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Preface

By 2015, the ASEAN Economic Community (AEC), eneised as a single common market and production
base, will become a reality. This will lead to fheer flow of goods, services, investment capitel akilled
labour in the region. Tariff and non-tariff barsewill be reduced, which will have implications for
intraregional trade and investment. New opportasifor growth and prosperity are likely to emein4,

the challenge is to ensure that growth is inclusive prosperity is shared.

Ultimately, the success of ASEAN regional integratwill depend on how it affects the labour marded
therefore how it improves the quality of life of men and men in the region. To prepare for the impac
and find the opportunities to seize, the IntermatioLabour Organization initiated with the Asian
Development Bank a joint study to examine the ihpéthe AEC on labour. Findings from the series of
studies that were initiated are collected in th&£f@ublication ASEAN Community 2015: Managing
integration for better jobs and shared prospefitat report highlights the challenges and oppotiesi
that will accompany the AEC, including managingdabmigration, boosting productivity and wages and
improving job quality. The report offers policy momendations for creating better jobs and ensuhiag
the benefits of the AEC are equitably shared antbffigrent countries and sectors.

The background papers to the joint publicationeaalable as part of the ILO Asia—Pacific Workingper
Series, which is intended to enhance the body aofdedge, stimulate discussion and encourage kngeled
sharing and further research for the promotioneafesht work in Asia and the Pacific. This paper byai
Khet Nyo looks at how the AEC is likely to impaciomomic growth and social progress in Myanmar.

The ILO is devoted to advancing opportunities fanven and men to obtain decent and productive work.
It aims to promote rights at work, encourage deeemployment opportunities, enhance social protectio
and strengthen dialogue in handling work-relatesdiés. As countries in the Asia and the Pacificorgi
continue to recover from the global economic crigis ILO’s Decent Work Agenda and the Global Jobs
Pact provide critical policy frameworks to strergthithe foundations for a more inclusive and suatd@n
future.

Tomoko Nishimot
Assistant Director General and
Regional Director for Asia and the Pacific
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Absiract

The paper explores the potential impact of regi@eahomic integration on Myanmar, a country tha ha
suffered from more than 20 years of Western sam&ti®he country’s accession into the Association of
Southeast Asian Nations (ASEAN) offered economid tading opportunities, while the regional body
arguably catalysed a regime change. Now, realizaticghe ASEAN Economic Community is challenging
Myanmar. Having a low-skilled and poorly educatestkforce with inadequate infrastructure, Myanmar
must strive harder than other ASEAN Member Statesarrrow the regional inequality gaps. Improving
skills among the labour force and in prioritizedtees of the economy, as well as strengtheninddimeal
education system, will be critical if Myanmar isdompete. Improving infrastructure, such as eleityi
roads and information communication technologggsally salient. These measures must be coupléd wit
effective institutions for social security and irsuce, labour relations and business social redgititys
Narrowing inequality is a long-term project with argent start for Myanmar — the latecomer to growth
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1. Infroduction

Following decades of isolation, Myanmar began @1B90s to become more engaged internationallg. Thi
shift was reflected in Myanmar's admission into Association of Southeast Asian Nations (ASEAN) in
1997. ASEAN membership has offered Myanmar oppdiasas well as challenges in reducing socio-
economic inequalities among its population. Thipgraargues that Myanmar needs to focus on thes skill
development of its workforce for the present andrrfeiture, via expanded technical and vocational
education and training (TVET) opportunities andral education while creating more formal sectosjob
It is this approach that will likely enable Myanmar reduce within 20 years the relative poverty gap
between its population and the populations of thstraffluent ASEAN countries.

This paper makes its case in four main sections. firet section describes Myanmar’s socio-economic
context. Section 2 presents an analysis of thevemtiehind the Government'’s international engagémen
and highlights the historic events between Myanarat ASEAN. Section 3 explores how realization of
the ASEAN Economic Community (AEC) is likely to imgt long-pending structural transformation and
emerging industries, human resources and skilleldpment, productivity, wages and labour migration
Myanmar. This exploration is built on the assumptizat Myanmar will not experience any major poéiti
disturbances that would damage the ongoing refoooass.

The last section concludes with policy consideration resolving issues that Myanmar is likely to
encounter when the AEC comes into effect. Aftefyasirag the potential impact of ASEAN integration on
Myanmar’s labour market, this paper contends thaltcypmakers should pay special attention to
prioritizing the skills development needs in fiveyksectors: manufacturing, energy and resources,
infrastructure, agriculture and hotel and tourisem™WET, improved general education, job-relatediao
security and corporate social responsibility wittlie capacity of firms. Additionally, policy-makeneed

to promote workforce education on current labowslalabour standards and labour relations between
employees and employers, enforcement of labour &vassocial insurance for informal workers and a
favourable business environment.

This paper was prepared for the International Lakirganization (ILO) as a background study. Itaséx

on data from previously published sources, infoiomagjathered in Myanmar employees’ and employers’
forums and primary data collected through the MyanMarketing Research and Development Co. labour
survey. The primary data were collected from a damp410 respondents (328 of them who worked from
the employee level up to the mid-manager level@hadwners or senior managers) from 82 manufacturing
trading and service firms. Because the sample wasamdomly selected, it is not representativehef t
population. Despite this limitation, the surveydiings offer some information about the workforcd add

to the information provided in previous publicason

2. Country context

This section analyses Myanmar in four aspectghé)macroeconomic situation; (ii) household income;
(i) poverty and inequality trends; and (iv) ttedobur market situation and Western sanctions. Tassects
offer background detail to Myanmar’s historical reoeurrently to fully integrate into the ASEAN
Economic Community by the end of 2015.

Regional Office for Asia and the Pacific 1



2.1 Macroeconomic situation

Among the current ten ASEAN Member States, Myanisiéine only country that has endured more than
two decades of political and economic sanctionsosed by the United States and the European Union.
Deliberately discouraging trade via sanctions iteoto damage the military regime negatively impdct
on the country’s macroeconomic situation. Misguidethestic policies further damaged the economy. For
example, the 2003 ban on products of Myanmar otégirby the United States severely affected busawes
and workers in Myanmar. This issue was exacerliatélde then military Government'’s formalized cohtro
over the flow of exports and imports (Myo Myo Myiahd Rasiah, 2012). The trade authorities imposed
strict limits on businesses, such as requiringetibat wanted to import raw materials, machinergtber
products to generate exports of at least equakwalwhat they needed to import.

Myanmar's poor macroeconomic environment meantitttatuld not keep up with Asian gross domestic
product (GDP) growth when the Asian economy, ataley grew much faster than the rest of the world.
While Asian neighbours were growing at an averaigé per cent from 1990 to 2010, Myanmar was
growing, as estimated by McKinsey Global Institatean annual average of only 4.2 per cent (MGL320

p. 17)* The growth that Myanmar did gain was largely htitable to population increase rather than
productivity improvement. Myanmar’s growth, accoglito the McKinsey estimate, at least surpassed the
average global annual growth rate of 3.2 per centas well below its Asian counterparts.

Contrary to the McKinsey estimates, Myanmar’'s Carftatistical Organization (CSO) claimed double-
digit growth rates, at an average of 12 per cemtfl990 to 2010 — double the Asian average growith f
that same period. International economists andnizgtions, however, consider the CSO data unrgiabl
For instance, the Ash Center for Democratic Gowataand Innovation at the Harvard Kennedy School,
the International Monetary Fund (IMF) and the Eaoist Intelligence Unit (EIU) have found conflicting
relationships between GDP growth and other indisateuch as trade patterns and private consumption.
Moreover, other international and even nationaleetgohave seen no evidence of double-digit growth o
other indication that the Myanmar economy couldlgger than other Asian economies (MGI, 2013, p.
16). This paper uses the relatively reliable andielyi accepted GDP figures reported in the IMF repbr
the Article IV Consultation of August 2013 (2013&)flyanmar’s GDP grew by 5.3, 5.5 and 6.4 per cent in
2010-11, 2011-12 and 2012-13, respectively, dgeawth in the gas production, manufacturing, servic
and construction sectofs.

Inflation was moderate, at 2.8 per cent in 2012#i8rise that was observed was primarily duedmeiased
food, fuel and real estate prices. Despite an estidndecline in global commodity prices, inflatipna
pressures are building due to wage increases anglased asset prices (IMF, 2013a). Monthly inftatio
peaked at 7.3 per cent in August 2013 (World B&0i,3) and is expected to average approximately 6.5
per cent for the whole of 2013-14 (IMF, 2013a). &€ing trade in 2012—-13, net exports were negative,
at 3.9 per cent of GDP (with exports at18.6 pet egid imports at 22.5 per cent) (World Bank, 204.3,

9). However, gross official reserves grew to $4l8oh in 2012-13, from the previous year’s balamde

1 McKinsey Global Institute figures are based onlME and the Burma Economic Review’s GDP estimaidee MGI, 2013.

2 IMF advice to Asian countries, such as Thailand te Republic of Korea, to overcome Asian finahcisis was criticized as
exacerbating the crisis by a number of critics As@n government officials. However, its technieapertise in calculating
macroeconomic indicators is considered reliableldvdde. Considering Myanmar’s still-weak statisticapacity due to
decades of isolation, the paper relies on the Istfrated indicators, unless otherwise stated.

3 Myanmar fiscal years start at April 1 and end airéh 31.

Regional Office for Asia and the Pacific 2



$4 billion* Revenues from the sale of natural resources vihereniin contributor to growing reserves.
Thus, the reserves could cover more than the duamount deficit. Moreover, foreign direct investm
(FDI) grew, from $1.9 billion in 2011-12 to $2.7lioin in 2012-13, representing 5.2 per cent of GDP
the latter fiscal year (World Bank, 2013). Thisigades that FDI inflows could have financed therent
account deficit even if the gross official reserlied been zero.

Accordingly, nominal GDP was estimated to grow%6.8 billion, with GDP per capita at $868 (in cuntre
prices) in 2012-13 (IMF, 2013a). This figure is irglent to $1,612 in terms of purchasing power tyari
(IMF, 2013b).

GDP per capita of less than $1,000 obviously demnaies that Myanmar is still a least developed tgun
but the recent GDP growth and improving macroecaa@ulicy environment suggests that the $1,000 per
capita benchmark could be passed in the not tdardiguture if growth is associated with a decline
poverty and inequality. As discussed further ocent GDP growth indeed appears to have been ag=ibcia
with a decline in poverty and inequality, which $hhas considerable positive developmental impboati

2.2 Household poverty and inequality trends

The latest 2009—-1tegrated Household Living Conditions Analy@lLCA) found that the poverty rate

in Myanmar fell by 6 per cent among the total patioh between 2004—-05 and 2009-10, although aequart
of the total population remained poor (IHLCA, 201The IHLCA data were collected from a sample
considered representative of most areas of thetgouDespite not providing complete geographical
coverage (see further on), the IHLCA survey is aitame from ongoing collaborative efforts betwetsn t
Government of Myanmar and several internationallzladeral organizations that offered strong techhi
support; it provides the most reliable data on pgvend inequality in Myanmar. As is common witltku
surveys throughout Asia, it measures poverty im$eof consumption expenditure rather than household
income because measuring consumption is less ewsnand is subjected to less fluctuation than
measuring income. Drawing on the IHLCA survey firgh, this paper presents household consumption
trends as a proxy for household income trends.

When conducting the IHLCA survey in 2004-05 and 2, two poverty lines (food poverty and
poverty) were calculated to measure household copson expenditure. The food poverty line was based
on the assumption that all income was used for fdode — thus reflecting extreme poverty. To dgvelo
the line, the second-lowest quartile (25-50 pert)cefithe household consumption distribution, was
selected as the “poor” reference group first. Thiea,number of calories actually consumed by thisig
was calculated from collected data on the quastitfdood items consumed and the caloric contetitaxfe
food items. Next, the minimum required caloric k#avas calculated in accordance with nutritionaihms
After that, the food basket actually consumed lyy ghoup was adjusted to produce the minimum reguir
intake. Finally, the cost of the already-adjustealif basket was calculated and defined as the foeerty
line. Food poverty incidence, or percentage of bbokls living below the line, is compared betwedran
and rural populations in Table 1. Food poverty ided from 10 to 4 per cent of the population betwee
2005 and 2010, by more than half (IHLCA, 2010).

4 All $ currencies are US$.
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Higher than the food poverty line and representimgore comprehensive measure of poverty, the povert
line is based on the assumption that total consiompivas divided between food and non-food
consumption. The poverty line was calculated byirrgldlon-food consumption expenditure of the same
reference group to the food poverty line. As shawtable 1, the poverty incidence declined, fromt@2
26 per cent of the population between 2005 and .2B&dce, even though poverty in Myanmar is still
among the highest levels in Asia, it appears tmbeing on a downward trerd.

Table 1. Trends of food poverty and poverty inciden  ce in Myanmar, 2005 and 2010

Urban Rural The whole country

2005 2010 2005 2010 2005 2010
Food poverty 6.1 25 10.9 5.6 9.6 4.1
Poverty 215 15.7 35.8 29.2 32.1 25.6

Source: IHLCA, 2010.

As is the case with poverty, inequality also appearbe declining in Myanmar. Table 2 shows theesha
of the bottom 20 per cent of the consumption distion, or the poorest group. This group’s sharet
consumption of all five household groups increaadubth urban and rural areas between 2005 and. 2010
Consequently, in Myanmar as a whole, the poorests consumption share rose from 11 to 12 per. cent
As well, the consumption gap between the richegi?Gcent and the poorest 20 per cent narrowedthn b
urban and rural areas. A consumption gap can bsurexhas the difference in consumption expenditures
between two groups. The survey findings indicase the consumption gap for the whole country dedin
by 8 per cent between 2005 and 2010.

Additionally, the highest consumption expenditunerease of the lowest decile (one tenth) suggests a
narrowing of inequality within that same five-ygmariod. The lowest decile represented the poofepet
cent of the consumption distribution. While the samption expenditure of the lowest decile incredsed

14 per cent — the largest increase of any dealesumption of the highest decile (the richest)ided, by

3 per cent, to further narrow the inequality gap.

However, the IHLCA data appear to understate iniguAnalysis of the original dataset used for #8640
IHLCA report carried out by the Myanmar Developm&#source Institute’s Centre for Economic and
Social Development (MDRI-CESD) reveals that a hbakkin the sample with the highest observed
consumption of goods and services had a total copsan valued at less than 200,000 kyats (MMK) per
person per month, which seems an improbably lowréigThus, households at the very top end of the
expenditure/income distribution do not appear teeheen included in the survey. Further, some ®f th
most inaccessible areas of Myanmar (parts of Natfa®8iministered Zone and Chin State and the confli
affected areas) were not covered by the surveys@hesas can reasonably be expected to have a-highe
than-average incidence of poverty and extreme pavieris not clear what effect this would have the
measurement of inequality for 2010 or what it mdfansghe figures that indicate a decline of inedydor
2005-10.

5 The IHLCA figures for poverty in 2009-10 are likab understate poverty. However, the figures f@02-06 may also do the
same, so the downward trend apparent in the IHL@ngay be valid.
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20 per cent

Table 2. Trends of consumption share of the bottom
Area 2005 2010
Urban 10 111
Rural 11.8 12.6
Whole country 111 12.0

Source: IHLCA,2010.

Table 3. Trends of consumption gap between richest

and poorest 20 per cent, December 2009 (MMK)

Area 2005 2010 % change
Urban 836 180 736 008 -12
Rural 445 046 415 457 -7
Whole country 573 260 525 929 -8

Note: MMK=kyat.
Source: IHLCA,2010.

Table 4. Consumption expenditure, by decile in Myan

mar, 2005—10 (MMK)

Consumption d ecile 2005 2010 % change
1st decile (lowest 10%) 247 827 281 494 14
2nd decile 319 508 348 782 9
3rd decile 366 053 391039 7
4th decile 407 208 429 125 5
5th decile 447 008 464 807 4
6th decile 488 661 504 432 3
7th decile 537 609 550 423 2
8th decile 602 177 608 931 1
9th decile 696 612 698 597 0
10th decile (highest 10%) 1017 433 983 550 -3
Whole country 513 003 526 110 3

Source: IHLCA, 2010.

The next section argues that poverty in Myanmauriimarily a result of the low returns from work. &h
section also discusses the nature of the laboge fa@mployment, productivity and wages. The nexus

among these factors depicts the unique labour rhsaitketion of Myanmatr.

2.3 Labour market situation

Myanmar’s level of labour force participation ighi The latest IHLCA survey finds that around thods

of the total population aged between 15 and 60syparticipates in the labour force. Myanmar’s adfic
statistics also indicate that half of the total plagion is employed, slightly more than the averaigé5 per
cent in neighbouring economies (MGI, 2013, p. T9)us, the high level of poverty in Myanmar is not
because a greater proportion of the populatiorcim@mically inactive. In fact, people living beldhe
poverty line participate even more in the laboucéothan the non-poor population, at 70 per cedtGth
per cent, respectively (IHLCA, 2010).
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On the other hand, Myanmar’s labour productivitgignificantly lower than other Asian countriesyimg
missed out on Asia’s impressive improvement in lalqaroductivity within the past two decades (MG,
2013, p. 3). A Myanmar worker only produces aro#fb00 economic value in a year of work, which is
some 70 per cent less than the average of sevem Adian economies: China, India, Indonesia, the
Philippines, Sri Lanka, Thailand and Viet Nam (M@013, p. 2). Hence, low rates of return from work
leads to poverty in Myanmar.

Together with abundant labour, the low labour affdrs a comparative advantage for Myanmar in the
production of goods and services. Myanmar labostscare among the lowest in Asia. For example, the
average daily wage in a Myanmar factory is onlyp®8 day, compared with $4 in Indonesia, $5 in Viet
Nam and $18 in China and Thailand (MGI, 2013, p. B®netheless, this advantage is undermined by the
weak labour productivity in every sector of the mmmy, as previously noted. Labour productivity per
worker is approximately $1,300 in agriculture, $I7n construction, $3,600 in utilities and $5,500
manufacturing (MGI, 2013, p. 22).The low levels lafman capital and weak infrastructure result in
Myanmar’s labour productivity lagging behind otiesian economies. Accordingly, Myanmar’'s GDP per

capita is lower than other ASEAN Member States. bveproductivity agriculture sector employs the
majority of labour. Table 5 shows poverty statusaaand sex-disaggregated employment data in liffer
sectors of the economy. While agriculture emplolyafl of the labour force in 2010, the more prodeecti

manufacturing sector only employed 6 per cent.

Table 5. Employment by industry in terms of poverty

status, residence area and sex (%)

2010 2005
Indust
ry Poverty status Area Sex Total Total
Poor  Non-poor Urban Rural Male Female

Agriculture, hunting and forestry 54.2 48.9 7.1 63.8 52.3 47.4 50.2 50.2
Fishing 34 1.7 0.9 25 3.2 0.7 2.2 2.8
Mining and quarrying 1.7 15 1.6 1.6 2.2 0.7 1.6 1.2
Manufacturing 6.3 5.8 9.8 4.7 5.0 7.2 5.9 7.4
Electricity, gas and water supply 0.5 0.5 1.2 0.3 0.7 0.2 0.5 0.3
Construction 4.6 3.8 5.8 3.4 6.1 1.1 4.0 2.7
Wholesale and retail trade and

repair of motor vehicles, 7.0 11.7 22.9 6.6 8.0 13.9 105 116

motorcycles and personal and

household goods
Hotels and restaurants 13 14 2.6 0.9 1.3 14 1.3 0.9
Transport, storage and 28 4.1 8.9 2.2 6.1 0.7 3.8 3.3

communications
Financial intermediations 0.1 0.2 0.6 0.1 0.1 0.3 0.2 0.2
Real estate, renting and business 5.1 7.8 151 4.6 4.4 108 7.1 5.8

activities
Public administration and defence,

compulsory social security 0E b2 0 U e ol e 2l
Education 1.0 3.2 5.6 1.8 1.0 4.9 2.7 2.0
Health and social work 0.4 0.8 16 0.4 0.6 0.8 0.7 5.6
Activities of private households as

employers and undifferentiated 10.8 6.9 12.1 6.6 7.3 8.7 7.9 15

production activities
Exggdietserrltonal organizations and 01 01 03 01 01 01 01 0.0
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Source: IHLCA, 2010.
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Countries step up their economic development stagshifting the bulk of their labour force from
agriculture to manufacturing. In this process, niacturing growth and urbanization occur togetheuaal
workers migrate to cities where better job oppdties are typically provided by the more productive
manufacturing sector and where better social sesviend to exist. In Myanmar, the manufacturingaec

is still small, and urban infrastructure, such asging, water and electricity, is inadequate, ¢buating to

low levels of rural-to-urban internal labour migeet (MGI, 2013, pp. 8, 91). As much as 87 per adibe
country’s total population still lives in rural @® and continues to heavily rely on agriculturetfair
livelihood (IHLCA, 2010). This proportion is expedt to change as Myanmar's economy opens up and
grows.

Due to the long-running civil strife, low ratesreturn from work and prevailing poverty, labour naitjon
outflow has been a major phenomenon in Myanmarildid, Malaysia and Singapore are common
destination countries. Among them, neighbouringil@hd is the destination for most migrants, whalgas
move across the 1,800 km-long porous border. Bdocumented Myanmar migrants in Thailand are often
subject to mass repatriation.

Because of its ageing population, Thailand has grimmdepend on the foreign labour to maintain iigg h
rate of economic growth (Pasadilla, 2013).Accordingthe International Organization for Migration
(IOM), there are 2.3 million Myanmar migrant workém Thailand, representing a majority of the eatad

3 million migrants employed in Thailand (Thin Leiify2013). Since the late 1980s, Myanmar workers
have crossed the border, either through the foomiategular channels, to work in mostly dirty, denous
and demanding (3D) jobs, significantly contributittgthe Thai economy while supporting relatives in
Myanmar (SERC et al., 2013). Thailand and Myannmarex] a memorandum of understanding (MOU) in
2003 to regularize the irregular migrant workersotiyh a nationality verification process (issuing a
temporary passport or Certification of Identity)h@tavanich, 2013). By 5 March 2010, only 41,770
migrants from Myanmar had passed the verificatioocgss because of the cumbersome, costly and
unrealistic procedures adopted under the agreelpetneen the two governments (Vasuprasat, 2010).

Eleven Myanmareported that Myanmar authorities signed a new M@tlh the Thai Government in
February 2013 to reduce difficulties associatedhwhie regularization procedures. Myanmar workers ca
re-enter Thailand after only a one-month stay inakiyar instead of the three-year stay requiredén th
previous MOU, once they complete a work contratte Myanmar Government has asked Thailand’s
Ministry of Labour not to arrest Myanmar migrant nkers whose visas have expired but to provide
assistance when they are fined. There are moreaD&00 Myanmar migrant workers whose visas have
expired, which makes them vulnerable to exploitatiy the brokers they approach to extend theirsvisa
Myanmar’s Ministry of Labour, Employment and Socacurity is seeking to issue a red passport idstea
of previous temporary passport for the workers veipired visas by opening a one-stop centre at the
Myanmar Embassy in Thailand. In accordance with tldw agreement, the Ministry has already issued
1.7 million temporary passports to migrants in Tdrad to obtain permission from the Thai authorites
remain thereEleven Myanmar2013).

According to Thailand’§ he Nation official Thai statistics indicate that some 730Myanmar workers
with passports have applied for Thai work permitsiong them, only 200,000 are registered for social
security and eligible for health protection. Ydte tThailand—Myanmar migrant policy lacks clarity.d
joint statement, the State Enterprise Workers' tRela Confederation of Thailand, the Thai Labour
Solidarity Committee, the Migrant Worker Rights Wetk and the Human Rights and Development
Foundation asserted, “We therefore would like tgently ask Thailand and Myanmar governments to
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clarify policy and practice”{he Nation,2013). Clarity on whether those who are registenedlegally
entitled to social insurance is critical for the &ynar migrant workforce in Thailand.

Most of the documented migrants, including som#ezkiabourers (university graduates), are employed
in semi-skilled and unskilled occupations in adtime, fishing, the domestic sector and factories
(Pasadilla, 2013). Thailand has a social insuranbeme for migrant workers, including provisionsdn
old-age pension, disability and survivor benefRagadilla, 2013). It also provides medical cardemity,
sickness and employment injury cash benefits toanikg. The informal sectors, such as agricultishirfg

and domestic service, are not covered by the sosiatance scheme and other social security bengfie
social insurance scheme also requires a minimuryeab-contribution. Yet, for many years Myanmar
migrants were only allowed to re-enter Thailan@athree years since their last departure andothigt
changed under the 2013 MOU. Thus, most of the migr@rkers are ineligible for any social protection
scheme in Thailand (Pasadilla, 2013).

Unlike Thailand, Singapore offers a provident fuinstead of social insurance to migrant workers. But
migrant workers can access the provident fund dnthey receive permanent residence status. The
provident fund does not limit the minimum periodcohtribution to obtain benefits. In-kind medicare

is also available to permanent resident workers,siitkness, maternity and employment injury cash
benefits are the responsibility of the employers ot the Singaporean Government (Pasadilla, 2013).

In Malaysia, Myanmar migrants can voluntarily cdmite to the provident fund. They can also withdraw
their contribution to the provident fund when theyurn home. Malaysia offers migrants medical care
coverage (mostly in-kind benefits) but no otheriglosecurity, such as sickness and maternity benefi

(Pasadilla, 2013).

With relatively high employment in Myanmar, compaveith other countries, unemployment is not a major
issue. Given Myanmar's lack of social safety né&igy unemployment is not surprising. However,
underemployment appears to be a major cause ahlmmes and low total labour productivity. Seasonal
unemployment exists mainly in agriculture, but tyr@ople engage in off-farm activities. Table 6ganmts

the poverty status, area and sex-disaggregatecbgmeht data for three age groups. Open unemployment
which is the percentage of the labour force agedri@der who did not work within six months pritor

the time when they were asked, is extremely lovondy 1.7 per cent. Youth unemployment (aged 15-24)
is also low, at 3.6 per cent, even though it iseriban three times the rate of unemployment fosaramed
25-59.

Table 6. Unemployment rate, over a six-month period , 2010 (15 years or older)

Poverty status Area Sex Total
Age group

Poor Non-poor Urban Rural Male Female
Age 15-24 4.0 34 9.8 24 33 4.1 3.6
Age 25-59 3.6 0.9 2.3 0.6 1.0 11 1.0
Age 15-59 3.7 1.4 35 1.1 1.5 1.9 1.7

Source: IHLCA, 2010.
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2.4 Western sanctions against Myanmar

The European Union imposed an arms embargo (tsteViiestern sanctions) on Myanmar in 1990, when
the military regime refused to recognize the laidgsvictory of the Daw Aung San Suu Kyi-led Natibna
League for Democracy (EU, 2003). This was followgather sanctions, such as a visa ban, an asseefr

on members of the regime and their family membedsaghalt to bilateral aid in 1991 (EU, 2003). My&ar

had little access to foreign aid, and thus the ge@o Union’s punishment hurt the country considgrab
(EU, 2003). Moreover, in 1997 the European Unidbéneralized System of Preferences (GSP) privileges
were withdrawn from Myanmar due to forced labounbaised in the country (EU, 2003). (The European
Union’s GSP usually grants least developed cowligty-free and quota-free access to the European
market for all products except arms and ammunit{&wsopean Commission, 2013).)

Around the same time, the United States termindge@SP for Myanmar because of a range of alleged
human rights abuses, including those just noted(IJ2013).The United States and the European Union
also halted preferential financing for exports tonvestment in the country (EU, 2003). Additioyakhe

US President prohibited new investment in MyanmalJ§ citizens and any citizen’s facilitation of new
investment in Myanmar by foreign persons (EU, 2008her Western countries, such as Australia, Canad
and New Zealand, followed the lead of the Uniteat&t and the European Union by either imposingiaffi
sanctions on Myanmar or unofficially avoiding amjationship with the regime. Consequently, foreign
investment dramatically reduced, for example, fi&28 billion in 1996—97 to $19.1 million in 2001-02
(EU, 2003).

During the 2000s, the European Union and the UrStates extended the scope of existing sanctiank, s
as targeting more persons linked to the econond¢éoamolitical activities of the ruling regime. added
new sanctions, such as an export ban on any equtghag might be used for internal repression.dg3,
Daw Aung San Suu Kyi's convoy was attacked by sciggegovernment agents while she travelled around
Sagaing Region in central Myanmar, giving publieeghes that promote democracy (Cheak, 2008). In
response, the United States prohibited all impantsluding garments, from Myanmar and exports of
financial services from the United States or byditRens to Myanmar (Cheak, 2008).

All these sanctions were renewed or extended icezmsive years in the absence of any satisfactogress
on human rights and democracy. In 2008, the Uritiadles enacted a law that prohibited the importatio
of jadeite and rubies mined or extracted from Myanind articles of jewellery containing such jagleit
and rubies (considered the best quality in theadyqtlSDT, 2013).

The Western sanctions started to ease when U Hairis administration came into power and began a
process of political and economic reform towardsderacy. In April 2012, the European Union suspende
its sanctions against Myanmar for one year, althaetpining the arms embargo (EU, 2013). In Novambe
2012, the United States permitted all imports fidganmar, except jadeite or rubies or articles wigkery
containing jadeite or rubies mined or extractedifddyanmar (USDT, 2013). After one year of suspemsio
the European Union permanently lifted all sanctiansept the arms embargo (McElroy, 2013).In May
2013, the United States also lifted its blankeaisn on members of the military regime, their feasi
and persons linked to the economic and/or politazlvities of the regime, while retaining visa and
investment bans against specific individuals whoewsccused of human rights abuses (BBC, 2013). US
President Barack Obama argued that his Governmga#kin keeping some sanctions while gradually
easing others is "to ensure that the democratisitian becomes irreversible” (Reuters, 2013). Uty J
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2013, the European Union reinstated its trade mrtes (GSP) to Myanmar. Other Western countries
have followed their lead. The next section explddganmar’s engagement with ASEAN, which has been
a major consideration for how the country has copiglal the sanctions.

3. Myanmar’s historical engagement
with ASEAN

Until the early 1990s, Myanmar tended to consid8EAN a Western-influenced bloc and had no interest
to engage. Roberts (2011) attribute this stancthaofact that the five founding members (Indonesia,
Malaysia, the Philippines, Singapore and Thailaard)essentially capitalist countries, whereas Myanm
was a socialist country from 1962 to 1988. ASEAN mdestrated neutrality in the
“ASEAN Way” throughout the Cold War. As well as ftimg from a socialist to a capitalist economic
system, Myanmar’'s stance with ASEAN has changedhi@e other important reasons. The first is the
ASEAN Way of non-interference, consensus-seekirgy @nflict-resolution (Mya Than, 2005). These
norms favour politically and economically weak Switast Asian nations, which have also experienced
internal problems, such as insurgencies and ségtaattempts. As a least developed country with @ine
the longest civil wars and a volume of internaless Myanmar was attracted to ASEAN because of the
ASEAN Way.

The second reason is the necessity of coalitioraliaghce in an increasingly globalizing world. Sauntry
can stand alone without participating in internadilotrade and relations. Being isolated and burdidrye
sanctions from the Western powers, Myanmar losbautade opportunities and policy advice to depelo
its economy. It also lost out on development aid &thnical support to develop its human capitals T
forced the military regime to increasingly rely@hina for political, economic and development dasice.
Because of this dependency, Myanmar was seemimglireated as an equal partner but as a subordinate
state by China (Malik, 1997). As an isolated coyniyanmar was increasingly influenced by China.
External pressure from the West and external inflteefrom the East were irresistible to a standalon
nation. This stressful situation urged Myanmardeksexternal support to defend itself against thied
States-led sanctions and balance China’s influendbe country (Mya Than, 2005). “It needed to tdgn
with a sympathetic group, which will treat it aseonf them, and a group that will not exploit Myantaa
weak situation”, Khin Ohn Thant pointed out (20p1267). The military regime began to realize that
country needed to establish a close alliance wghneighbours to achieve international legitimacy
politically and restore economic ties and developnaéd.

The third reason behind engagement with ASEAN ésdbssation of the decades-long armed conflicts,
allowing the Government to increasingly turn toegmal affairs (Khin Ohn Thant, 2001, p. 264). le th
early 1990s, the Government successfully brokeeaseafire agreements with many of the ethnic armed
groups, freeing up efforts and resources previoeglyended on internal security measures for use in
regional relations. The political success permittedregime to devote more attention on exterdalions,
including ASEAN (Balakrishnan, 1998).

Because of these three imperatives, Myanmar begd®94 to involve itself in ASEAN events, first
attending the ASEAN Ministerial Meeting as a guefsthe host country, Thailand, which was a major
trading partner and buyer of Myanmar's naturalegqmrts. In 1995, after attending the ASEAN Summit
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of Heads of Government as a guest of the organizaMyanmar then decided to apply for ASEAN
membership. In 1996, the country was accorded wbsstatus. One year later, it was admitted adl-a fu
fledged member, along with the Lao People’s DentacRepublic. Myanmar’s accession to ASEAN was
strongly opposed by the Western bloc (Mya Than5208onetheless, ASEAN firmly held to its policy of
constructive engagement towards Myanmar rather ghanin to the United States and European Union-
led policy of compulsion that comprised economigcsians and diplomatic isolation.

ASEAN held the belief that sanctions on Myanmar eveounterproductive, imposing adverse effects
primarily on the general population rather thannpoting the possibility of regime change (Cheak,&00
p. 48). The travel bans, tourism boycotts and eova sanctions hurt the local population that celie
those activities for their livelihood. The enforceessation of much Western investment left thousard
local workers unemployed. For instance, when thigeddrStates expanded its sanctions in May 20038 afte
the detention of Daw Aung San Suu Kyi under whatrttilitary Government called “protective custody”,
some 20,000 garment workers lost their jobs as gatriactories closed down (Cheak, 2008, pp. 9, 38).
Myanmar’s instability and failed economy only trazgd economic problems and social unrest within the
population, leading to the undocumented cross-twomigration to neighbouring countries and further
undermining regional stability.

ASEAN also held the belief that the West's comparigbolicy would only push Myanmar much closer to
China for economic and military assistance (Ch28R8, p. 48). Despite China’s actively self-protiad
message of a peaceful rise, ASEAN and other rebimnetries became wary of its growing power, wexlri
that if Myanmar became an instrument of China'ergdts (became the client in a “patron—client”
relationship), then regional security would be hjghreatened (Mya Than, 2005). Hence, ASEAN sought
to address the regional stability and security éssand human rights and democracy issues in a
“constructive engagement” approach.

ASEAN's constructive engagement policy encouragezhemic and political dialogue with the military
regime. The policy was premised on the assumptiah‘engagement rather than isolation would yield
political change and progress in Myanmar” (Mya T,H2005). It is a subset of the ASEAN Way, which is
characterized by dialogue, consensus-building &mtt adherence to the policy of non-interferencd a
non-commentary on the affairs of fellow membersnétheless, the policy was also a slight departora f
the ASEAN Way. On one hand, it sought to encourafggm in Myanmar by maintaining commercial and
political ties and resisting Western pressure (€h2@08, p. 59). On the other hand, the policy esdlto
involve constructive criticism over the regime’dipies and actions. This meant that constructivtécsm
was valid as long as policies involving politicablation, economic sanctions, use of force or ghgro
subversive or coercive measures were not emplayedrds Myanmar (Cheak, 2008). Criticisms from
ASEAN Member States towards Myanmar were moderdigdhe fundamental principle of non-
interference espoused in the Treaty of Amity andpeoation.

The Western powers strongly disapproved of ASEANGicy and continuously exerted diplomatic
pressure on the organization to encourage politefakrm in Myanmar, following the country’s inclosi

into the regional body. Relations between ASEAN #reke powers, such as the United States and the
European Union countries, were distorted on theumpls that those governments did not think that
Myanmar ought to be an ASEAN Member State. The pesa Union postponed its ministerial meeting —
Asia—Europe Meeting (ASEM) because of its sanctionsMyanmar (Gilson, 2005). For example, if
Myanmar participated as a member of the ASEAN teameetings, it would thus allow Myanmar to attain
membership of ASEM. As a result, many developmeujepts and economic cooperation between the two

Regional Office for Asia and the Pacific 11



supranational organizations were delayed. Likewise,United States adopted a tough policy towards
working with ASEAN on trade and investment becaak¢he US administration’s policy of isolating
Myanmar for alleged human rights violations (Hig¢p2012).

Myanmar recognized the international contentiomé ASEAN was encountering due to its membership.
Recognizing the United States and European Unipréssures ASEAN might face if it took up its
rotational appointment as the ASEAN chair, Myann@untarily passed over its scheduled turn in 2005
(Cheak, 2008, p. 38).

After that, Myanmar had less frequent relationhwiSEAN and busied itself constructing a new capita
(Nay Pyi Taw) in the centre of the nation. Ther2007, the violent crackdown against protesterdef t

Saffron Revolution attracted strong criticism fré\8EAN and the rest of the international community.
And the effectiveness of ASEAN's constructive eragagnt policy was questioned (Hiebert, 2012).
ASEAN was also strongly criticized and held to agaofor its Member State’s behaviour. Nonetheless,
ASEAN continued to keep Myanmar within its fold aagbided using tougher policies against the country

In 2008, Cyclone Nargis devastatingly struck theyawaddy Delta. That provided a new role for ASEAN
to proactively lead a coordinating mechanism fdivdeing emergency relief aid and recovery assistan
to 2.4 million Nargis victims. Hence, ASEAN begantake a proactive role “in bridging the need & th
affected communities with international assistance an ASEAN that is increasingly competent in
coordinating major humanitarian operations” (ASEA2009). Based on the Nargis relief experience in
Myanmar, ASEAN designated its Secretary-Generdluasanitarian assistance coordinator for ASEAN
countries. If faced with a major disaster, the @fd Member States can request ASEAN assistarargyat
time.

Despite criticisms of U Thein Sein administratiol@gitimacy, many democratic reformers, includinaD
Aung San Suu Kyi, have participated in its natiailding efforts as members of parliament. The
Framework for Social and Economic Reform has beepared and is being implemented as an overall
strategy towards people-centred development (Phak2813). National reconciliation is underway,
although continued battles in Kachin State remif4, 2013a). More than 100 laws, including on forei
investment and a minimum wage, have been promulditganmar’s.net2013).With recognition by the
international community, including the United Statnd the European Union, Myanmar was granted its
turn as chair of ASEAN in 2014.

The new engagement has provided Myanmar markessdowited FDI and liberalized trade relationghwit
ASEAN Member States and partners within the ASEANeFTrade Area (AFTA) and AFTA-plus
arrangements. The decreasing reliance on Chin@dsgand markets appears to have weakened China’s
political clout over Myanmar. To the world’s suig®i U Thein Sein’s administration decided to sudpen
the Ayeyawaddy Confluence Hydropower Project in 2@bainst China’s national interest. Stronger
political and economic ties within ASEAN are likaly have been a contributing factor in that deaisio

In terms of FDI, joining AFTA will attract multilaral corporations to Myanmar due to lower tariffiel a
the enlarged regional market. ASEAN'’s reputatiom @mod place for investment will encourage foreign
investors to invest in Myanmar. Also, other ASEAMN:Mber States have been Myanmar’s largest trading
partners as well as foreign investors. The ASEANefférs a population of 620 million, a 4.5 million
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square kilometre area, a total GDP of $2.3 trilliatotal trade of $2.5 trillion and an ample sypyflcheap
natural resources (ASEAN, 2013). Moreover, Myanha a large, young labour force, a consumer market
of 51.4million people and abundant natural resairce

4. Impact of ASEAN integration
on Myanmar’s labour market

The forthcoming AEC will certainly affect all ASEAMember States, including Myanmar. As a latecomer
in economic development, the impact of the econamtiegration on Myanmar is expected to be more
intense than on other ASEAN countries. This secgaamines the potential impact of the AEC on
Myanmar’s labour force in six aspects: trade, itmesit, industrial growth, structural transformatemd
emerging industries, human capital and skills dgwelent, productivity and wages, and labour migratio
This analysis is based on the assumption that Mgasreocial and political reform process will conté.

4.1 Trade

As an outcome of joining ASEAN, trade with other iitger States took the largest share in Myanmar’s
export and import markets in the years before dginte change. As illustrated in Figure 1, Myanmar’s
exports to ASEAN accounted for more than half (B4 gent) of total exports. Exports to Thailand alon
represented 89 per cent of all exports to ASEANu@a@ at $15,302 million) and nearly half of thealot
exports to the world, as shown in table 7 (Ferrafi13). Most (91 per cent) of what was exporied t
Thailand was fuels. Together with Thailand, Singaepend Malaysia were among the top nine importers
of products from Myanmar, also largely fuels. Tt bf Myanmar's exports was headed by fuels, with
food and non-food agriculture products in the medalihd manufacturing goods in far last. Under the US
led sanctions and boycotts urging internationalscomers not to buy Myanmar products, the volume of
Myanmar’s manufacturing exports was especially kmal

Figure 1. Myanmar’s exports, by destination, 2006-1 0

m ASEAN Member States
m China
Hong Kong (China)

m Rest of the world

Source: Ferrarini, 2013.
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Table 7. Myanmar’s exports composition, 2006—-10

No. Importer $ million :ﬁjtglf world Food (%) Fuels (%) ,(Dl;z;multure E\/I%a)nufactunng

1. Thailand 13615 48.4 3.3 91.3 45 0.9
2. India 4722 16.8 62.8 0 36.1 11
3. China 2891 10.3 25 3.6 67.5 4
4. Japan 1583 5.6 32.7 0 7 60.3
5. Malaysia 812 2.9 48.1 0.1 43.1 8.8
6. Republic of Korea 532 1.9 10.9 26.8 5.1 57.2
7. Germany 515 1.8 25 0 6.9 90.6
8. Singapore 421 15 37.8 0.7 46.3 15.2
9. United Kingdom 304 1.1 30.2 0.7 2.2 66.9
10. Rest of the world 2763 9.8 41.4 0.1 26.2 324
World total 28 157 100 23.1 45.1 20.3 115

Source: Ferrarini, 2013.

As illustrated in figure 2, imports from the ASEANgion accounted for nearly half (46.5 per centl an
valued at $13,866 million) of the total importsyanmar from 2006—10 (Ferrarini, 2013).Imports from
Thailand were less than half of what Myanmar impdifrom ASEAN countries. China topped the list of
importers, with Thailand second. As shown in Téhlenanufactured goods accounted for the largesé sha
of Myanmar's imports. Less than 2 per cent of agftical products were imported. Thus, Myanmar was a
net exporter of agricultural products, while its matacturing industries were nascent. In addition to
bilateral trade, AFTA and other AFTA plus tradeemments offered Myanmar opportunities to export to
and import from such countries as China, JapanRemgublic of Korea, Australia and New Zealand.
Separate data on such multilateral trade agreeraemtsot available, but aggregated trade data bytop
(including bilateral trade outside AFTA and AFTAuplarrangements) are reflected in tables 7 and 8.

Figure 2. Myanmar’s imports, by origin, 2006—-10

m ASEAN Member States

m China

Hong Kong (China)

m Rest of the world

Source: Ferrarini, 2013.
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Table 8. Myanmar’s imports composition, 2006—-10

No.  Exporter $ million :ﬁ)’tglf world Food (%) Fuels (%) 22;|culture l\/l(;r;ufactunng
1. China 10622 357 31 51 13 905
2. Thailand 6 659 224 23.4 16.9 15 58.2
3. Singapore 4677 15.7 116 403 24 457
4 Egrpe“;“c of 1542 5.2 0.2 16 5 93.1
5. Malaysia 1268 43 394 15.3 3.3 42

6. Indonesia 1110 37 58.6 0.3 03 408
7. India 1005 34 132 22 19 827
8.  Japan 931 31 05 03 14 97.8
9. \i‘/gf‘lgm the 1977 6.6 16.6 5.2 27 755
Total 29792 100 136 13.1 19 715

Source: Ferrarini, 2013.

In general, as indicated in figure 3, Myanmar'derfigures are on an upward trend in terms of baforts
and imports (IMF, 2013a). Gas exports account forenthan one-third of total exports. For the moment
both the lifting of sanctions and the AEC preparadi do not seem to have had much influence on
Myanmar's trade pattern. The European Union rdigdtis GSP with Myanmar only in July, and
preparations for trade with the European Unioneaqeected to take some time. Nay Lin Aung (2003)
reported that Myanmar may reach 84 per cent oAt€ targets, but trade facilitation still faces renous

barriers.

Figure 3. Export and import trends of Myanmar, 2007  —08 to 2013-14 ($ million)
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Note: 2012-13* = IMF staff estimation; 2013-14** = IMF projection.
Source: IMF, 2012 and 2013a.

Regional Office for Asia and the Pacific 15



Myanmar is endowed with abundant natural resouioekiding gas, oil, jade, gold, forestry produatel
various precious minerals. Since Myanmar moved dveay its isolationist stance in the late 1980¢uirel
resources have dominated the country’s exportsfig@al year 2012—-13, natural gas alone accoured f
35 per cent of total exports. Further gas extradtiom new fields is due to begin, which will inese the
value of gas exports. Many potential fields renmgia for future exploration. There are considerdlewn

and unknown reserves of other natural resourceseh@VIDRI-CESD, forthcoming). Although this natdira
resource wealth has been a vital source of revémuéhe Government and benefited the balance of
payments, the extraction sectors tend not to creatgy jobs relative to the value of their outputttker,

the appreciation of the exchange rate that refualts foreign demand for natural resources can niake
harder for other sectors to be competitive, untessiral resource revenues are invested wisely &y th
Government to raise productivity (such as by inwestt in human capital or physical infrastructuratyy,
1998). Accession to the AEC should not have mufdgcebn how foreign investment in and purchases of
Myanmar’s natural resources takes place, whereagdheral reduction in restrictions on trade thiit w
result may lead to growth of other sectors thatd=liver greater levels of employment and broadesed
growth.

The ASEAN Vision 2020 - the goal to establish arEASI community with three pillars, including the
AEC, by 2020 — was introduced in 2003 at the NWRBEAN Summit. It was only in 2008 that the AEC
Blueprint was developed and targets to realizeAB&EAN community by 2015, instead of 2020, were
produced with a timeline. Since then, Member Stategarying degrees of readiness, have been wgrkin
against measures in the Blueprint. Because Myarsuifered immense losses associated with Cyclone
Nargis in 2008 and was also occupied with the ezfdum that was then followed by the 2010 general
election and the 2011 regime change, it has fé&ind in its readiness.

Despite meeting the majority of the Blueprint's m@@s, Myanmar has not yet succeeded in removing
major infrastructural barriers to trade. Developtradra National Single Window and constructionadds

to facilitate the movement of goods are not sigaifitly progressing because of technological arahfiral
difficulties. In terms of tariff barriers to tradeith ASEAN countries, tariffs in Myanmar have bdew
since the time of AFTA. Moreover, some non-tradeibes are intrinsically difficult to define andedtify.

Daw Tin Tin Htwe, a Myanmar advisor on AEC realiaat expressed concern that non-tariff barriers tha
cannot be identified will be difficult to remoYeéNon-tariff-barriers can be a common issue amongbr
States but are likely to be more serious in a agumith high levels of corruption and poor rulelaiv.

Yet, Myanmar is preparing institutional reform toeamline the country’s active participation in theC.

The Department of Commerce, the central trade atyghof Myanmar, is working on adjusting its
procedures. According to a 2013 World Bank reptire Department of Border Trade was recently
reconstituted as the Department of Commerce andguoer Affairs, expanding its size and functions
(World Bank, 2013). At the same time, the Ministtgo reconstituted its Myanmar Agricultural andrirar
Produces Trading as the Trade Promotion DepartriibetCommerce and Consumer Affairs Department
will be formed with sub-departments for trade asad¢ flow, internal trade, trade coordination, cefitfon
policy and consumer affairs. The Department is Eading in preparation of two new laws: a consumer
protection law and a competition law. Despite thieetng some existent laws that have provisions on
consumer protection (such as the 1992 National aig, the 1996 Traditional Drug Law, the 1997
National Food Law and the 2004 Electronic Transadtiaw), Myanmar has no dedicated law for consumer

6 During an Expert Talk on Myanmar’s IntegrationoimPsSEAN Economic Community at Union of Myanmar Fedien of
Chambers of Commerce and Industry, 22 November.2013
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protection. The new law will cover matters relatedoodstuffs and drugs as well other commoditesh
as refrigerators and cars. These laws will takectfh time for AEC realization.

It is reasonable to expect that most, if not dlithe National Single Window (NSW) and other measur
in the Blueprint will be met in time for AEC readitton because the mid-term review of the Economic
Research Institute for ASEAN and East Asia’s AEGr8card Phase Il project finds that, together with
Lao People’s Democratic Republic and Cambodia, Mhan remains “committed to the live
implementation of NSW by 2015, albeit likely moreodestly in light of the tremendous technical,
institutional, and regulatory advances that a féligctioning NSW entails” (ERIA, 2012). In additida

the European Union’s GSP, other special and dift&ktreatments for least developed countriedikedy

to be resumed for Myanmar by other industrializetes by that time. Thus, it is also reasonabéstionate

a steeper slope for both export and import trefftéds the AEC comes into force.

4.2 Investment

Investment in Myanmar can be divided into Myanmamdstic investment and foreign investment.
According to the figures presented in table 9,rttemufacturing sector topped the list, at almostatgr

of total domestic investment. Agriculture, livestaand fisheries combined accounted for less thparl
cent. According to government data, as of 30 Nowwamit013, approved domestic investment had
accumulated to MMK3.61 trillion since 1988 (DICA)I3), equivalent to $3.69 billiohThis figure was
only 8.4 per cent of foreign investment (table X@ijch is not surprising in an impoverished country

Table 9. Myanmar domestic investment of permitted e~ nterprises, as of 30 November 2013, by sector

No. Particulars Permitted enterprises
S

1. Manufacturing 639 896 454.04 24.80
2. Construction 60 733 314.00 20.29
3. Power 8 290 483.76 8.04
4. Others 31 474 745.60 13.13
5. Hotel and tourism 32 433 298.35 11.99
6. Transport 22 306 728.46 8.49
7. Industrial estate 2 249 212.79 6.89
8. Real estate development 34 195 081.96 5.40
9. Livestock and fisheries 59 22 024.89 0.61
10. Mining 52 13 007.92 0.36
11. Agriculture 5 547.90 0.02

Total 944 3614 899.24 100.00

Source: DICA, 2013.

This paper assumes foreign investment figures ptedenere as FDI. Some media report figures as FDI,
whereas others, including the Myanmar Investmenh@issio and the Directorate of Investment and

7 This figure was calculated at the exchange ratg$$1 = MMK980. Because domestic investment wasiactated over 25
years, the calculated US$ value could not be aot@dquivalent of the MMK value.

8 Myanmar Investment Commission is the governmetitaity that makes decisions on proposed foreigestment in particular
sectors.
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Company Administration (DICAJ,report figures for foreign investment. Given thighty undeveloped
nature of Myanmar's financial markets, it sesem$éabte that the non-FDI component of foreign investin
is negligibly small or non-existent. Thus, this papses both terms interchangeably.

Since 1989, when Myanmar began moving towards an aparket economy and enacted the 1989 foreign
investment law to attract foreign capital, totapagved foreign investment reached $44.12 billionfa30
November 2013, as shown in Table 10 (DICA, 2018 investment was highest in the power sector, at
about 44 per cent. Oil and gas was in second paositit 33 per cent of foreign investment, while ingn
was in fourth position, at 6 per cent.

The job-creating sectors of manufacturing and henell tourism took third and fifth, at 7.9 per cand 4
per cent, respectively. These sectors received afdbe foreign investment in 2013. Foreign investin
in agriculture was in tenth place, at only 0.4 gamt, or about 1.2 per cent when combined withstivek
and fisheries. The low labour productivity in thgriaulture sector is attributed to poor capitaléstment
due to the low levels of domestic and foreign inmrest.

Table 10. Foreign investment of permitted enterpris  es as of 30 November 2013, by sector

No. Particulars Permitted enterprises
S

1. Power 7 19 284.43 43.71
2. Oil and gas 115 14 372.27 32.57
3. Manufacturing 293 3480.04 7.88
4. Mining 68 2833.73 6.42
5. Hotel and tourism 51 1797.92 4.07
6. Real estate 22 1229.15 79
7. Livestock and fisheries 26 347.47 0.79
8. Transport and communication 16 313.91 0.71
9. Industrial estate 3 193.11 0.44
10. Agriculture 12 191.96 0.44
11. Other services 12 41.89 0.09
12. Construction 2 37.77 0.09
Total 627 44 123.66 100.00

Source: DICA, 2013.

Approved foreign investment represents all congddoreign investment — not the actual inflow of
investment, and there can be delays between sigmingacts and actual implementation (Kean, 2011).
Some approved investments have been withdrawnrieigioinvestorsileven Myanmar2013). Detailed
information on how much investment is pending aogv hmuch has been withdrawn was not found.
Likewise, actual investment figures up to Decen#3 were not found. Using the available dataetabl
11 demonstrates the actual inflow of foreign inmestt of the total $33.67 billion, as of 30 Septembe
2013.

Table 11 shows that foreign enterprises have dgtimlested in the oil and gas sector the mosmaite
than $13.63 billion, or nearly 95 per cent of theammitted investment. Yet, foreign firms have only
invested in the power sector, at $13.21 billiorsgléhan 69 per cent of the committed amount). Grgwi

9 DICA processes the MIC’s decisions on foreign stwgent.
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social and environmental concerns and public opiposagainst building dams on Myamar’s rivers may
delay actual investment of many hydropower projette most serious discrepency was found in the rea
estate sector, where actual implementation wastkess 31 per cent of the committed amount. Actual
investment in agriculture and livestock and fisegrmamounted to only $163 million (0.5 per centotdlt
actual foreign investment) and $88 million (0.26 pent of the total), respectively (Mizzima, 2013).

Table 11. Approved and actual foreign direct invest  ment, by sector, as of 30 September2013

% of actual

Particulars Approved amount Actual investment investment
in approved
Position $ billion % Position $ billion % amount

Power 1 19.24 43.99 2 13.21 39.23 68.65
Oil and gas 2 14.37 32.86 1 13.63 40.48 94.84
Manufacturing 3 3.44 7.87 4 2.24 6.65 65.04
Mining 4 2.83 6.48 3 231 6.86 81.47
Hotel and tourism 5 1.60 3.65 5 1.34 3.99 84.16
Real estate 6 1.13 2.58 7 0.35 1.03 30.74
Industrial estates, agriculture,

transport and communications,

livestock and fisheries and 7 = 257 6 R 176 52.58

other services
Total 43.74 100 33.67 100 76.98

Sources: Mizzima, 2013; Song, 2013.

Table 12 presents what is known of approved forgigastment, by country. Up to 30 September 2013,
the approved accumulated foreign investment amduttteb43.74 billion. As the investor with a long
history of dominance in Myanmar, China topped the &t $14.19 billion, accounting for 32 per ceft

the total foreign investment the Government appidwe the end of September 2013. China also led the
actual investment, at $14.12 billion, or nearlyp&2 cent of the total $33.67 billion during the sgperiod
(Song, 2013). The emerging superpower has moststed in hydropower dams, mining projects and oil
and gas pipelines to import from Myanmar (Song,30LChina also has made minor investment in
agriculture and manufacturing (Kean, 2011).

The second-largest foreign investment was appréwedhailand, at nearly $10 billion, or nearly 28rp
cent of total investment contracted with foreigrteeprises in Myanmar. However, Thailand's actual
investment was only $2.88 billion — less than adtlaif its approved investment or less than 9 pat oé
the total actual foreign investment of $33.67 bill(Song, 2013).

In constrast to Thailand, Hong Kong (China) hasiaty invested $6.37 billion, or nearly 99 per ceft
its approved investment of $6.46 billion, the tHidgest approved foreign investment in Myanmamitir

to China, the Special Administrative Region has ttgdavested in the oil and gas, electric power and
mining sectors, with smaller amounts in agricultanel manufacturing industries (Kean, 2011).
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Table 12. Accumulated foreign investment since 1988 , by country

No. Country Permitted enterprises
No. Approved amount %

1. China 51 14 193.395 32.45
2. Thailand 69 9984.012 22.83
3. Hong Kong (China) 61 6 458.979 14.77
4. United Kingdom 62 3 055.518 6.99
5. Korea, Rep. of 84 3 044.678 6.96
6. Singapore 94 2 437.866 5.57
7. Malaysia 46 1625.861 3.72
8. Viet Nam 6 511.186 117
9. France 3 474.360 1.08
10. India 9 283.100 0.65
11. Japan 39 277.282 0.63
12. Netherlands 7 249.136 0.57
13. United States 15 243.565 0.56
14. Indonesia 12 241.497 0.55
15. Philippines 2 146.667 0.34
16. Russia 2 94.000 0.21
17. Australia 14 99.246 0.23
18. Austria 2 72.500 0.17
19. Panama 2 55.101 0.13
20. United Arab Emirates 1 41.000 0.09
21. Canada 16 41.883

22. Mauritius 2 30.575 0.07
23. Germany 2 17.500 0.04
24. Liberia, Rep. of 2 14.600 0.03
25. Denmark 1 13.370 0.03
26. Cyprus 1 5.250 0.01
27. Macau (China) 2 4.400 0.01
28. Switzerland 1 3.382 0.01
29. Bangladesh 2 2.957 0.01
30. Israel 1 2.400 0.01
31 Brunei Darussalam 3 4.273 0.01
32. Sri Lanka 1 1.000 0.00
33. Luxembourg 1 5.200 0.01
Total 616 43 735.739 99.90

Source: Mizzima, 2013.

Figure 4 shows the share of ASEAN Member Statagtter with other leading investors, in terms of
approved accumulated FDI as of 30 September 202BAN as a whole took the largest share in Myanmar,
but this is smaller than the shares for Mainlanth@land Hong Kong (China) combined.
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Figure 4. Approved FDI shares as of 30 September 20 13
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Source: Mizzima, 2013.

Figure 5 depicts the trend of approved foreign s#twent during the past seven years. The figurdypart
explores how a total of about $33.3 billion wastawalated from 1 April 2006 to 30 November 2013. The
yearly approved amounts were less than $1 billittii 2009—10 but jumped to almost $20 billion inl2e

11. The spike was due to the Government agreeiaditaje foreign investment, which concentratetién t
oil and gas sector and electric power.

According to DICA data for 2010-11, the oil and gastor received $10 billion of foreign investmant

the power sector received $8.2 billifriThe mining sector received $1.4 billion. The maotifiring and
agriculture sectors received small amounts: $13Bomiand $66 million, respectively. China and Hong
Kong (China) were the source of $14.07 billion. Republic of Korea and Thailand also pledged $2.7
billion and $2.1 billion, respectively. Japan, Mal& and Singapore were committed to investing fowe
levels of investment.

In 2016-11, approved FDI declined, to $4.6 billion, buttthgain included China’s investment of more
than $4.3 billion in hydropoweéf.Then the approved amount further decreased, bisilion in 2012-13.
However, manufacturing took the largest shareffeffirst time since 20802, at $400 million (which was
closely followed by power (at $360 million), oil digas (at $310 million), and hotel and tourism$@®0
million). The agriculture, livestock and fisherigsctor received only $15 millidA.As noted previously,
pressure against investment in Myanmar dramaticaltyiced total yearly foreign investment, from $2.8
billion in 199697 to $19.1 million in 200402. The lower investment trend (except the 2€10
anomalies) during the previous regime’s rule carctmmpared with the relatively higher trend in 2011
onwards, during the new Government’s term.

10 DICA Office, Nay Pyi Taw.
11 DICA Office, Nay Pyi Taw.
2 ibid.
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Figure 5. Approved foreign investment in Myanmar be  tween 2006—07 and 2013-14* ($ billion)
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Note: * 1 April 2013 to 30 November 2013.
Source: CSO, 2011; DICA.

During the previous regime, the power and oil aad gectors headed the yearly foreign investment by
sector. These sectors have been insensitive toewiesanctions because they offered a high return on
investment to non-Western countries. Yet, the afitice, manufacturing, hotel and tourism sectors
suffered from dramatically low foreign investmenhus, the removal or ease of Western sanctionsgluri
the new Government’s period positively affectecefgn investment, especially in these sectors. ASEAN
integration has driven Myanmar to review and revise institutions to create a better investment
environment and attract foreign investment. As animer of the AEC, Myanmar is required to protect the
region’s business community. The Ministry of NatbRlanning and Economic Development leads these
processesHleven Myanmar2013).

Eleven Myanma(2013) reported that the country revised the Z0d€ign investment law to protect foreign
firms, which includes considerable tax breaks. A mpecial economic zone law has been enacted that
grants foreigners longer tax waivers — from fives&wen years. In addition, the Government is piegar

to revise the Myanmar Companies Act to allow Myane@mpanies to work with foreign partners. The
new law will allow local businesses to invite fayeérs to participate. The Government was aimiraie

the law in place before 2014. Although attemptsrtoourage foreign investment are welcome, the heavy
presence of tax breaks or holidays is a causeofizarn — theynayencourage investment in the short run,
but the Government needs revenue to address pigthuconcerns, such as human capital upgrading and
infrastructure needs, which will ultimately attranbre investment and deliver broad-based developmen
In terms of the political economy, granting con@@ss to one particular industry or sector tende#al to
political pressure for concessions to be granteother industries or sectors, which would erodetéxe
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base. Macroeconomic stability is essential to ettficreign investment, and the Government needsise
sufficient revenue to ensure this.

Myanmar’s attempts at restructuring or buildingitosions for realizing the AEC and, combined wilie
lifting of Western sanctions have intertwined teitiwely influence foreign investment. Thus, invasnt

is expected to increase in the near future. Thérdeof approved investment in the power and theuod
gas sectors (in 2011 onwards) is likely a resutitbér influences, such as the newly accorded dreefdr
people in Myanmar to voice their concerns. The iguids begun protesting and expressing their opposi
against selling electricity outside the countryhaifit supplying domestic demand first as well asl lan
confiscation for oil and gas pipeline constructfdvB, 2013), which is likely to delay new commitnien

in these sectors. Both the Myanmar Government arglgh investors are now required to increasingly
consider many possible social and environmentahotgpas well as benefits to local residents in $ep
compensation and job creation.

Despite a decline of approved FDI between 20Pland 201213, Myanmar received an increase in actual
FDI during this period. The World Bank (2013) reqedrthat actual FDI grew from $1.9 billion in 2641
12 to $2.7 billion in 201:213.Even though both the actual and approved/comditivestment trends
during the new Government'’s tenure are insuffictentnake reliable future estimates, it is reasomadbl
expect a higher volume of foreign investment in Ktyar. Continued progress on institutional reforms a
some public infrastructure development (for examplansport and information and communications
technology) in line with the AEC targeted timeliae likely to boost FDI, given no more sanctions.

However, the pace of investment in every key semtarently appears to be moderate rather than digma
with investors wary of possible political instatyli Also, electricity remains a challenging issoedvery
sector but especially for manufacturing and touristrich rely heavily on electrification. These messes
have to operate with diesel generators wheneveuémt electricity outage occurs, resulting in highe
business costs. Thus, the insufficient and inctersiselectricity supply, which does not appear ¢o b
covered by the AEC prioritized targets, will be ajan impediment for investment in Myanmar if it raims
unsolved.

Radio Free Asia (2013b) reported that the Governitaegely subsidizes the electricity costs. Theeuoir
national power grid was built by the previous regithrough an international loan. But the grid igatae

of supplying electricity to only 30 percent of tpepulation, although with frequent disruptions dae
damaged cables or weaknesses in the distributistersy To provide power to the rest of the popufatio
and the power needs for the AEC, the Government naise the electricity fees and build new power
plants. Off-grid electrification is not a substéubr the cheapest and most convenient power sdppty
the national grid, even though the former can impildving conditions for rural households that amable

to connect to the public grid.

However, when the Ministry of Electric Power annoeah the plan to raise electricity unit prices, jpubl
protests erupted in Yango&léven Myanmar2013). The Ministry thus postponed the plan ufptil
2014. The parliament passed a resolution to coradpablic opinion poll to decide on the plan. Vimedia
campaign, ministerial personnel and some opiniokersare trying to convince the public to supploet t
plan. Dapice (2013) argued that “raising the pdtelectricity to industry and heavier residentiaers to
10-12 cents per kWh is necessary to finance adegupplies and avoid very costly diesel use”. Hihér
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explained that “because the cost of not havingtretéty far exceeds the cost of power at any reabin
cost, it makes sense to limit the subsidy to thky ieedy and use the extra revenue to expand ctons’”.

The rationale behind the electricity price plarcdgvincing, and anecdotal evidence suggests thay ma
consumers increasingly agree with the plan. Pwginion is expected to be positive in support sing
unit charges. Otherwise, the manufacturing andgousectors cannot grow, 70 per cent of the pojoulat
will remain in darkness, and employment opportesitin the formal sector will remain limited. But
electricity is not only critical for businessesural families engaging in informal work requireag well.

4.3 Industrial growth, structural transformation and emerging industries

This section first focuses on the emerging garnmahistry as a case study to analyse industrial #row
structural transformation and challenges in thet pasl present in a scope that is more narrow and
manageable than the whole sector or economy. Treesetction explores positive and negative impdcts o
AEC on all key emerging sectors in general.

Garment industry

The garment industry was significant among all stdas when the structural shift from an agrarian t
industrialized economy evolved in Myanmar in theela980s. This followed the passing of the 1989
Foreign Investment Law, which successfully attrddtaeign capital, mainly from the Republic of Kare

to establish garment factories in Myanmar (Lyth@13).Taking advantage of the country’s low-cost
labour, the garment businesses carried out cuttiagging and packing (CMP) activities. The Unitedt8$
was the main importer of garment products from Myan Among its neighbours (Cambodia, the Lao
People’'s Democratic Republic, Myanmar and Viet Nawyanmar took the lead in orders received. The
garment industry totalled 300 firms before the W [previously explained) on all Myanmar exports in
2003 (Lythe, 2013).The labour-intensive garmentugtd; employed a number of low-skilled workers in
urban areas and offered higher wages than theuttgrie sector. Without any external pressure, Myainsn
structural transformation would have been more aded than it is now.

The United States pressured its own investors dmer doreign investors to stop doing business @ th
country. Consequently, foreign investment in thergat industry was withdrawn. Additionally, global
garment retailers, including Levi Strauss & Co. {ldB8d Reebok (Germany), stopped purchasing garments
from Myanmar in response to international consubmgicotts and pressure (Lythe, 2013). The remaining
garment firms suffered from the withdrawal or theld of new orders. Exacerbated by the 2003 Myanmar
imports ban, the industry shrunk to 175 firms, artdtal of 80,000-100,000 workers became unemployed
(Myo Myo Myint and Rasiah, 2012). With the majoritf them female workers, troubling social issues
followed, including engagement in sex work to congze for the earnings loss and to support their
families (Wilson, 2012).

Now is probably the right time to resume pendimgcttral transformation that should have occurrechf
this industry. Although the United States has potstated its GSP privileges yet, the European thas
and additionally, imposes no tariff or quotas amger, nor are there any sanctions on Myanmar'arapp
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products. And the AEC-driven law reforms are attracnew investment. The number of garment factorie
is increasing, although there is also now toughpetition from Bangladesh, Cambodia and Thailand.

When the international sanctions forced many faesdo shut down in Myanmar, investors set up gatme
factories in Thailand, but close to the border Wiyanmar. Since then, these factories have beanlihg
Myanmar migrant labour. One benefit has been thetildnd's wages are more than what is paid in
Myanmar, certainly since the Thai minimum wage bee&00 baht per day (approximately $10 per day),
which is more than three times higher than wagééyianmar. Even though some migrant workers receive
less than the Thai minimum wage, the amount isidergbly higher than wages offered in Myanmar.
According to a McKinsey Global Institute report (&), the typical daily wage of a Myanmar worker is
$3. Cambodia’s minimum wage for garment workers imaseased to $80 in May 2013. Hence, garment
workers in Myanmar appeared to be on the samegw&@y &s garment factory workers in Cambodia. The
former’s labour productivity was much lower thae tlatter though (Coster, 2013). In the meantime, th
minimum wage in Bangladesh was only $39 a monttviiath, 2013).

To be competitive in the Asian labour market, Myanmust overcome its labour productivity challenge.
Labour productivity is influenced by both skill cpetency and infrastructure, and Myanmar scoresyoor
on both measures. Many economists, including Aramal Kurz (1970), Barro (1990) and Chatterjee and
Turnovsky (2012), have argued that public investmen infrastructure positively affects labour
productivity and therefore growth. The frequentamat of electricity, for instance, affects the pratthity

of all factors of production in the garment indyst€oster (2013) estimated that energy expenses in
factories (for diesel generators and electricitppant to 30—40 per cent of the total labour costs.

The third challenge is a complicated payment sydteaih affects workers but is not straightforward to
resolve. During a group discussion with 43 workemspresentativeS, CMP garment workers’
representatives expressed unhappiness with the Wwagkie rate, which is between $25 and $60 per month
according to the 12 payslips they showed. Theyainpt that the monthly pay is broken down by basic
wage and various allowances (for transport, welfattendance or other expenses), which accordititgto
payslips, totalled $80 (in equivalent MMK). All alvances are based on the basic wage, as required by
law; thus, when it the basic wage is low, so to® thie allowances and compensation. In a subsequent
meeting with employers’ representatives in Yantfahis payment system was confirmed, with the defenc
that factory owners suffered huge losses becaue df/estern sanctions. In addition to the lossrdérs

or having to shut down, the lay-off compensationwtorkers, based on their salary, was enormous
(according to Myanmar Marketing Research and Deraknt survey data, 70 per cent of manufacturing
firms employ 100 workers or more). The loss of vausk jobs was related to external factors beyomrd th
control yet they had to take responsibility foartd compensate the workers. Thus, out of fearepeated
situation, employers maintain a low basic wage itminrize their liability.

The fourth challenge is the unlawful behaviour agged with strikes. Since the introduction of 2442
Labour Organization Law, which allowed the uniongiof workers, wages have increased in
manufacturing factories through pressure imposedbbgur strikes. Most of the strikes have included
demands for wage increases along with other chamggsh have resulted in higher pay rates. In the
meeting with the employers’ representatives, a gatremployer pointed out that factories are opagati

13 One of the group discussions within a meeting witikers’ representatives to talk about the minimmage, organized by
Ministry of Labour, Employment and Social Welfame 10 October 2013 in Yangon.

4 1n a meeting with employers’ representatives szalss the minimum wage, organized by Ministry dfduar, Employment and
Social Welfare on 11 October 2013 in Yangon.
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at either a loss or at a break-even point. The eyep$ continue to operate without profit in exptota
that the industry will soon be booming. Anotherresgntative reported that when a group of workers
organized a strike, more than 90 per cent of warkesre willing to work. But there were a few strarg
with the group who encouraged the strike. The grbepsaid, tried to mobilize their peer workergoia
them in the strike. When that effort failed, thewg blocked the factory gate and did not allow anyker

to enter. Consequently, the factory owner failedniet the order deadline, encountering financial an
credibility losses. There was no legal action agfathe group and no one protecting the employer’s
interests, neither the government authorities hemedia?

The fifth challenge is potential exploitation byrigeent businesses operating near the border onariahil
side, in terms of co-opting the GSP granted to ggdoom Myanmar by the European Union. In the same
employer representatives’ meeting, one represgatatixpressed concern regarding a story, albeit
unconfirmed, that some garment factories on Thdilside near the border are planning to label their
products as made in Myanmar so that they are #iddr duty-free and quota-free access to European
markets. Because Myanmar firms are struggling Wid¢fn production costs due to the poor infrastrugtur
they are less competitive than the Thai garmerihbases. If the Thai firms manage to move theimgeut
exports as of Myanmar origin and exploit the coeiess intended for firms on the other side of thedbr,

it will be even more difficult for the Myanmar gaemt firms to compete. To emphasize, this infornmatio
has not been confirmed.

Another challenge is media bias in labour-relatedsicoverage, which can potentially mislead policy-
makers and the general public. For example, Vr{@04.3) reported irrhe Irrawaddythat “Burma is
emerging from decades of repressive military rulé does not yet have a legal minimum wage. Among
workers interviewed for the report, 55 per cennedra basic wage of between $25 and $37 per month.
These wage levels are the lowest in the regionohtrast, Cambodian garment workers earn a bagje wa
of about $80 per month. Minimum monthly wages fanBladeshi workers are expected to rise to about
$65, Reuters reported recently." The story didaomhpare total wages between Cambodia and Myanmar,
nor did it refer to the peculiar payment style iyddmar and why it is used. This type of coverage is
misleading, by dramatizing a situation through aatave of the strong owners bullying the weak warek

Emerging drivers of economic growth

This section discusses the five sectors that ayeekeerging drivers of future growth and employmient
Myanmar: (i) manufacturing; (ii) energy and resasc(iii) infrastructure; (iv) agriculture; and (ptel
and tourism.

As previously noted, foreign investment grew by3®1billion in the manufacturing sector (65.8 pentce
of the total increased FDI) over the past eight ti@mand is expected to grow further. Low-value-adde
industries in this sector do not require a higteledf skills. Hence, farm labourers can easily $fanto
low-value-added manufacturing industries for higbaying employment opportunities, which is why the
economy’s structural shift is expected to begithis sector.

5 ibid.
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Myanmar is not yet in a position to shift from awlwalue-added economy to a high-value-added
manufacturing or service economy as Indonesia, y8alaand Singapore have ddhbecause the less
educated labour force is mostly suited for lowdskilpositions. The shift will be possible only ifyhmar
relentlessly promotes education of its young peapkk skill up grading among workers needed in &-hig
value added economy. This will not happen in thaertsbr medium terms. Myanmar is likely to need at
least 20 years to reduce the relative poverty sevadmpared with Indonesia, Malaysia and Singapore,
although it expects to reduce sooner the percentggeople living in absolute poverty by half msgoner
than 20 year$’

Together with Cambodia and the Lao People’s DenticcRepublic among ASEAN Member States,
Myanmar can initially fulfil some low-value comparteof production in the global supply chain to meet
the global demand of goods, such as readymadeedred®oes and toys. The garment sector looks set to
grow considerably, while seafood processing, amgithedominantly low-skill industry, has high growth
potential (MGI, 2013).There is also considerabléeptal in focusing on meeting domestic demand for
import-substituting products in the manufacturiregter. The demand is currently high and likely to
increasingly grow when the AEC comes into force.olig potential growth products, the McKinsey Global
Institute (2013) recommended food and beveragasenairbased products, textiles, footwear, furniture
jewellery, toys, and rubber and plastic consumesdgobecause of Myanmar's current comparative
advantage with its abundant low-cost labour.

A few high-value-added manufacturing industrieghsas automotive parts and refined gas, are sty i
to develop, either to meet the growing domesticalahor to exploit local raw materials for the puspof
minimizing the transportation costs of intermedigt®ds. This will be possible through the mobitify
skilled workers that the AEC ushers in who cartffi#é skill gaps. The expected boom in the manufangju
sector will require the construction of factoribeusing and other facilities. Urbanization will acevhen
rural people engaged in agriculture move to urlvaasato seek employment, primarily for jobs dingotl
indirectly generated by the growth of the indu$sector (MGI, 2013). For the urban populationxpand,
housing and other infrastructure, such as wateplgupublic sanitation and telecommunication sessjc
will be required. Considerable levels of infrastture investment will be required to make this ditga

The continued growth of the energy and resourcesosevill demand construction, operation and
maintenance of hard infrastructure. At the same tiklyanmar’s extractive resources will continudéo

in high demand. Global demand for hydropower, oifl @yas is expected to continue growing in the
foreseeable future. Hence, revenue from Myanmaresgy and resource sector is expected to reprasent
significant share of GDP. Similarly, income fronmet subsoil assets, such as gemstones and mineithls,
continue to contribute to economic growth. As vgitment production, sufficient and consistent ety

will be critical for the growth of the whole econgmlhe generation, transmission and distribution of
electric power for the whole country will requireora labour than the extractive industry.

As well, agriculture will continue to contributdaage share of GDP. There is great potential fo yields
to increase in Myanmar as the economy opens umgAlgith higher productivity per acre, extended
cultivation on idle arable land can return Myannmaits past success as the world’s largest ricerep

16 Other than Singapore, which has the world’s highasking in industrial performance, Bruni (2018}ed that “Malaysia and
Indonesia have already shifted their productioncstire to high-quality activities and new knowledfjgster or are ready to
do so”.

17 Myanmar aims to reduce the poverty rate by halif82 per cent in 2005 to 16 per cent by 2015 tetrte Millennium
Development Goal 1.
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There is also scope for productivity and employmergrovements through agricultural diversification
(MSU-MDRI/CESD, 2013). Agriculture will continue tiffer the largest number of jobs for the foresémab
future, despite the anticipated growth of the maotufring sector. Nonetheless, it is expected to be
decreasingly labour-intensive because of growingsitment in capital goods, thereby allowing extemsi

of the labour-intensive manufacturing sector.

The tourism sector also is expected to boom. Myariraa kept most of its impressive colonial building
and ancient monuments intact. Together with therahbeauty of its forests, mountains and beaches,
Myanmar has the potential to attract far more sigrthan it currently does. Its recent politicdbrms can

be part of the attraction for some tourists. Beeanfsefforts to meet the AEC requirements, inclgdime
free flow of travellers, Myanmar will offer a sinifid visa application process for visitors evetiobe
2015. Without a doubt, the AEC will positively aftehe tourism sector.

The ASEAN Scorecard for monitoring implementation progress

The ASEAN Scorecard sought to track or monitorithlementation status of the AEC Blueprint, which

is a binding document (ASEAN, 2008). However, theor8card was “not informative enough” on
implementation status (Umezaki, 2012). Among othérgs, the ASEAN economic ministers, who had
access to the full details of the AEC Scorecarddiwvivere not fully publicized), found the monitagitool
should have had informed degrees of implementaticghe AEC measures instead of a binary assessment
(“fully implemented” and “not fully implemented”)Table 13 illustrates how the Scorecard assessed
implementation of AEC integration strategic plaosthe region (ASEAN, 2012).

Table 13. AEC Scorecard on the ASEAN region’s prepa  redness for economic competitiveness

Key areas Phase | (2008-09) Phase Il (2010-11) Total measures
Fully Not fully Fully Not fully Fully Not fully
implemented implemented _implemented implemented implemented implemented

Competition policy

Consumer protection

Intellectual property rights

Transport 1
Energy

Minerals

ICT

Taxation

E-commerce - -
Total number of measures 22 10
Implementation rate* 68.7% 67.4% 67.9%
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Note: *The implementation rate is calculated as the ratio of measures that are fully implemented to total number of measures targeted. (-)
Indicates no measures targeted for this phase.
Source: AEC Scorecard, 2012.

Around 68 per cent of measures were implemented esd-December 2011, with notable progress in the
areas of competition policintellectual property rights, and regional cooperath minerals and ICT.

For example, the binary assessment of “energy” gemglittle about the implementation status ofrgye
related policy measures formulated from the AECeBhint (how these measures were formulated were
not publicized). Therefore, the economic ministeguested the Economic Research Institute for ASEAN
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and East Asia (ERIA) develop a scoring system basedhe nature of the measures and feasibility
(Umezaki, 2012). After developing the system, ERI#0 provided intellectual assistance to the néngst
to conduct a mid-term review of the implementattatus of the AEC Blueprint (ERIA, 2012).

A negative impact of AEC compliance

Despite the positive ways in which the AEC can haweeffect on accelerating the structural shift in
Myanmar, the AEC Blueprint and its implementat@sessments do not require Myanmar to prioritiee th
serious electricity deficiency nor mobilize anyimel technical or financial support to resolve ibsue
(from the ASEAN infrastructural fund, for exampl&Jong with skills development of the low-cost lalp
basic infrastructure, especially electricity, idtical for the successful structural transformation
Myanmar. Development of key sectors relies on thiesistent and sufficient energy supply from the
national power grid. Yet, the AEC Blueprint, the @EScorecard and the mid-term review of the
implementation of the AEC Blueprint have never reotended energy-rich Myanmar to pay attention to
resolving the energy issue.

The AEC Blueprint incorporated the ASEAN Plan oftidn for Energy Cooperation 2010-15 (Energy
Plan) and any other plan for regional economicgration. At the outset, the Energy Plan identiieden
programme areas of cooperation, including the ASERdver Grid. The Energy Plan contains 26
strategies, including accelerating “the developnoérthe ASEAN Power Grid Interconnection projects”
and optimizing “the generation sector vis-a-vis &8vailable indigenous energy resources in the régio
(ASEAN Centre for Energy, undated). The Energy Rlaphasizes interconnecting or integrating national
power grids to develop the ASEAN Power Grid andstbnhance electricity trade across borders rather
than strengthening weak national power grids (wlaith key sources of energy for social and economic
development in reducing inequality gaps withinrdsgion). Thus, it is not surprising that the AEQi&brint
does not include strategic actions to improve mafipower grids so that the grids can fill natioeaérgy
requirements when the AEC is realized. Accordintjig,Blueprint, the Scorecard and the mid-termewyi

as the driving forces to advance the AEC, led Myanta concentrate on accomplishing other actions in
accordance with deadlines — and not on offeringliable and adequate national power grid for doimest
use, which is essential for development in all @sctHence, advancing the AEC is undermining the
urgency of the energy needs for the structurakfaamation in Myanmar.

Both in emerging and continually important sectdrs,AEC's free flow of skilled labour will have pact
on Myanmar’s labour force in both positive and rniegaways. The following section explores these
impacts as well as Myanmar’s readiness to joindB€ in terms of skills development.

4.4 Impacts on human capital and skills development

The introduction of the AEC is likely to accelerdte structural shift and the boom of key sectoith w
increasing trade and investment — the growing emgnecertainly will seek to employ competent human
capital. Given that Myanmar’s workforce is lesdleki compared with other ASEAN Member States in the
region, the labour demand is unlikely to be metwtiite weak supply of highly educated skilled lahour
thereby encouraging foreign skilled labour movenietat Myanmar.
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According to the World Bank and the EIU, Myanmawsrking-age population (15 years or older)
represents 77 per cent of the total population (MBBL3, p. 50). The IHLCA survey indicates thatp@r
cent of the population aged 15 or older participdtethe labour force. Very few of them, howeveg a
highly educated. In 2010, only 5 per cent of thmla force had finished tertiary education and é5gent
had graduated at the secondary level (MGI, 2013532 Myanmar’s educational performance falls below
other ASEAN Member States. In comparison, 30 pet aEworkers in Thailand had completed secondary
education, almost 50 per cent in Indonesia and &0cent in Malaysia (MGI, 2013). Myanmar's
educational deficiency is not only in quantity bigo in quality. Chronic underinvestment in edwaafor
decades has affected the quality of Myanmar graduattall levels.

The available literature relevant for this papdenme to skilled labour as workers who possessatgrti
education certificates, semi-skilled labour as ¢heko have finished secondary education and lolegki
labour as those who have completed primary educatidess. The primary data collected by MMRD
(labour survey) also followed this classificatibtowever, skill levels are not correlated with thedls of
formal education alon€.The International Labour Organization’s InternatibStandard Classification of
Occupations defines “skill” as the ability to caoyt the tasks and duties of a given job (ILO, 20T8is
reflects that skill can be acquired via inforfland non-format vocational training as well as work
experience. The use of formal education in detengiskill level reduces the complexity associatethw
widely diverse vocational training courses and egnees, which are extremely difficult to standaedi
Also, because the literature referred to here iflassvorkers’ skills by formal education statusra, this
paper also has relied on data classified in thig wa

In the AEC context, a skilled worker will be a sifiecperson with a formal certificate issued witiet
support of a government and recognized through@EAN. Hence, “skilled worker” in this context does
not necessarily imply a worker who has finishediaey educatiort? University graduates who hold
certificates that are not supported by their gowvemnt nor recognized throughout ASEAN will not be
treated as skilled workers. Additionally, less-eated workers who left formal education at the pryra
secondary school level but hold a certificate ithahdorsed by their government and recognizeditimout
ASEAN will be treated as skilled workers. Thus,lIski labour in the AEC context is not similar teeth
general use of the term.

Labour demand in many sectors is likely to surg®ly@mnmar when the AEC takes effect because trading
opportunities and FDI inflows will increasingly abtish or extend businesses, especially in thesketors

18 No collected data on the education of the labauce or employed workers was found in the CSO'sliphied statistical
yearbooks or the recent IHLCA survey findings. Tihe MGI data is used for this paper.

19 According to the Organisation for Economic Co-@pien and Development (2013), formal educatioretdication provided in
the system of schools, colleges, universities ahdrdormal educational institutions and that ndhyneonstitutes a continuous
ladder of full-time education for children and ygupeople, generally beginning at age 5—7 and coinignup to 20 or 25 years
old or older. In some countries, the upper partthisf ladder consist of organized programmes aitjpart-time employment
and part-time participation in the regular schaad aniversity system: such programmes have corbe tmown as the ‘dual
system’, or other equivalent terms, in these caesitr

20 According to the ILO (2013), informal educatiorfélucation that is not organised. Informal leagh@an be either intentional
(such as participation in short lectures or readhiogks or journals) or unintentional (occurringdhance or as a by-product of
everyday activities)”.

21 According to the ILO (2013), non-formal educatisriany organized and sustained educational aigtévthat do not correspond
exactly to the above definition of formal education

22 David Lythe’s presentation was made during a semim the ASEAN Economic Community and the develepinof skill
standards in Myanmar, 29 November 2013 in Yangon.
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of the economy. Modest implementation of the NatloBingle Window and customs modernization is
expected to reduce trade and import/export clearbacriers.

The current labour force includes a great deabwfskilled workers. A labour supply shortage is ected

in the skilled and semi-skilled positions in eveector of the economy. Poor human capital developme
is attributed to the low level of education investinfor so long. The Asian Development Bank (2012)
reported that budget allocations for education vesteemely low during the previous regime. The entr
Government increased the education budget to 3.Zgm of the national budget (to 0.7 per cent bRp

in 2011-12 and 6.3 per cent is 2012-13 (1.4 per@e@DP). The increased budget is still very loyv b
international standards.

As a result, secondary education, TVET and higdecation outputs face challenges in terms of qualit
and management. The chronic underinvestment inethgation sector has resulted in low technical
expertise at almost all skill levels. Moreover, tbttie education and TVET sectors have deficienadies
their links to labour market demand. In the facéhef AEC, an appropriately skilled workforce is degé

to be competitive and to reap the benefits of the flow of trade and investment so that inequaéps
within the regional population can be narrowed.editlise, a large volume of low-skilled and unskilled
labour force participants are liable to become yleyed. Myanmar’s critical challenge is to devebp
more skilled labour force as soon as possible. Mggnmar faces human capital development challenges
in all key sectors.

In the agriculture sector, the less-educated wockfohas low agricultural skill and poor technical
knowledge due to the country’'s decades-long ismatExacerbated by low capital investment with
insufficient financing opportunities, the sectgri®ductivity is the lowest, at only $1,300. Theiagiture
sector is likely to remain the largest employer ttoe next 20 years or more (MGI, 2013). It currentl
accounts for 50 per cent of workforce employmekill 8evelopment of workers engaged in this se@or
critical to ensure that the country’s economic gtois widely shared.

There are only two universities servicing the agtige sector: the Yezin Agricultural Universityder the
Ministry of Agriculture and Irrigation and the Umksity of Veterinary Science under the Ministry of
Livestock, Fisheries and Rural Development. Theeetlaree official TVET schools: a Fisheries Science
school and two Breeding Training Centres under Rhaistry of Livestock, Fisheries and Rural
Development. These universities and TVET schoolgygte to supply the required quality or quantity o
tertiary education to meet the demand for skilladour. To enhance the skills of the less-educated
workforce, the Ministry of Agriculture and Irrigat offers agricultural extension services in ruadas
because agricultural works are rural-based andhhigifiormal in nature. Yet these services have been
under-resourced (Khin Oo and Ando, 2012).

To strongly compete with the low-value-added indastfrom other countries within and outside the
region, Myanmar’s workforce must have relevant fjelated skills even at the low-skilled positions.
Otherwise, the manufacturing sector will fail. Thidds true for both export-oriented industries emplort-
substituting industries. If other less-labour-irgiee sectors grow and agriculture becomes capitahsive
while the manufacturing sector remains lacklugtren many workers who are not able to find a jothén
formal sector will end up in the informal sectoittwa meagre income — either within or outsidectentry.
Skilled professionals from other countries will fihany of the highly paid skilled jobs in Myanmarda
elsewhere, because workers from the other ASEAMtci@s can freely flow into Myanmar under the AEC
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rules. The broadest income gap is likely to reanlbng a vast majority of Myanmar workers and thafse
other Member States if the skill gaps are unfdlll

Only if the Myanmar workforce becomes skilled enotmefficiently fill the gap in the global supphain

of the export-oriented products will low-value-addamanufacturing industries expand. Likewise, light
import-substituting industries will only survive Myanmar if appropriate skills development takescpl
Otherwise, domestic consumers will choose bettatiyuforeign products with lower or the same price
because many goods and services can freely flasMganmar when the AEC takes effect. Then a mgjorit
of workers can engage in low-skilled positionshia formal sector within Myanmar and elsewhere wwithi
the AEC because of their job-related skills. InstBituation, the income gap between the Myanmar
workforce and the advanced workforce in other ASBM&mber States will still be huge but not as bad as
compared with the incomes of Myanmar labourerbérimformal sector within the region. When Myanmar
becomes ready with a skilled workforce to changenfiow-value-added manufacturing to a high-value-
added economy, the inequality gaps will narrow.

Foreseeing the adverse impact the AEC could hawbeworkforce, the Myanmar Government seeks to
urgently and heavily invest in human capital anilssevelopment. Thus the AEC also can have pasiti
impact on Myanmar in gaining opportunities for emtiag skills. Although ASEAN provides regional
guidelines for skills development and harmoniziogpetency standards ahead of the AEC, the Member
States and other countries increasingly offer teethsupport and aid assistance to Myanmar withhtipe

of better economic cooperation and larger benéfiisi a more efficient AEC. In accordance with the
ASEAN guidelines, Myanmar enacted the Employmend &kill Development Law to promote
employment and skills development in 2013.

Following the guidelines in the AEC Blueprint, thnistry of Labour, Employment and Social Security
set up a unified skills training system for labdarce participants. The Ministry is responsible for
developing training standards and a national systetrade skill testing and certification. Also, dgher
ministries are offering training in their areasre$ponsibility. In this way, the AEC is driving tpeblic
sector to train the labour force to raise its skdllel, a development that is unlikely to have raymul
otherwise.

The Employment and Skill Development Law was passed0 August 2013 and is to take effect in three
months. It establishes a Skill Development Fundubph a levy of 0.5 per cent on wages and salddese
paid by employers. Recognizing insufficient puliigining resources, the law also establishes aalent
body in which the national organ of private seaarployers — the Union of Myanmar Federation of
Chambers of Commerce and Industry — is a membera®y the Federation is mandated to provide
significant leadership in skills training and TVETh Myanmar, TVET is commonly an academic,
institution-based service, with no industry invateent and little practical work (Lythe, 2013). Yleé&cause
many industry associations are affiliated with Bezleration, direct training support to a relatetlugiry
(under arrangement of the Federation) could proegidgtrong link of trained worker’s skills with the
industry’s demand.

In a recent workshop featuring presentations franous experts (“Expert Talk”), the Federation Cimein
reported that the organization would work closeityits professional members from key industriesrzes
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of the major means towards providing training amdila use its premises to provide such arrangeniénts.
He also urged all workers to participate in tragniopportunities on their days off because theill ski
development and enhancement is urgent and criticalanage the strong competition challenges coming
with the AEC. By the same token, he also askedhersacrifice of employers to send their workers fo
training during working hours to meet the time shifle of related training. The requirement to im@grov
their skills may adversely affects the welfare wipboyees in the short run, but it will improve thekelfare

in the long run. Similarly, sending workers to hiag opportunities will require that employers redtheir
production and revenue in the short run, but irldhg run the sacrifice will increase their prodvity and
production quality.

Another positive impact of the AEC is the growingernational assistance in skills development and
capacity building available to Myanmar to enhaneglé and investment opportunities, not only for the
country but also for the AEC. For example, Japangravided funding, equipment and the curriculum fo
a garment training centre that is managed throhghvtyanmar Garment Manufacturers Association and
the Federation of Chambers of Commerce and InduBligy centre has provided free-of-charge, shomt-ter
training courses for sewing supervisors, operatoes;hanics, quality controllers and managers ffee o
charge. The training programme could be formalasdiextended through the Skills Development Agency,
which is newly established by the Employment andl Slevelopment Law. Japan has been a major
importer of clothing produced by Myanmar garmeauuistries since the United States-led boycott. A we
India has been assisting Myanmar in skills develepiby offering two scholarships to its National
Institute of Design and 250 scholarships for textiforkers under the Integrated Skill Development
Scheme. India also is helping to set up the Indiafmar Apparel Sector Joint Venture in the Thilawa
Special Economic Zone in collaboration with othg@ernational brands (Lythe, 2013).

Regarding long-term training, one of the employsdicipating in the employers workshop (organiasd
part of the research for this paper)expressed coticat after investing in workers’ skill developmgesuch

as with a one-year overseas training programmeytitkers would not come back to théhPart of the
concern is that labour contracts are not bindingly@nmar (Myo Myo Myint and Rasiah, 2012, p. 165).
Job-hopping and labour migration are common prestin almost all sectors. Job-hopping often occurs
within the same industry, even for a small wagtedéntial. Although employers’ free-riding on thaiting
provided by others is an issue around the glotagpears to be particularly problematic in Myanmé#ne
lack of enforcement of contracts being a key redasothis. Better enforcement of workers’ contragtaild

give employers greater incentive to invest in thantng of their workforce, therefore raising the
competency of the country’s human capital (Acemagld Pischke, 1998).

4.5 Productivity and wages

Wages in Myanmar are among the lowest in South-Esist Although the difference between the basic
wage rate and average total salary is particuklite for garment factory workers, many workereser
sectors also experience a considerable differeatgelen their basic wage rate and average totalysala
This is illustrated in figures 6 and 7, which pmasthe distribution of basic wage rate and avetagg
salary for a non-representative sample of workekaingon (136 employed in manufacturing, 96 employe
in trading and 96 employed in services). When djsaggted by sector, these data also shows considera

23 An Expert Talk on Myanmar’s Integration into ASEANonomic Community on 22 November 2013 in Yangon.

24 In a meeting with employers’ representatives szas the minimum wage, organized by Ministry dfduar, Employment and
Social Welfare on 11 October 2013 in Yangon.
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differences between the basic wage rate and avéstaiesalary. As would be expected, the figuremash
that there is greater concentration of averageystian of basic wage rates.

Figure 6. Workers’ basic pay rates in Yangon, 2013
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Source: MMRD Labour Survey, 2013.
Figure 7. Workers’ average monthly salary in Yangon , 2013
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Source: MMRD Labour Survey, 2013.

Wages are likely to increase again when the AE@gadffect in 2015 because FDI is expected to
particularly flow into the export-oriented garmémtiustry and then other CMP-based industries, sisch
footwear, optical instruments and rubber and plaginsumer goods (San Thein, 2012). At the same tim
investments are also expected to flow into othgrikdustries steadily. Due to the limited supplyskilled
labour in Myanmar, salaries for senior and profassi positions are likely to rapidly increase tteeel
close to the salaries in affluent ASEAN Member &awage increases for semi-skilled and low-skilled
jobs are likely to be slower because factories abiborb underemployed labour from the agricultune a
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informal sectors first. This is also expected toréase inequality within Myanmar, although absolute
poverty declines.

Similar to wages, labour productivity is likely tiacrease at every skill level because of the irdesigll
development induced by the AEC. Currently, Myanmdabour productivity is about 70 per cent lower
than seven benchmark Asian economies.

If Myanmar can significantly improve its public raktructure in two or three years and if foreigrestors
find that the current reform process does not cbatign poor workers currently employed in the rimfal
sector should increasingly be able to find emplaynirethe formal sector. Once skill developmenitirey
reaches participants in the agricultural labourk®gragriculture will become more productive andsth
capable of offering higher pay to the skilled waekeAt that time, setting a minimum wage probabily w
be required to protect workers from exploitation.

4.6 Labour migration

The AEC should have a positive impact on attraatimgrant Myanmar workers employed in the informal
sector abroad back home once there are job opptesimwith satisfactory income in the formal sector
These workers have developed and improved theirgtatted skills.

A study of Myanmar female migrant workers in thetite and garment factories in Thailand found that
family indebtedness was a major push factor irnrttiecision to migrate (Pearson and Kusakabe, 2012),
although there is typically a complex mix of otli@ctors behind migration. Naw Phoebe (2007) argued
that there are three factors that encourage migr&om Myanmar and that disentangling these mtitiva

is not straightforward — economic (poverty, higtition and landlessness); political (such as @witflicts
between the Government and armed ethnic groupfoacet] relocation); social pressure (social exclusi
and family problems, such as gambling and alcohdldrug abuse). As noted earlier, there are 2.[Bomil
Myanmar migrant workers in Thailand alone.

The major pull factor to migrate can be wages #ratimmensely higher than what they would be in
Myanmar. These jobs are mostly characterized a3tjebs and thus typically shunned by citizenbast
countries. When the AEC drives domestic wagesgaifggantly at home, many migrants engaging in ¢hos
3D jobs are likely to come back home, especialilygir motivation had been strictly financial. Thalawa
Special Economic Zone, the Dawei deep-sea port-#st-West road corridor and the newly established
industries and services will offer job opporturstie these returnees. Even though increased reatiorer

in Myanmar is likely to remain lower than wagesaiged in Thailand and Malaysia, a number of miggant
are likely to prefer to return home where they stay with their families and work in safe and secur
formal jobs than in the informal 3D jobs abroadeT®12 Social Security Law will take affect aheéd o
the AEC, which will offer all workers some senseseturity. Under the law, workers employed in the
formal sector can enjoy housing and unemploymemefits, extended medical care and a pension
entitlement. As long as the law is implementedaifely, these new pull factors are likely to encame
migrants to return home, leading to a “brain gaimfiereby the returned migrants contribute to thosmgn

of the economy with their skilled labour. Increasejes and job-related social benefits are likehetuce

the level of future migration in the informal secédroad. In this way, the realization of the AEGikely

to reduce irregular migration.
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The AEC is also likely to induce some well-educatgdrants working at well-paid jobs in industriad
countries also to come back, especially with apsieerease in wages and accompanying democratic
reforms. However, cultural and social reasons fayisg abroad may still outweigh economic gains for
some workers.

Despite the seeming good economic news, Myanmeosany is unlikely to catch up to the most affluent
economies, such as Singapore and Malaysia, atitetts® short run because of its limited human tedpi
development and poor infrastructure. This mearangiderable wage differential and a variety of chei
will exist within the region, even though the gagss to be narrower for highly educated profestsona
Myanmar economist U Myint (2009) contends thatAli&C can bring special dangers to its low-income
members, including Myanmar. It can lead to “ecormpularization” in which the most talented people
will leave the country to take better opportunitée®l higher rewards in more advanced countriesigjtro
such arrangements as the mutual recognition agregoreourism professionals.

The AEC should benefit migrants by making it eas@muse bank transfer channels for remittances.
Financial reform is in progress to ensure smoathritial inflows and outflows for the free flow oade
and investment in two years. The official remitmnttansfers offer a great deal of benefits to the
Government because they are an important sourc®reign exchange. Remittances to developing
countries now account for more than three timeffieial development assistance (the Philippinesw
one of the largest recipients of remittances (dtl$lion) in 2012).That could hugely change aftex AEC
takes effect and economies begin to grow. For el@rReuters reported that an IOM-conducted sumey i
Thailand found that “almost 80 per cent of respaoslsaid they would like to return home, while & p
cent said they were influenced by the changes iarvhar” (Thin Lei Win, 2013). The survey was based
on interviews with 5,027 Myanmar migrants in sepeovinces.

4.7 Poverty and inequality

As noted, the latest IHLCA survey found that aroond quarter of Myanmar's population lives in ptyer
The rate of poverty was twice as high in rural dmn areas, with 85 per cent of those in povevigdi in
rural areas. There was considerable variation iregtp rates across Myanmar’s states and regiorih, wi
Chin State (at 73 per cent of the population liimgoverty) and Rakhine State (at 44 per cent) éaving

a particularly high incidence. It was no coincidetitat states with high levels of migration to higuring
Thailand, such as Kayin (at 17 per cent) and MoriGaper cent), have relatively low levels of payer
Indeed, a United Nations Development Programmert@pgued that one of the most probable explanation
for the surprising finding that female-headed hbosds are less likely to be in poverty and are nligedy

to escape poverty is that they are more likely &avehfamily members who are migrants who send
remittances home (IHLCA, 2010).

The importance of migration as a means to allevpateerty reflects the poor employment opportunities
that have been available in Myanmar in recent desals Myanmar opens up even more, it can be eagbect
that greater returns to work will be available,eoiffig greater domestic opportunity to escape pgvert
Accession to the AEC, if managed correctly by thgalmar Government, can further strengthen this
anticipated trend. However, the AEC is unlikelyéduce regional inequalities — and may even exaterb
them. The states or regions with the highest legtlgoverty are Chin State and Rakhine State, which
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border India and Bangladesh, and are likely tarekeively little change from greater ASEAN intetjoa,
whereas Kayin and Mon states should be able to dadkantage of their long borders with Thailand to
achieve further growth. Likewise, urban Yangon adie has a low poverty level (at 12 per cent) and is
likely to receive a large impact from AEC integoati

As long as AEC integration can boost urbanizatibis likely to reduce poverty. As noted, the pdyer
incidence is much lower in urban than in rural areeaflecting the better employment opportunithest t
exist there, despite the stunted growth of manufaxg as a result of sanctions. As the AEC encasag
greater trade, employment opportunities should awpfurther in the urban areas. If manufacturiraypdgh

and concomitant urbanization occur, workers beybiedirban areas will also benefit — underemployment
is currently a major issue in Myanmar (IHLCA, 2016yt surplus labour drawn from rural areas should
improve rural household incomes.

As pointed out earlier in the paper, the IHLCA ddtanot appear to be useful for trying to measure
inequality. No reliable comprehensive measure efjirality exists for Myanmar, although anecdotal and
impressionistic evidence strongly suggests it haseased dramatically since 1988. The impact of AEC
integration on inequality will depend to a consat#e degree on the extent that Myanmar is ablectease
productivity in its manufacturing sector. As argyamviously, Myanmar's low wages are likely to be
sufficient for the manufacturing sector to remaompetitive in the absence of trade barriers wigh it
ASEAN neighbours, if productivity is not raised. Wever, if effective steps are made to raise pradityt
then the AEC, along with Myanmar's returned acted&/estern markets, can create dramatic growth in
the low-skilled manufacturing industry, which wékerve to reduce inequality.

5. Conclusions and policy considerations

The realization of the AEC is likely to reduce tala poverty and narrow the development gap within
Myanmar and the region in the long run if it result continuous and vigorous investment in physical
infrastructure, public education and TVET, therebgating job opportunities in the formal sectorteif
lagging for decades behind other ASEAN countriggims of education, and generating the lowest GDP
per capita in terms of purchasing power parityhim tegion, the new Government is seeking to addhess
urgent training needs of the workforce, with theglénvolvement of the private sector. It also seeks
create formal jobs within the country and arourelrdgion via mutual recognition agreements andrionk
the nationwide core competency standardization witfional standards. Narrowing gaps will not beyeas
because all the other ASEAN countries, including affluent Member States, will continue to improve
their workers’ skills and reduce unemployment. Myan needs to accelerate the skills developmerts of i
workforce by pursuing effective policies, in lingtkvpeople-centred development.

To help policy-makers in this challenging proceks,following considerations are highlighted.

= Prioritize skills development needs in five keytses (manufacturing, energy and resources,
infrastructure, agriculture and hotel and tourisia)TVET.
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= TVET should focus on addressing the skills develepimeeds of emerging sectors (garment
manufacturing, seafood processing and tourism)chvhan offer a number of formal jobs. But it
should also promote professional skills in infrastare and the energy and resources sectors
because the efficiency of these sectors is estémtithe development of the emerging sectors and
other drivers of economic growth. At the same tiaggjcultural and livestock extension training is
critical because agriculture will continue to be flargest sector in terms of employment. Skills
development for these sectors should be the firstity.

= There should be technical advisors who overviewational training curricula and bring them in
line with the national qualifications framework.

= Take steps to address the problem of employergifiiggy on training. Moving to a system in which
the rule of law prevails and contracts are properforced will take time. Therefore, providing
training at no direct cost to the employer showdbnsidered as a means to ensure that the optimal
level of training takes place. In the short ruteinational donors may be willing to supply much of
this funding; but in the medium- to long-term, d@ncbe funded either through general taxation or a
specific levy charged to firms operating withinaxtular sector.

= Promote education. TVET is essential to developkeis skills, but it is not a replacement for
lifelong education, which is formal education acqdifrom schools, colleagues and universities.
To reduce relative poverty in the long run, pafalfevestment on education is critical. The
Government should arrange inputs from industriés fraining curricula and encourage practical
fieldwork and internships so that classroom-baskat&tion will be linked with demands in the job
market. There should be technical advisors whowewrhigher education curricula to ensure that
they are in line with the national qualificatiomarhework.

= Promote job-related social security and corporatéas responsibility within the capacity of firms.

The development gap between populations in Myarandrthe rest of ASEAN is not just a matter
of income differentials but involves a social dimiem. Social security for the workforce in the
formal sector requires adequate policy attentiolea and safe workplaces (with moderate
temperatures and good ventilation) are fundame@tajporate social responsibility goes far beyond
this, with associated economic costs. The policgukh find a balance between employers’
responsibility and affordability, especially for alnand medium-sized enterprises, in formulating
desirable social benefits for their workers. Thes&ament should seek to educate employers about
corporate social responsibility, ILO labour stami$aand national labour laws.

= Educate the workforce on the country’s labour lal@bpur standards and good labour relations
between employees and employers, to avoid the inegatpacts of strikes. Labour strikes have
been regular, especially in the CMP garment sefdtiowing the political opening of Myanmar.
Although some might be necessary, many likely ctagldvoided through the practice of collective
bargaining, (which is a fundamental labour rightteit within the affordability of firms. Fulfillig
orders from buyers within the global value chairtiore is critical for the survival of the low-value
added industries; the inability to keep delivergrmises not only results in short-term financiaklos
but also long-term lack of business credibility. iflavorkers lack knowledge of their labour rights
and responsibilities. Yet, many labour activistsrsimgly know little of either labour standards or
laws at the national as well as international lgvélany of them are unlikely to recognize the
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interdependency between workers and enterpriserswhieere should be an educational institution
to distribute knowledge to both employees and eygpbo so that opinion-makers have adequate
knowledge and wisdom on the issues they respond to.

= Enforce labour laws. Law enforcement is essentiehbise a poor work environment greatly reduces
the quality of life of the workforce. Non-bindingdour contracts preclude skills development
because frequent job-hopping encourages employeltgtance to invest in employees’ skills
development.

= The rule of law can prohibit the unlawful preventiaf workers from working. Yet, laws should not
ignore practical issues, such as limiting workirauts, even though some workers like to work
longer for additional income and some industriesdnto operate long hours. After consulting
workers and employers, the Government should arttenthws as necessary.

= Provisions are needed for social insurance fomtkforce in the informal sector. There has been
no social insurance scheme in Myanmar for a nuraberban people in the informal sector and the
vast majority of the rural workforce in agriculturghich is also highly informal. To reduce the
development gap, a state-organized social insurfamceshould be put in place, to which informal
workers can regularly deposit a premium via easilgessible channels, with the State contributing
as well. The Government should also increasinghage with ASEAN labour-receiving countries
on the issue of entitling Myanmar migrant workesssbcial insurance programmes for foreign
workers. For informal Myanmar migrants in countrigghout such a system, Myanmar should
provide a social insurance scheme that they mag teedeposit a premium fee by themselves via
bank transfer or through a friend or relative.

= Creating more jobs will depend heavily on creatindavourable business environment for the
sectors that encourage job creation (for exampbrufacturing is preferable to natural resource
extraction). How best to do this is a complicatsdue, but useful steps include building
infrastructure (especially electricity and roadsll &reating trade promotion boards that provide
information to employers on inputs, processes,ritonal marketing, etc. Tax incentives for
specific sectors or industries should be avoided.
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ASEAN Community 2015: Managing integration for better jobs and
shared prosperity in Myanmar

The paper explores the potential impact of regi@ta@nomic integration on Myanmar, a
country that has suffered from more than 20 ye&id/estern sanctions. The country’s
accession into the Association of Southeast AsiaiioNs (ASEAN) offered economic and
trading opportunities, while the regional body ably catalysed a regime change. Now,
realization of the ASEAN Economic Community is deaging Myanmar. Having a low-
skilled and poorly educated workforce with inadeguafrastructure, Myanmar must strive
harder than other ASEAN Member States to narrowahmnal inequality gaps. Improving
skills among the labour force and in prioritizecctses of the economy, as well as
strengthening the formal education system, willcbécal if Myanmar is to compete.
Improving infrastructure, such as electricity, readnd information communication
technology, is equally salient. These measures brisbupled with effective institutions
for social security and insurance, labour relati@msl business social responsibility.
Narrowing inequality is a long-term project with amgent start for Myanmar — the
latecomer to growth.
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