortages of raw mate-
rials and spare parts, which could not be imported in sufficient quantities due to
severe shortages of foreign exchange. The quality of the products produced by
the new industries was also very poor, because of the lack of competition and the
low level of technical capability. In addition, the new factories and plants were
mostly stand alone units catering to the local demand, neglecting the chain or
cluster of other supporting and supplying industries that was necessary to foster
a whole efficient value chain.

Another serious blunder of the socialist regime was the wholesale national-
ization of private industries, whether they were owned by nationals or foreigners.
At firgt, it was only new industrial investment by private individuals that was
prohibited. Later, even the operation of existing industries was taken over and
placed under state supervision, the previous owners being alowed only to be
members of the management committees set up to supervise day-to-day opera
tions.

As no new resources, raw materials or capital were injected, many of these
factories went bankrupt and the surviving ones were amalgamated as nationalized
industries. Likewise, state-owned industries themselves were starved of raw
materials, new equipment, machines and spare parts because of the shortage of
foreign exchange, and barely survived in spite of state subsidies.

On the other hand, in spite of the difficulty of obtaining raw materials or
productive resources, a new type of tinkerers or cottage industrialists sprang up
to sisfy the consumer needs which could not be met by the state sector. They
included plastic molders, workshops, utensil makers, food processors, etc. How-
ever, these cottage and small scale industries are currently reeling under the
competition of foreign imports from China, India and Thailand which are mostly
smuggled in through the cross-border trade. They were particularly handicapped
in this competition because of restrictive government policies, their lack of tech-
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nological skills, the lack of financia resources and international contacts, and the
aging or obsolescence of their machines.

Apart from the adverse effects suffered by the industrial sector because of the
nationalization of the sector in the name of socialism, another problem was the
high degree of isolation of the country from the rest of the world. The main effect
of the autarkic development of the period was the severe restriction of the extent
of the market, which denied domestic industries the economies of large scale
production, and hindered the growth of qualitative improvement through compe-
tition.

Since 1988, there have been some devel opments as aresult of the liberalization
measures taken by the SLORC government. One of these measures was the open
door policy towards foreign investment. Foreign capital for investment in domestic
industries was not only alowed in more fredly, but was in fact given many
privileges such as tax holidays and access to land and other resources. For ex-
ample, some foreign investors set up textile factories under this favorable scheme,
particularly to take advantage of Burma's under-utilized quota under the Interna
tional Multi-fibre Agreement.

At the sametime, theindustries set up as state enterprises in the socialist period
are il allowed to continue in spite of the fact that most of them are making losses,
creating afinancia burden on the state budget. In fact, they are even given access
to foreign exchange for imports at the greatly overvalued official exchange rate.
In addition, domestic entrepreneurs have also set up some new industries, because
it is now possible to import more raw materials. For example, during the socialist
period, the non-availability of water pumps was a serious constraint on the ex-
pansion of acreage for agricultural production. With the freeing of markets since
1989, raw materials such as sheet and rod metals became available, and Burmese
foundries and workshops, such as those in the Sein Pan quarters of Mandalay, are
producing water pumps of fairly good quality and supplying them to farmers at
a competitive price. However, domestic industries have not expanded as rapidly
as they might have because they do not enjoy the same privileges as foreign
investors.

Restructuring of State Industries and the Role of Local Industries

Successive governments — from the early military regimes, to the Burma Socialist
Program Party regime, and now the present military regime — have made various
efforts to restructure local industries. In fact, the Socialist government has tried
to introduce an Economic Accountability System as early as 1978 to improve the
efficiency of state industries. Each industrial plant was formed as a profit center
to cover the running cost. Under this EAS system, an index of profitability or cost
as ratio of output was introduced. However, the government did not introduce any
price or parallel reforms in the overall economy, thus environmental conditions
remained as before. With the production of scarce goods monopolized and trade,
including import of consumer goods, being restricted, these plants smply raised
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the price of their products in the absence of any competitive producers. Apart from
the manipulation of price, the state industries could change the product mix to
make the ratio look good.

In addition, as the state industries were import substitution industries, they all
depended on the purchase of raw materials and spare parts from outside the
country. As the shortage of foreign exchange became acute, these state industries
all scaled down their operations and were able to run at only half capacity by the
end of Socialist period. The profit ratio became meaningless as the scale of
operation had declined. The profitability automatically declined, as the state in-
dustries could not spread the overhead over a larger output. Meantime, these
sectors had to absorb the increasingly heavy cost of aredundant work force, further
draining the state budget.

These conditions continued to deteriorate even after the SLORC came into
power in 1988 and introduced market opening activities. Since 1989, under the
SLORC government, a number of changes in the management of state enterprises
have been introduced.

1.  State enterprises are now allowed to use their facilities to produce on con-
signment basis for foreign or local entrepreneurs who supply raw materials.

2.  State enterprise managers are allowed to sell their products in free market
once their required quota to the state is fulfilled.

3. In 1993, arevolving fund of about US$60 million was created to serve as
seed money to eight ministries, including two ministries of industries, to
generate additional foreign exchange earnings. The resulting foreign ex-
change earnings were allowed to be kept in the ministries themselves while
all other usual foreign exchange earnings continue to be managed by the
ministry of finance.

However, the clear positive results of this reform was not evident as these
enterprises till have to work under the previous restrictive conditions including:

1. A two-price system, lack of foreign exchange market, and continuation of
subsidies are still dominant features of the system. It is difficult to determine
the real efficiency of the enterprises under these circumstances. While goods
are sold to government departments to fulfil the quota at a controlled price
quite far off from the free market price, subsidies onfud and electricity are
still continued. Allocated foreign exchange is still priced at approximately
six kyets per US dollar, again far removed from the free market price.

2. The recent introduction of a state fund account, into which al finances of
the state enterprises and administrative departments are pooled, and which
is managed by the finance ministry for supposed fiscal discipline, is remi-
niscent of the failed union consolidated fund, a single cash account for the
whole country, introduced under the socialist regime. Under this system, cash
management is transferred to the finance ministry, and once it is allocated






