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1. Introduction

Since 2010, the Myanmar government has implemented a broad platform of political and economic 
reforms aimed at spurring growth and increasing the country’s participation in the global economy. 
One objective of these reforms is to bring about structural change that makes Myanmar more 
reliant on the manufacturing sector.  A central component of this strategy is the creation of Special 
Economic Zones (SEZs), enclaves that are designed to facilitate imports, exports and foreign direct 
investment.  In theory SEZs hold the promise of strong economic gains, resulting in their increased 
prevalence around the world.

However, in practice, their success is not guaranteed. Drawing on experiences and lessons of 
neighbouring countries, this report seeks to inform policy-making decisions for designing an SEZ 
in Myanmar to tailor recommendations to Myanmar’s specific characteristics and policy needs, 
the report first analyses the available evidence on Myanmar’s trade patterns and composition, 
foreign direct investments, business environment and trade costs and compares these indicators to 
Myanmar’s neighbours. It then discusses the channels through which reforms to trade can improve 
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the productivity of its manufacturing firms. Finally, the report identifies key pillars of successful 
SEZs.

Three key features emerge from international experience. First, SEZs should create a strong 
business climate that attracts investment from domestic and foreign firms. Second, given that 
context determines the effectiveness of policies in fostering growth, it is not always possible 
to predict which components matter the most for designing effective SEZs. As such, SEZs can 
promote policy experimentation. Finally, it is important that SEZs generate externalities to justify 
the pecuniary incentives that are offered to firms. These externalities ensure that the SEZs do not 
become isolated islands within the economy that cannibalise employment from other productive 
parts of the economy.

2. A portrait of Myanmar’s industrial sector

Since 2010, Myanmar has grown at 7.57 percent per year, among the fastest growth rates in the 
region. Despite this growth, the majority of the labour force is still employed in the agricultural 
sector, which accounts for 30 percent of the country’s GDP. This share is comparable to that of 
Cambodia, but is significantly higher than neighbouring Bangladesh, Thailand, China, India 
and Vietnam. Private-sector firms face considerable difficulty operating in Myanmar. The World 
Bank’s Doing Business Ranking places Myanmar 167th out of 189 countries, identifying significant 
constraints with the country’s logistics and the quality of port infrastructure. These constraints 
are reflected in Myanmar’s exports to GDP ratio; at 16.7 percent of GDP, it is significantly lower 
than the average 43.5 percent in the region. Total factor productivity, the efficiency with which 
production inputs (like labour and capital) are employed, is low in Myanmar. The analysis shows 
that if China and Thailand had the same volumes of capital and labour as Myanmar, they would 
be able to produce twice as much output.

International trade
Official statistics indicate that Myanmar’s exports have been increasing steadily since the mid-
1990s. Myanmar’s exports are largely concentrated among a small number of natural resources. 
Natural gas in gaseous state, alone, represents 40 percent of the country’s exports. While countries 
at a level of development similar to Myanmar exhibit equally concentrated export baskets, the 
majority of export earnings in Bangladesh and Cambodia are derived from the manufacturing 
sector and, in particular, the textile industry. Moreover, little dynamism is observed in the export 
of new products and new destinations. More than two thirds of the observed growth in exports 
between 1998 and 2013 is explained by export growth in product-destination pairs that were 
already exported in 1998.
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Foreign direct investment (FDI)
From 2010 to 2013, Myanmar received an average of $2.09 billion of FDI per year, or about 4 
percent of its GDP. This share was higher than other countries in the region and up from a decade 
earlier when FDI inflows accounted for less than 2 percent of its GDP. The predominant source 
of FDI into Myanmar is China, which accounts for 73 percent of recent flows. In contrast, other 
countries have attracted investments from a more diversified set of countries, including the U.S. and 
Europe. Similar to its exports, FDI is also concentrated in a few industries, in particular the mining, 
oil and power sectors but recently, investments into the manufacturing sector have increased to 10 
percent of total FDI.

Domestic firms’ performance
Like many developing countries, Myanmar’s employment distribution is dominated by small 
firms: 45 percent of the manufacturing firms in the World Bank’s Enterprise Survey have fewer 
than 20 employees. Employment per firm in Myanmar is comparable to Cambodia and Laos, but 
substantially below India, Bangladesh, China, Thailand and Vietnam. Myanmar firms exhibit a 
low degree of integration with global value chains. Only 16% of the firms surveyed were exporting 
products abroad, and only about a quarter of them were employing imported inputs. With an 
average of sales per worker of $14,774 per year, Myanmar productivity levels are comparable to 
Bangladesh but significantly lower than other neighbouring countries.

Trade costs
Since Myanmar is a member of the WTO, it is officially not subject to particularly high tariff rates. 
Furthermore, Myanmar belongs to the Least Developed Countries category of the UN, and is 
therefore eligible for duty free access to the EU. The tariff rates on imports into the country also do 
not appear particularly high. While Myanmar firms may not face high tariff rates, other forms of 
trade costs might be responsible for Myanmar’s low manufacturing capacity and low participation 
in international trade. These additional trade costs typically include poor infrastructure and long 
and burdensome procedures to get access to export and import markets. The analysis of bilateral 
trade flows confirms this hypothesis and suggests that these unobserved trade costs are among the 
highest in the region.

3. Trade and productivity: Theory and recent evidence

The analysis of Myanmar’s industrial sector and trade performance reveals that the country 
compares unfavourably with neighbouring countries enjoying similar levels of development. 
Reforms to trade and investment policies, including the creation of SEZs, can successfully alleviate 
constraints to economic growth. A growing body of evidence has highlighted the productivity 
benefits of trade liberalization through two main channels. First, international competition brought 
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by access to international markets benefits more efficient firms that are able to sell their products 
overseas. This, in turn, generates a reallocation of resources (e.g., labour and capital) towards the 
most productive businesses and improves the country’s aggregate productivity. Second, export 
growth boosts firms’ efficiency. Firms that engage in international trade improve their productivity 
via “learning-by-exporting”. Relative to domestic buyers, foreign buyers typically have stronger 
preferences for product quality, stricter adherence to pre-negotiated specifications and require 
shorter lead times. 

This forces exporters to upgrade their production and managerial practices. Moreover, buyers 
will often pass technical information down to exporters to help facilitate the learning process. 
Productivity improvements also happen through the importing mechanism. Lowering the cost of 
currently imported inputs, as well as allowing access to more expensive and advanced intermediate 
inputs, helps firms expand their production possibilities, improve quality and diversify the basket of 
goods that they produced.

4. Special economic zones

The creation of SEZs is a policy instrument that can simulate the effects of lowering trade costs 
for a particular geographic area within a country and bring the productivity benefits discussed 
above. More broadly, SEZ policy has long been used by governments as an instrument to catalyse 
economic development. This section discusses lessons that have emerged from other countries’ 
experience with SEZs, with a particular emphasis on Bangladesh, China and India. It identifies key 
short-run and long-run objectives that should be the focus of the Thilawa Zone, Myanmar’s first 
SEZ.

The business climate
The immediate objective of the SEZ policy should be to attract domestic and foreign firms to 
invest in the zone. The classic way to promote investment is to offer benefits through tax incentives, 
tax holidays, and drawbacks that allow firms to import without paying duties. While financial 
incentives are a undoubtedly important, they are not the only considerations for firms. Despite 
the tax benefits offered to investors in India’s SEZs, investments and exports are still far below 
projections. Ten years after implementation India’s SEZ policy has not sufficiently enhanced the 
business climate through better infrastructure, trade and permit facilitation, and so forth. In the 
Thilawa SEZ, the establishment of the One Stop Service Center (OSSC), which will handle all 
regulatory procedures, should in principle decrease the time and uncertainty around securing 
permits through multiple governmental agencies. The Thilawa Management Committee may also 
look at experience from neighbouring countries, such as China, to think through possible reforms 
to the contracting environment to ensure impartiality and quick deliberations in the case of 
contract disputes.
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Policy experimentation
Given that the specifics of policies to strengthen the business climate are not known ex ante to 
Myanmar’s policy makers, the SEZs should promote policy experimentation. SEZs can act as 
a powerful catalyst for change, and present an opportunity to experiment with new rules and 
institutions that can ultimately be scaled at the national level. Policy experimentation has been 
pervasive among China’s SEZs. Many of the country’s reforms to product, labour and more 
recently, capital markets originated out of its SEZs. China’s SEZs were a critical component of the 
country’s transition from socialist economy to a market-based economy. Since it was not clear if 
any specific policy would be successful, the zones allowed policymakers to observe what worked 
and what did not. In the Myanmar context, the three SEZs currently planned could serve as 
laboratories to implement reforms at a local level before scaling to the broader economy. In order 
to evaluate fully the effects of all the policies being tested in Myanmar’s Zones, the management 
committees should implement a Monitoring and Evaluation programme. These data could then be 
analysed to determine which policies are successful in generating productivity gains and are cost 
effective.

Generating spillovers
SEZs impose a cost on society through forgone revenues from tax incentives, duty drawbacks, and 
infrastructure investment that is specific to the zone. In order to justify the formation of zones, the 
societal gains must exceed these costs. The creation of a SEZ should not simply shift the location 
decision of a firm from outside the zone to inside the zone, or create tax evasion incentives. In 
order to contribute to higher economic growth,  SEZs should generate externalities for Myanmar’s 
economy. 

The hope is that these forms of externalities improve the productivity of firms operating outside 
the zones by incorporating more efficient and better practices from firms operating inside zones. 
These externalities could come in various forms. For example, the externalities could come from 
or through the facilitation of worker movements across the zone. The vocational institute in 
the Thilawa Zone is an encouraging development if it can work with firms to identify the skills 
necessary for potential workers; after working in the zone for some time, these workers may 
eventually find employment outside the zone. 

Spillovers could also take the form of backward or forward linkages between the zones and the 
rest of the economy. In the case of Thilawa, the list of approved investments suggests that many 
firms inside the SEZ will need inputs supplied from outside the SEZ. Myanmar’s government 
could facilitate trade with firms inside the SEZ by reducing the red tape associated with export 
activities for domestic plants. The TMC could also promote the matching of buyers and sellers by, 
for example, providing zonal firms with a list of firms in the Yangon region that are producing the 
relevant inputs or through networking events.
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5. Conclusion

This report has assessed the potential for SEZs to increase Myanmar’s international integration 
and promote its manufacturing sector. Drawing on the experiences of Myanmar’s neighbours, 
this report highlights best practices for the implementation of its SEZ policy. In the short run, 
improving the business climate should be the priority of the TMC. Perhaps more importantly, 
SEZs should be a laboratory for policy experimentation to identify which policies can best foster 
economic development. A rigorous monitoring and evaluation programme that uses objective 
data is essential for determining which policies and rules work and which do not. Finally, SEZs 
should generate spillovers that benefit the rest of the economy, workers and firms outside the zone. 
Myanmar’s SEZs are at early stages of development and the time is ripe for the country to capitalise 
on this promising opportunity to foster economic growth.
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