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ABSTRACT

This study examines the influence of financial development on Foreign
Direct Investment (FDI) in Myanmar from 2016 to 2022 by utilizing the Generalized
Method of Moments (GMM) and Principal Component Analysis (PCA). The analysis
focuses on financial development indicators related to the banking sector, stock and
bond markets. The findings suggest that state-owned loans initially have a positive
influence on FDI inflows. But over time, this beneficial influence turns into negative
and points to possible long-term economic issues that could result in fiscal constraints.
Moreover, the results highlight the influence of a healthy financial system in attracting
FDI in Myanmar with a strong capital-to-assets ratio. A favorable investment climate
is also linked to well-functioning financial markets as demonstrated by active stock
and bond markets. Furthermore, in Myanmar, variables of political stability, exchange
rate and trade openness appear as critical elements to attract foreign investment.
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CHAPTER 1
INTRODUCTION

1.1 The Significance of FDI in Developing Countries

Foreign Direct Investment (FDI) is essential for stimulating economic
growth, especially in developing nations. FDI contributes not only by supplying extra
capital to the host country but also by introducing advanced technology through MNE
affiliates, which can benefit local independent firms (Caves, 1974; Sjoholm, 1999;
Wang & Blomstrom, 1992). Furthermore, FDI has the potential to enhance market
competition and impact the operational effectiveness of existing firms. It can also
establish connections with upstream and downstream industries. As the consequences
of financial crises in Asia and Latin America, developing countries have increasingly
been encouraged to rely more on foreign direct investment (FDI) to foster economic
development. Many developing countries are working hard to enhance their capacity
and attractiveness for foreign direct investment, aiming to strengthen their domestic
economy and achieve efficiency through the implementation of economic
liberalization. Given the significance of FDI, understanding the factors that drive FDI
inflows has been essential and has captured substantial focus from policymakers in
developing nations.

The extant body of scholarly works concerning the factors influencing
foreign direct investment (FDI) is considerably extensive. Based on a thorough review
of prior studies, Shah & Aki (2016) identified three main categories of potential
determinants of FDI: social factors (such as wages, infrastructure development, and
human capital), economic factors (including market size, macroeconomic stability,
exchange rate, and trade openness), and political factors (such as bureaucratic quality,
domestic legal framework, and a country's risk perception). Their study investigates
the factors affecting FDI in Brazil, China, India, Russia, and South Africa (BRICS)
using panel data from 1990-2011 and reveals that market size, trade openness, GDP
growth rate, macroeconomic stability, and infrastructure availability are the primary

drivers of FDI in these countries. Similarly, Nunes et al. (2006) discovered that market
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size, infrastructure quality, and trade openness exerted a substantial influence in
shaping the decision-making process of overseas investors in Latin America. Other
factors including political stability, government effectiveness, and labor cost
substantially influence FDI. (Bevan & Estrin, 2002; Busse & Hefeker,2007).

Among the numerous factors examined, the emergence of financial
development assumes a critical factor for FDI decisions. Financial development that
encompasses the robustness of financial institutions, the extent of capital markets, and
the effectiveness of banking systems, has consistently demonstrated its pivotal role in
shaping the investment strategies of international firms. Abdouli et al (2023)
emphasized the significance of financial development in attracting foreign direct
investment (FDI) to the Middle East and North Africa (MENA) region. They
emphasized that the progress of financial development enhances the overall investment
climate and facilitates financial transactions for multinational corporations and their
personnel operating in the host country. Irandoust (2021) identified that a highly
developed financial sector can improve a country's competitive advantage and this
advantage greatly aids the country's absorption of the beneficial impacts of FDI, which
boosts the country's overall economic performance. In his study, an analysis of eight
post-communist countries shows that financial development has a significantly positive
impact on FDI inflows by directly enhancing the ability to obtain external funding.

Expanding on these insights, the full benefits of FDI are revealed in

countries with a strong financial sector. In exploring this relationship based on the
existing literature, there are at least three channels in which financial development
could spur FDI: the Resource Allocation channel, the Access to External Finance
channel, and the Agglomeration Effect channel (Irandoust, 2021; Islam et al., 2021). In
addition to its direct consequences, the emergence of financial development presents
itself as a potential mediator in influencing the dynamics of FDI. It assumes a pivotal
role in mediating the correlation between various factors and the extent of foreign
investment within a host nation. Through the exploration of financial development as a
mediator, a deeper comprehension of how factors such as economic growth, political
stability, or institutional quality interact with the inflow of FDI can be obtained. This
perspective provides insight into the intricate ways in which financial development can
either amplify or mitigate the impacts of these factors on the attractiveness and
sustainability of FDI inflow.
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The connection between financial development and foreign direct
investment has been a topic of extensive examination, with a wide range of empirical
research still providing mixed results. Numerous studies consistently show that
financial development positively impacts foreign direct investment (FDI) (e.g., Hajilee,
2015; Suliman & Elian, 2014). On the other hand, some research points to a complex
relationship with some instances of a negative effect (Desborders (2017); Bilir et al.,
2019). Interestingly, another group of researchers (Shah & Azam (2018); Choi et al
(2019)) reveal no clear correlation between financial development and foreign direct
investment (FDI).

Despite an abundance of previous literature that has examined the
relationship between financial development and FDI in broad regional contexts, such
as the BRIC countries, post-communist nations, and various emerging economies, a
notable gap persists in the literature when it comes to country-specific analyses,
especially for Myanmar. Therefore, investigating the interplay between financial
development and FDI in Myanmar is crucial to obtaining a thorough understanding of
the factors that influence investment trends in this particular Southeast Asian nation.
Such an analysis would provide valuable insights for policymakers, investors, and
researchers, enabling them to better comprehend the challenges and opportunities that

Myanmar presents in terms of its economic development.

1.2 Statement of the Problem

In the context of Myanmar, FDI serves as a trigger for economic growth
and development and has emerged as a powerful motive for change. Situated
strategically between the influential nations of China and India, the Republic of the
Union of Myanmar possesses an abundance of natural resources and is abundant in a
youthful workforce. These favorable conditions, connected with efforts to liberalize its
economic policies, have rendered Myanmar an appealing destination for FDI. Recent
statistics emphasize the critical role of foreign direct investment (FDI) in the economic
framework of Myanmar.

According to Figure 1.1, the inflows of FDI in 2017 and 2018 became the
highest, nearly USD 4.00 million in the previous years. In 2020 and 2021, however,
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the economic consequences of the Covid-19 pandemic affected FDI inflows. In 2022,
FDI inflows decrease by up to USD 1 million due to political instability in Myanmar,
portraying a challenging economic landscape in Myanmar. This downward trend

identifies the essential for promoting strategies to attract FDI in Myanmar.

Figure 1.1

Foreign Direct Investment Inflows in Myanmar (USD in millions)
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Note. From World Development Indicators, by World Bank, 2023

(https://databank.worldbank.org/source/world-development-indicators)

Foreign Direct Investment (FDI) serves as an important pillar of Myanmar's
development and growth plan. One of the key objectives specified in the Myanmar
Investment Law (2017) is the enhancement of employment opportunities for the local
population through FDI. This aligns with the observed emphasis on job creation as a
fundamental impact of FDI in Myanmar. A significant factor contributing to the
prominence of the Employee Generation Channel in Myanmar could be the abundance
of a youthful and cost-effective workforce. This demographic dividend serves as a
valuable resource, especially for industries reliant on labor-intensive and low-skilled
light manufacturing operations. (OECD, 2020) The attractiveness of Myanmar to
investors is, therefore, intricately linked to the potential for job opportunities and the
availability of a competitive labor force.

Myanmar's inflow of FDI also possesses the capacity to stimulate substantial
economic development via the diversification of sectors. Myanmar aims to break its

ties with traditional economic dependencies and develop a stronger and more dynamic
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economy by attracting foreign stakeholders. The establishment and advancement of
Special Economic Zones (SEZs) play a crucial role in the achievement of Myanmar's
objective to diverge from conventional economic interdependencies and cultivate a
more robust and dynamic economy. Special Economic Zones (SEZs) are attractive to
foreign investors because of the incentives they offer, which include superior
infrastructure, simplified regulations, and tax benefits. As a result, these regions
develop into major economic centers for a variety of sectors, including manufacturing
and services, significantly contributing to the growth of the economic base. The
infusion of capital by foreign investors into the Myanmar economy is believed to
stimulate economic activity in several industries. The construction of infrastructure,
the growth of industries, and technical developments are all fueled by FDI inflows. As
a result, Myanmar's Gross Domestic Product (GDP) has increased significantly,
creating the way for long-term economic growth that will raise living standards and
create more opportunities for the country's people.

Interestingly, so far limited studies examining determinants of FDI in
Myanmar have been evident. Yeo (2017) conducted an analysis of the determinants
responsible for stimulating foreign direct investment (FDI) toward particular
destinations in developing nations, with a primary focus on Myanmar. Furthermore,
the investigation takes into account the prevailing circumstances under which Korean
enterprises operate in Myanmar. Factors such as market capacity, income per capita,
market expansion, market demand, transportation, communication networks, supply
chain connections, and industrial infrastructure are crucial in attracting foreign
investors to Myanmar. Hein (2014) investigated the factors that contribute to drawing
FDI into the nation in Vietnam in comparison with Myanmar which is economically in
a similar situation. The results showed that the GDP growth rate, the labor force, the
inflation rate, and the exchange rate affect the inflow of FDI in Myanmar.

The existing literature provides valuable insights into the determinants of
FDI inflow in Myanmar, however, it has frequently neglected the unique features of
Myanmar's financial sector and FDI. This research gap emphasizes how important it is
for a thorough analysis of how various financial development indicators interact with
foreign direct investment inflows in Myanmar. These variations hold significance
because they indicate the impact of financial development might not be constant and
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might vary greatly depending on particular national contexts. Moreover, a detailed
examination of the drivers and mechanisms that mediate and moderate this complex
relationship is necessary.

1.3 Research Questions

This study aims to explore the following research questions in considering
the gaps that have been found and the overall problem statement regarding the
interaction between FDI and financial development in Myanmar:

1.3.1 How does financial development affect FDI inflows in Myanmar?

1.3.2 How do different indicators of financial development affect FDI
inflows into Myanmar, both overall and within specific sectors?

1.3.3 What policy recommendations can be made to strengthen the role of

financial development in favorably affecting FDI inflows in Myanmar?

1.4 Objectives of the Study

All in all, the objectives of the study are:

1.4.1to examine trends and patterns of FDI inflows and financial
development in Myanmar,

1.4.2 to investigate the impacts of financial development on FDI inflows,
both in terms of total inflows and sectorial analysis,

1.4.3 to compare different indicators of financial development, particularly
those relating to the banking sector, stock, and bond markets, in determining FDI
inflows and possible mediating and moderating roles of financial development on key
FDI determinants,

1.4.4 to provide policy recommendations in improving the role of financial

development in positively influencing FDI inflows in Myanmar.

1.5 Scope of the Study

The scope of this study encompasses a comprehensive analysis of Foreign

Direct Investment (FDI) in Myanmar, specifically focusing on the manufacturing and
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service sectors during 2016-2022. The study aims to assess FDI by investigating its
impact on the growth and development of Myanmar's manufacturing and service
sectors. However, it is important to note certain limitations. While sectorial FDI data
will be sourced from the Directorate of Investment and Company Administration, the
study acknowledges constraints in measuring certain financial development indicators
at a sectorial level due to data limitations in Myanmar. These limitations may stem
from the availability, accuracy, or granularity of financial data within the country.
Despite these constraints, the study strives to provide a thorough analysis of FDI

within the specified sectors.

1.6 Structure of the Thesis

This thesis is structured into six separate sections to methodologically
examine the impact of financial development on FDI. Chapter 1 is the introduction
which explains the pivotal significance of FDI in developing countries, a statement of
the problem, the objectives of the study, and the scope and limitations of the study.
Chapter 2 presents a comprehensive review of the literature, investigating theories on
financial development and FDI, clarifying the positive and negative effects of financial
development on FDI, and analyzing the mechanisms and factors that form the complex
association between FDI and financial development. Chapter 3 establishes the
theoretical framework, methodology and the empirical model used in this study.
Chapter 4 describes the specific context of Myanmar, analyzing FDI trends, patterns
and relevant policies. Chapter 5 presents the empirical results of the regressions to
fulfill the objectives of this thesis. Finally, Chapter 6 concludes the thesis by
summarizing the main insights, drawing conclusions, and providing policy

recommendations and suggestions for future research.
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CHAPTER 2
LITERATURE REVIEW

The significance of FDI inflow is of great importance for countries seeking
to strengthen their economic growth, adoption of technology, and employment
opportunities. Since the attraction of FDI has emerged as a key policy focus of many
nations, leading them to explore various avenues to enhance their competitiveness on
the global stage, scholarly and policy attention is being increasingly centered on the
determinants of FDI. In this pursuit, the role of financial development has become the
focus of increasing scholarly interest and policy relevance, due to its potential to serve
as a catalyst for attracting FDI. This literature review aims to present a thorough
review of existing studies that have explored the impact of financial development on
FDI.

The literature review is categorized into four distinct sections, including (1)
theory relevant to financial development and FDI channels, which FD potentially
influences FDI inflows; (2) studies highlighting the positive impact of financial
development on FDI, (3) those investigating negative effects, (4) and researches
contributing mechanisms and drivers that enhance this intricate relationship. Moreover,
the literature review will ascertain significant gaps in the research panorama,

proposing potential paths for future investigation.

2.1 Theory Relevant to Financial Development and FDI

The intricate relationship between financial development and Foreign
Direct Investment (FDI) is characterized by a multifaceted theoretical landscape that
offers a wide range of perspectives. According to Dunning (1979), the theory of FDI
posits that multinational enterprises (MNES) make decisions about where to locate
their operations based on the relative advantages that certain countries provide for
specific activities. MNEs are attracted to locations that possess specific resources, have
high levels of trade openness, and demonstrate strong economic growth. These

locations are ideal for MNEs that heavily rely on these resources, require trade
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openness, and strive for sustainable economic growth. The primary target for MNES is
to choose the location that will optimize the value of the firm's resources.

In recent years, scholars have endeavored to construct a conceptual
framework that extends beyond the OLI paradigm to elucidate the decision-making
process of emerging economies when selecting their entry mode. Notably, the Linkage,
Leverage and Learning framework, proposed by Mathews (2006), exhibits a strong
correlation with the firm-specific advantages of multinationals from emerging
countries. Within this framework, the global expansion of these multinationals from
emerging countries cultivates distinct capabilities through linking local partners,
leveraging resources across international borders, and learning the knowledge
necessary to assimilate and adjust to the local investment landscape. This strategic
approach aims to expedite their expansion and facilitate a process of catching up with
more established players in the global market.

The primary rationales for emerging multinational economies to employ
international expansion as a springboard are to acquire the indispensable resources and
prospects necessary to enhance their competitiveness against both domestic and
foreign rivals, as well as to bypass the limitations imposed by domestic institutions and
market conditions. In this context, Luo and Tung's (2007) Springboard Theory adds a
valuable perspective to the decision-making process of emerging economies regarding
their entry modes. When coupled with Mathews' (2006) LLL framework, it offers
additional insights into the strategies adopted by multinational enterprises (MNES)
from emerging countries. Both theories underscore the significance of strategic
positioning and resource utilization in the context of global expansion. The study of
Gao et al., (2018) emphasizes that Chinese FDI in France enhances global
competitiveness by acquiring assets, in addition to providing access to markets in
Europe and Africa based on springboard theory. Moreover, it also identifies how
Chinese firms learn from and use local management methods to enhance their global
operations and this supports the "linkage, leverage, and learning™" (LLL) paradigm.

Building upon these considerations, the CAGE distance framework by
Ghemawat (2001), a highly influential model, introduces an additional layer to the
analysis by giving emphasis to the significance of cultural, administrative, geographic,
and economic distances that exist between nations. This model can assist in
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recognizing how potential markets may differ or be distant from current ones and
becomes particularly crucial when evaluating the entry mode decisions made by
multinational enterprises (MNEs). The study of Adamoglou et al., (2016) examines
FDI strategies for the emerging market of Turkey by integrating institutional distance
into the CAGE framework and the results show that institutional factors significantly
influence both MNES' entry mode choices and all other framework variables.

Moreover, the Conservative, Predictable, and Pacemaker (CPP) models
developed by Paul et al (2019) offer valuable insights by bringing attention to the
strategic orientations of emerging market firms, highlighting their inclination towards
conservative approaches, a strong focus on predictability, and aspirations to establish
industry benchmarks. Collectively, these frameworks provide a comprehensive
perspective for comprehending the intersection of financial development with diverse
factors that influence the decision-making processes of both MNEs and emerging
market firms within the global business landscape.

Levine (1997) argued that a highly developed financial sector contributes to
economic growth by effectively allocating resources and promoting entrepreneurship.
This perspective aligns with the idea that a robust financial system attracts FDI by
creating an environment conducive to sustainable economic expansion. Moore (1986)
and Shaw (1973) stated that financial development positively affects a nation's
financial assets to GDP ratio. Specifically, Financial Depth (FD) evaluates the
robustness of the financial system by examining individuals' ability to access financial
assets with the GDP ratio and the efficiency of its operation. Therefore, the measure of
financial development evaluates the effectiveness of a country's financial system.

The effective mobilization of savings and allocation of resources in a
developed financial system significantly influences a nation's ability to finance
investments and promote economic growth. Levine (1997) suggested that a well-
developed financial infrastructure not only increases the resources available for
investment but also plays a crucial role in filtering and monitoring investment projects,
and thus reducing the costs of acquiring information. Additionally, it accelerates the
adoption of new technologies by mitigating related risks.

When it comes to FDI, the effect on economic growth is closely tied to the
financial maturity of the host country. Studies by Hermes and Lensink (2003) and
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Alfaro et al. (2004) argued that the influence of FDI on economic growth depends on
the financial development of the host country. The ability to absorb spillovers
generated by FDI is profoundly affected by the strength of the financial sector.
Essentially, the degree of financial development in the host country is a crucial
element of its ability to fully utilize the benefits of FDI. This connection emphasizes
the dual role of financial development, i.e., not only does it improve the conditions for
attracting and facilitating FDI by providing a supportive environment for foreign
companies to plan and carry out innovative activities, but it also affects the efficiency
of FDI in stimulating economic growth.

Expanding on these insights, the full benefits of FDI are revealed in
countries with a strong financial sector. In exploring this relationship based on the
existing literature, there are at least three channels in which financial development
could spur FDI: the Resource Allocation channel, the Access to External Finance
channel, and the Agglomeration Effect channel (Irandoust, 2021; Islam et al., 2021).
Firstly, financial development guarantees the effective mobilization and distribution of
financial resources. Foreign investors are attracted to nations in which financial
resources are allocated optimally, thereby enhancing the overall attractiveness of FDI.
The efficient allocation of resources, which is reinforced by the development of the
financial sector, becomes a pivotal determinant in attracting and maintaining FDI.
Because investors are drawn to places where their capital is used most effectively,
leading to sustainable and meaningful investments, this efficiency increases the
country's ability to attract FDI.

Secondly, the availability and dependability of external finance for foreign
investors are guaranteed by a developed financial system. Powerful financial
institutions, efficient capital markets, and a strong banking system, all help to foster an
atmosphere in which foreign businesses can readily raise capital for their projects.
Irandoust (2021) pointed out that financial development directly enhances access to
external finance. Therefore, for foreign firms seeking to raise capital for their
operations in the host nation, this channel would be essential.

Thirdly, financial development is a critical factor in promoting positive
agglomeration effects through the facilitation of the clustering of economic activities

and investments in particular regions or sectors. Such clustering has the potential to
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generate cooperation, mitigate risks, and ultimately enhance the overall attractiveness
of the investment climate. The simultaneous existence of interrelated businesses,
supported by a developed financial sector, can be particularly attractive to foreign
investors who are in search of advantageous conditions for their investments. In this
context, Desbordes et al (2017) asserted that the expansion of manufacturing sectors,
which is facilitated by financial development, can potentially yield a favorable
agglomeration impact on FDI inflows.

In conclusion, a thorough examination of the intricate interaction between
financial development and FDI is provided by a range of theoretical perspectives, from
basic FDI principles to strategic frameworks. The exploration of three critical
channels: resource allocation, access to external financing, and the aggregation effect
adds depth to the knowledge of the intricate relationships between financial
development and FDI. When taken as a whole, these observations provide a
comprehensive understanding of how emerging multinational economies (EMEs) and

multinational enterprises (MNES) make decisions in the global marketplace.

2.2 Empirical Studies

In developed and developing economies, a well-established financial
industry is often considered a pivotal factor in fostering economic advancement and,
consequently, an attraction for foreign investments. However, the relationship between
financial development and FDI is not universally consistent and can vary across
countries, including country-specific characteristics, economic policies and the quality

of institutions.

2.2.1 Positive Impact of Financial Development on FDI
Desbordes & Wei (2017) analyzed the various effects of financial
development on both source countries and destination countries (SFD and DFD). The
study utilized extensive and under-exploited data on real-world manufacturing FDI
projects from the fDi markets database, covering the period 2003-2006 and
encompassing all countries and sectors. In their study, financial development is

measured by credit provided to the private sector by domestic banks and other
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financial intermediaries, relative to GDP and this measure is used to reflect the
effective utilization of external borrowing within the economy. Their results revealed
that the financial development of both source and destination nations collectively
facilitates foreign direct investment (FDI) by directly enhancing the availability of
external financial resources and indirectly bolstering overall economic endeavors.

Moreover, Abdouli et al (2023) investigated the impact of financial
sector development on FDI inflows by utilizing both static and dynamic panel data
from 17 MENA countries for the years 1990-2015. The annual data for per capita FDI
inflows and financial development obtained from World Development Indicators from
the World Bank are applied in the study. Their findings show that among the MENA
countries, Algeria, Jordan, and Turkey experience a favorable effect on the inflow of
FDI as a result of the development of their financial sector.

Korgaonkar (2012) also investigated whether an efficient financial
system has any influence on the inflow and outflow of FDI in a country by employing
data on 78 countries during the period spanning from 1980 to 2009. The study focused
on the World Bank Research Dataset, which consists of 17 different indicators which
evaluate the quantity, activity, and effectiveness of financial institutions and markets.
The selected indicators are relevant to international direct investment which include
commercial bank assets compared to central bank assets, central bank assets to GDP,
bank loans to the private sector, stock market turnover ratio, and the overall amount of
stock market turnover as a percentage of GDP. The findings of the analysis indicated
that the evolution of the financial system in the receiving country is an essential
requirement for FDI to exert a favorable impact on economic growth. FDI tends to
avoid countries with weak financial systems and its attraction is contingent upon both
stock market variables and banking sector variables.

On the other hand, Martin (2019) explored the effects of financial
development indicators on FDI inflows. The study analyzed two groups of financial
market indicators: the financial market index and the financial institution index by
utilizing seven financial development indicators including the financial institutions
depth index(FID), financial institutions access index(FIA), financial institutions
efficiency index (FIE), financial markets depth index (FMD), financial markets access
index(FMA), financial markets efficiency index (FME). This study introduces the
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complexity by investigating various financial development indicators and revealing
that the increase in the financial institutional index, financial market index and GDP
enhances the FDI inflow.

The study of Brooks & Jongwanich (2011) explored the correlation
between cross-border mergers and acquisitions (M&A) and the advancement of
financial systems in nine emerging Asian economies during 2000-2009. They assessed
financial development using three indicators: the ratio of credit extended by banking
institutions and other financial entities relative to GDP, alongside the market
capitalization of the stock exchange and the size of the bond market, collectively
reflect the deepening and expansion of the domestic financial system of the home
country. The findings indicated that while the banking sector continues to play a
pivotal role in assisting cross-border M&A activities, the significance of equity
markets has grown as well. Moreover, the findings also suggested that the level of
financial development within the home countries, especially concerning stock and
bond markets, becomes more crucial when the target firms are situated in advanced
nations.

The relationship between FDI and financial development is analyzed
by utilizing various indicators that can enhance the positive or negative impact on FDI.
Shah & Azam (2018) also revealed that the direction of the relationship between the
two, whether positive or negative, depends on the index employed to assess financial
development. They conducted a study of the effect of financial development on FDI in
eight Arab countries during the period from 2003 to 2016 and highlighted that
financial development has a favorable effect on FDI in the Arab World. They used
domestic credit allocated to Banks and the market capitalization of listed companies as
indicators for financial development. Specifically, domestic credit to the private sector
is found to have a negative and significant effect, while the market capitalization of
listed companies has a favorable effect.

On the other hand, Irandoust (2021) examined the relationship
between the two in eight post-communist nations in Transcaucasia and Central Asia
covering 1990-2016 by utilizing the IMF financial development index, the most
understandable measure for financial development, which refers to the comprehensive

enhancement of financial markets and institutions, encompassing their depth,
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accessibility, and operational efficiency. By covering the multidimensional and depth
of the financial system, the findings indicated that financial development (FD)
positively and significantly influences FDI by improving access to external finance and
indirectly encouraging manufacturing activity in host countries.

The inflow of FDI concerning various factors contributing to
financial development, is still mystifying. The study of Haque et al. (2022) added
depths to this understanding by investigating 53 middle-income countries during the
period 1980-2020 and resources of financial development including institutional
financial development, market financial development and overall financial
development are taken from the IMF dataset. The results highlighted that financial
market development had a favorable and substantial effect on FDI attraction in both
the short and long term. However, the study portrayed that financial institution
development and aggregate financial development did not make a significant
contribution to the attraction of foreign direct investment.

Indeed, some studies employ financial development as a mediator for
FDI in examining impacts on economic growth. The study of Malaysia by Ang (2007)
showed that FDI primarily stimulates economic growth through the development of the
financial sector, emphasizing the crucial role of an efficient financial system in the
host country to realize the positive impacts of FDI. He conducted the study using a
composite measure comprising four indicators of financial development: the ratio of
commercial bank offices per 1000 people, the ratio of M3-M1 to nominal GDP, the
ratio of commercial bank assets relative to GDP, and the ratio of bank loans on the
private sector relative to nominal GDP, based on time-series data spanning from 1965
to 2004.

Moreover, Osei et al. (2023) found that there exists heterogeneity
and a nonlinear relationship between financial development and the growth impact of
FDI. Specifically, there is an observed threshold effect of financial development on the
FDI-growth relationship. It is found that the favorable influence of FDI on economic
growth is apparent only once a country reaches a certain minimum threshold of
financial development. However, it is important to note that there is a subsequent
threshold of financial development beyond which the growth effect of FDI becomes

insignificant.
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2.2.2 Negative Impact of Financial Development on FDI

The link between financial development and FDI inflow is a complex
and dynamic phenomenon. Although it is widely believed that a well-established
financial system generally promotes the attraction of FDI, the nature of this correlation
is intricate and reliant on the specific context. Some studies provide essential insights
into the conditions and situations where a significantly developed financial system may
not necessarily result in a favorable outcome in terms of FDI attraction.

There is a study that illustrates the "too much finance” phenomenon
by Yeh et al (2023). The greater degree of financial development will not serve to
expedite the favorable impacts of FDI on economic growth. In particular, in emerging
and developing Asian economies, nations operating with low levels of financial
development may experience a more favorable additional growth effect as a result of
FDI.

The impact of financial development on multinational activity is
nuanced and can have both positive and negative effects depending on the perspective
and the specific aspect of multinational operations considered. Bilir et al. (2019)
examined the impact of host-country financial conditions on the global activities of
multinational corporations by analyzing comprehensive data from the Bureau of
Economic Analysis (BEA) on U.S.-based multinational firms spanning from 1989 to
2009. The indicators of financial development in their study were the ratio of bank
credit to the private sector compared to host-country GDP. Their findings underscored
that economies with resilient financial frameworks tend to attract more subsidiaries of
U.S. multinational corporations (MNCs), and resilient financial institutions in the host
country correlate with increased aggregate sales by MNC affiliates. However, at the
individual affiliate level, there is a reduction in local sales in financially advanced
countries. This might be seen as a negative effect on individual affiliates if they rely
heavily on the local market. The competition effect suggests that increased entry by
domestic firms, driven by financial development, could lead to a reduction in revenues
for individual affiliates in the local market. Therefore, financial development may
come with challenges for individual affiliates operating in the local market.

There exists a non-linearity in the correlation between financial

development and FDI, signifying that although better financial institutions can attract a
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larger amount of foreign capital, the impact becomes negative when the degree of
financial development is significantly higher or beyond the threshold level (Dutta et
al., 2008). The study utilized data from 97 countries tracked over a 20-year timeframe
and financial development is measured by five indicators. Similarly, Anyanwu et al.
(2012) concluded that higher financial development has a negative impact on FDI
inflows in their analysis of the factors influencing the direction of FDI using evidence
from African countries during the period from 1996 to 2008. Indeed, both studies
mainly utilized the share of GDP represented by domestic credit to the private sector as
an index of financial development and their results showed a negative impact on FDI
and portrayed that substantial amounts of domestic credit allocated to the private sector
indicate the existence of a substantial amount of domestic capital. Consequently,
foreign capital through FDI would not be considered essential. To elaborate, a
significant degree of credit extended to the private sector serves as an indicator of the
plentiful domestic capital available. Therefore, the requirement for foreign capital,
specifically in the form of FDI, would be relatively diminished. This in turn establishes
a negative relationship between private credit and inflows of FDI.

Moreover, higher domestic credit from the banking sector negatively
affects FDI inflows into BRIC countries. Kaur et al. (2013) examined the effects of
financial system development on FDI across BRIC nations from 1991 to 2010 and
found that FDI inflows are affected by variables related to the banking sector and stock
markets, used as indicators of financial development. Specifically, FDI is positively
correlated with the size of the banking sector and the market capitalization of the stock
market. However, the use of domestic credit by the banking sector as a proxy for
banking system development in BRIC countries showed a negative influence on FDI
inflows, indicating that increased availability of bank credit does not necessarily attract
foreign investors.

2.2.3 Mechanisms and Drivers of the FDI-Financial Development
Relationship

Understanding the complex interaction between and financial

development requires a more thorough analysis of the fundamental mechanisms and

determinants that dictate this relationship. The study of Dutta et al. (2008) analyzed the

influence of political risk on the relationship between FDI and financial development
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as a sample of 97 countries and showed a non-linear relationship between FDI and FD.
The impact of financial development may rely on the political circumstances of the
receiving country and enhanced political stability facilitates financial institutions in
maximizing the advantages of FDI with efficacy. This proposition was supported by
citing the example of Chile, where there was a good financial framework. However,
political instability in the 1980s resulted in a decline in FDI inflows. Consequently,
after the restoration of political stability, there was a significant increase in FDI inflow.

The degree of financial development within a country influences
firms' ability to access external finance. Desai et al., (2004) highlighted in their study
of U.S multinational firms that when firms can secure a certain amount of their
necessary external financing within the host country for their foreign activities, it can
increase the amount of FDI inflows. And for multinational corporations engaged in
FDI, the ability to optimize funding sources and navigate internal and external
financing is essential for successful international expansion.

Cattoneo & Ezeoha (2011) examined the influence of financial
development and macroeconomic and institutional factors on FDI inflow for 30 Sub-
Saharan African (SSA) countries from 1995 to 2008. Their study highlighted that
financial development could possess the capacity to influence FDI through multiple
channels, which encompass the allocation of resources, the minimization of transaction
costs, the enhancement of liquidity, and the enforcement of financial contracts. In fact,
countries in SSA have underdeveloped financial systems which restricts a country's
ability to reap the benefits of FDI. It implies that financial development plays a
significant part in augmenting both the quantity and rate of FDI. The investigation also
emphasizes that the effect of financial development on foreign direct investment (FDI)
is influenced by macroeconomic and institutional factors. Additionally, the favorable
influence of financial development is more pronounced in countries abundant in
resources. In countries lacking in resources, the efficiency of governance institutions is
more crucial for foreign investors, while in countries rich in natural resources, the
formal financial infrastructure not only manages existing FDI effectively but also
facilitates essential financial connections.

Poku (2009) analyzed the causality relationship between FDI and FD
in fourteen ECOWAS countries by adopting two different indicators for financial
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development: liquid liabilities representing the measure of "financial depth™ and bank
loans to the private sector indicating a proxy of "the size of the financial sector". The
result highlighted that the relationship between financial development and FDI is
contingent upon the specific indicators used to measure financial development. The
findings indicated that Burkina Faso, Guinea, and Nigeria exhibit both permanent and
temporary two-way causality between FDI and liquid liability, whereas Mali
demonstrated permanent causality. On the other hand, permanent causality is found for
Cabo Verde, Guinea Bissau, and Mali, with short-term and intermediate causality for
Guinea in the relationship from FDI to bank credit. Togo exhibits a unidirectional
causal relationship from FDI inflows to bank credit across all frequencies.
Consequently, alterations to the proxy for financial development may vyield varied
outcomes between the two.

Adeniyi & Omisakin (2012) also proved this result in their study of
the causal connection between FD and FDI in five Economic Community of West
African States (ECOWAS) countries over the period of 1970 by utilizing three distinct
measures of financial development: total liquid liabilities, total credit from the banking
sector, and credit allocated to the private sector. The findings indicated that the inflow
of foreign direct investment (FDI) did not exert any influence on the economic growth
of Sierra Leone in both the short and long term, even in the presence of credit to the
private sector. However, in Ghana, there was a stronger connection between FDI and
growth. In both Gambia and Ghana, the presence of liquid liabilities played a role in
affecting the interaction between FDI and growth. On the other hand, in Nigeria, the
FDI flows were primarily driven by the search for resources and had a limited impact
on growth, regardless of the state of financial development. Therefore, different
measures of financial deepening have been found to hold significance in specific
countries.

Financial deepening is commonly perceived as the procedural
progression that ultimately leads to enhancements in both quality and quantity, as well
as the effectiveness, of financial services. However, because financial services are
complex, using a single measure to capture their impact may not provide sufficiently

informative results.
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The issue has been evaluated in previous studies using various
proxies, either bank-based or market-based. These indicators include domestic credits
provided to the private sector as a percentage of GDP, domestic credit to the private
sector by banks and other financial institutions, stock market capitalization as a
percentage of GDP, liquid liabilities, bond markets, and a comprehensive index of
financial development by the International Monetary Fund (IMF). Certain scholars
have attempted to merge multiple proxies derived from indicators in the banking sector
or the stock market, or a combination of both, by employing principal component
analysis to achieve a more accurate representation.

All in all, although these studies offer critical perspectives on the
correlation between financial development and FDI, they also unveil noteworthy
variations in the essence of this correlation. Moreover, these relationships may differ
across specific countries or regions. This observation enhances a stimulating research
gap, indicating that the influence of financial development may not be consistent and
could fluctuate significantly depending on the selection of financial development
indicators and the specific national context. Comprehending these variations and
delving more deeply into the factors that shape them will constitute a crucial aspect of

my upcoming research.
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CHAPTER 3
THEORETICAL FRAMEWORK AND METHODOLOGY

This chapter presents a comprehensive survey of the theoretical framework
and research methodology employed to analyze the effect of financial development on
FDI attraction in Myanmar. The theoretical framework encompasses drivers of an
investment strategy in a particular nation and theories of foreign direct investment
(FDI), which collectively contribute to the understanding of the FDI-FD relationship in
Myanmar. The subsequent sections present empirical models and data for conducting

the analysis of the impact of financial development on FDI in Myanmar.

3.1 Analytical Framework: FDI Drivers and Theoretical Perspectives

This section discusses the core motivations and theoretical underpinnings of
FDI. The field of international economics has extensively studied FDI and proposed
various theories to explain its determinants and effects. To identify the determinants of
FDI, it is necessary to begin with a theoretical derivation of the motivation behind a
firm's choice to invest abroad instead of relying on export goods and services or
licensing a firm located in a foreign economy. Comprehending the intricate network of
international economic relationships necessitates a deep understanding of the
motivations behind Foreign Direct Investment (FDI) and the theoretical frameworks
that serve as the foundation for these investment decisions. Indeed, there is currently no
single all-encompassing analytical framework that encompasses the entire spectrum of
strategies for an investment profile in a particular country.

Dunning (1981, 1986) formulates an investment development pathway
model that demonstrates a direct correlation between the extent of a nation's
development (specifically in terms of income) and the investment environment of the
country. John Dunning's impact on the examination of FDI is predominantly
demonstrated through the “"Eclectic Paradigm” or "OLI Framework”. The Eclectic
Paradigm offers a comprehensive framework for understanding the motivations behind

Foreign Direct Investment (FDI), presenting a combination of ownership (O), location
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(L), and internalization (I) advantages as the driving factors influencing investment
decisions.

Ownership advantages (O) are defined as the distinct assets, capabilities, or
resources that are possessed by a firm. These may encompass proprietary technology,
brand awareness, specialized expertise, or economies of scale. International investment
by firms occurs when they possess ownership advantages that can be utilized in foreign
markets. Location advantages (L), on the other hand, include factors such as a large
consumer market, abundant natural resources, favorable regulatory environment,
political environment, political stability, developed infrastructure, and a skilled
workforce. Firms actively search for locations that provide benefits that are related to
their specific sector or targets in the marketplace. Lastly, internalization advantages (1)
arise when firms choose to internalize certain activities through FDI to safeguard their
proprietary knowledge or reduce transaction costs. Firms participate in foreign direct
investment (FDI) when they hold the belief that the process of internalizing specific
activities, such as production, distribution, or technology transfer, will result in
reductions in costs, heightened control, or enhanced coordination.

Moreover, based on the existing theoretical and empirical literature, there
exist various motives for FDI. The motivations behind the investment decision of a
foreign firm can be categorized into four factors according to the underlying rationale
or objective driving the investment, commonly termed natural resource-seeking
investment, market-seeking investment, efficiency-seeking investment and strategic-
seeking investment (UNCTAD, 1999). These factors tend to align more with the
Eclectic Paradigm in attracting FDI, particularly in terms of location advantages.

The first one is driven by the existence of a specific resource within the
host market economy, which can be optimally attained through FDI. Foreign firms
engage in investment activities aimed at acquiring natural resources in order to
guarantee their access to valuable natural resources, including minerals, energy sources,
and agricultural products. The principal motivation is to guarantee a dependable and
cost-effective supply of necessary materials for their production operations. The second
one is access to new markets and expansion within the existing ones. Firms invest in a
country to leverage the favorable location features, such as the country's growing

market and potential consumer base.
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The third aspect is related to the improvement of efficiency that aims to
enhance a firm's cost efficiency and productivity. Firms choose to invest abroad to
reduce production costs, take advantage of a skilled workforce, or benefit from
favorable regulatory conditions. Here, variables such as labor market expenses and
standards, infrastructure expenses and standards, the overall macroeconomic
environment (including crucial factors like the exchange rate system and inflation), and
trade policies can appeal to foreign investors looking for cost-effective locations. The
fourth is the right to acquire strategic assets, technology, or capabilities that provide a
competitive advantage. Firms recognize that in order to thrive in the contemporary
global business environment, they must possess unique assets or capabilities that set
them apart from their competitors. Therefore, firms invest in foreign countries to
establish, maintain, or guarantee their strategic position by acquiring exclusive assets
owned by a foreign entity. These assets may include cutting-edge technologies,
specialized expertise, patents, brands, or strategic partnerships. By acquiring such kinds
of assets in a foreign market, firms can have the opportunity to expand their influence
and access untapped customer segments. Consequently, this enables them to enhance
their earnings and market presence.

In addition to the four important determinants of motivation for foreign
direct investment mentioned above, other factors also affect the decision-making
process of FDI. Alfaro et al. (2004) and Hermes et al. (2003) identified that institutional
quality, encompassing the strength of legal and regulatory frameworks, property rights
protection, and contract enforcement, has been shown to play an essential role in
attracting FDI. Dunning also argues the significance of integrating institutional factors
into an expanded Eclectic model, and his subsequent study implies that institutions
exert influence on all three paradigm components (Dunning, 2008). In fact, institutional
quality captures the effectiveness and efficiency of government institutions, which can
significantly impact the investment climate and the attractiveness of a country for FDI.
Sound institutions provide stability, transparency, and predictability, which are crucial
for attracting and retaining foreign investors. Desbordes et al. (2017) argued that
countries with stable political systems are more likely to attract long-term investment
and foster a favorable environment for business expansion and financial sector

development.
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Financial development — the variable of our interest — has been a focus in
the literature over the past decades. As mentioned in Chapter 2, in the realm of
theoretical frameworks, there exists a lack of consensus regarding the interplay between
financial development and FDI. This inconclusiveness can be attributed to several
contributing factors. A primary reason is the intricate and multifaceted nature of both
financial development and FDI, as they interact with various economic, institutional,
and policy factors. The complex and context-specific nature of these interactions poses
a challenge when attempting to establish a universally applicable relationship.
Furthermore, the presence of differing levels of financial development and FDI across
countries, coupled with variations in institutional and regulatory environments, further
complicates the establishment of a singular causal relationship.

Furthermore, the impact of financial development on FDI can be contingent
upon specific contextual factors, such as the stage of economic development, the level
of institutional quality, and the regulatory framework. For instance, in the context of
emerging markets, FDI may exhibit a heightened responsiveness to improvements in
financial development, owing to the greater potential for resource mobilization and

efficiency gains.

3.2 Empirical Model

Grounded in the above analytical framework, this sub-section provides an
overview of the empirical model that has been formulated to analyze the relationship
between financial development and FDI in Myanmar. The previously discussed
analytical framework suggests that FDI inflows are impacted by a complex interplay of
various motivations and determinants, including ownership (O), location (L), and
internalization (I) advantages within the Eclectic Paradigm. Moreover, the motivations
behind FDI, which can be categorized as natural resource-seeking, market-seeking,
efficiency-seeking, and strategic-seeking investments, assume a pivotal role in shaping
the landscape of investments.

Within this empirical model, the analysis is expanded by introducing
financial development as a crucial variable of interest. Financial development comprises

the robustness and efficiency of a nation's financial institutions, capital markets, and
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regulatory frameworks. To comprehensively evaluate the state of Myanmar's financial
sector, two distinct sets of measures are considered: sector-specific indicators and IMF
financial development index.

The utilization of sector-specific indicators for individual sectors provides
valuable perspectives on various aspects of the financial sector. The selection of these
indicators is based on their capacity to effectively measure the performance and
stability of financial institutions, the extent and comprehensiveness of financial
markets, and the accessibility of financing alternatives. The first one is sectorial loans
by state-owned banks, private banks and foreign banks which provide a detailed
perspective on the lending activities conducted in the financial sector. Through the
classification of loans into distinct sectors, such as agriculture, production, or services,

the distribution of credit within the economic framework can be evaluated. (Table 3.1)

Table 3.1
Sectorial Loans

No. Sectoral
State-Owned Banks
Production or manufacturing
Services
Private Banks
Production or manufacturing
2 Services
Foreign Banks
1 Production or manufacturing
2 Services

Note. Categorized by the author based on the Quarterly Financial Statistics Bulletin,
Volume 1V, 2022, Central Bank of Myanmar

The second is financial soundness indicators for banks which are crucial in
assessing the stability and well-being of the banking sector. These indicators encompass
various measures such as capital strength, asset liability, profitability, and liquidity. An
analysis of these indicators offers valuable insights into the resilience of Myanmar's

banking institutions. Moreover, the outstanding volume of government bonds (T-bonds)
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and stock market performance are fundamental elements of a nation's financial situation. A
rise in T-bonds outstanding can highlight the government's borrowing activities and the
extent of the domestic bond market. Likewise, the performance of the stock market
reflects investor assurance and the accessibility of equity funding for enterprises.

In addition to sector-specific indicators, the Financial Development Index
compiled by the International Monetary Fund (IMF) is utilized. This index consolidates
a variety of indicators related to the financial sector to furnish a comprehensive gauge
of financial development. The IMF Financial Development Index presents a more
comprehensive outlook on the overall level of advancement and effectiveness of the
financial system. Indeed, the IMF's financial development index is composed of both
financial institutions and financial markets indicators. Moreover, these two indicators
are subdivided into depth, access, and efficiency. Therefore, ten indicators are used to
give a better understanding of the financial infrastructure of the economy. Table 3.2
shows the financial development indicators utilized in the study.

Table 3.2
Financial Development Indicators

Sectorial Specific Indicators of Financial Development

No. Indicators Source
1  Sectorial Loan in the Manufacturing and Service Sector by State-Owned Central Bank of
Banks, Private Banks and Foreign Banks Myanmar
2 Financial Soundness Indicators for Overall Banks Central Bank of
(Return on Assets, Return on Equity, Liquid Assets to Total Assets, Myanmar
Liquid Assets to Short-Term Liabilities, Capital to Assets)
3 T-Bonds Outstanding (Auction & Non-Auction) Central Bank of
Myanmar
4 Stock Market Yangon Stock
Exchange
Financial Development Index (IMF Indicator)
5  Financial Institutions Access Index IMF
6 Financial Institutions Depth Index IMF
7 Financial Institutions Efficiency Index IMF
8 Financial Market Access Index IMF
9 Financial Market Depth Index IMF
10 Financial Market Efficiency Index IMF

Note: Author's Compilation based on the Quarterly Financial Statistics Bulletin,
Volume 1V, 2022, Central Bank of Myanmar & IMF Financial Development Index
Database, 2022
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To identify resource-seeking FDI, the proportion of fuel exports (SITC3)
from host country “i” in global fuel exports (Res;) serves as a proxy for the availability
of resources in that country. A positive correlation between Res; and inbound FDI in
host country “i” is anticipated, as multinational enterprises relocate their operations to
capitalize on the natural resources and inputs available there.

On the other hand, trade openness aligns with important theoretical
perspectives on FDI, particularly investments that are driven by the desire to access new
markets, as outlined in the Eclectic Paradigm. It is expected that countries with higher
levels of trade openness will attract greater inflows of FDI due to their active
involvement in international markets and the potential for larger consumer bases. The
positive correlation between trade openness and FDI can be attributed to the belief that
accessible markets present attractive opportunities for foreign investors who are seeking
to expand and diversify. This variable is anticipated to influence not only market-
seeking motivations for FDI but also efficiency-seeking aspects, such as ease of doing
business and reduced trade barriers. Therefore, the inclusion of trade openness in
empirical analysis offers valuable insights into how a country's engagement in the
global market impacts the patterns and motivations behind FDI inflows.

Labor costs (LC;) in the host country “i” are included in the model to
capture efficiency-seeking FDI. Due to data availability, minimum wage is employed as
a proxy of labor costs. A negative result between this variable and inward FDI in the
host country “i” is expected, i.e., lower labor costs could attract more FDI.

Moreover, Gross Domestic Product (GDP) is commonly linked to the
motivation behind foreign direct investment (FDI) that is oriented toward market-
seeking opportunities. Firms often seek to access or expand within markets with
significant GDP figures, reflecting the size and economic activity of the host country
market.

Stable macroeconomic conditions, encompassing exchange rate stability
(Exc), inflation rates (Inf) and interest rates (Ins) can reduce risks for overseas investors
aiming to improve cost efficiency in their operations. Besides, firms seeking to improve
their cost efficiency and productivity also decide to invest in countries with high-quality
institutions. Countries that possess a high level of institutional quality (1Q) frequently

possess firmly established legal structures designed to safeguard intellectual property
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and technology. This factor is also of utmost importance for foreign direct investment
driven by the aspiration to acquire strategic assets. Investors who aim to establish or
secure their competitive standing are attracted to nations that exhibit strong institutional
foundations.

Another crucial factor in the model is political stability that ensures a
predictable and secure investment climate, thereby reducing risks associated with
political regime changes. Natural resource-seeking FDI may also necessitate stable
institutions and political stability in order to secure resource exploration and extraction.

All things considered, panel data is employed, and the empirical model is

summarized as follows:

FDlijt = Bo+ B1FDit1 + B2GDPit + BsTOj: + BaResit + PsLCit +
BeInfic+ B7EXCit + PBslInsic + Pol Qit + P1oPSit + €it
Where:

3.1)

FDI;j: represents actual FDI inflows as a percentage of GDP for
sector j in country “i” at time t,

FD;: represents the financial development index for the sector in
country “i”” at time t,

GDP;; is the GDP growth rate for the country “i” at time t,

TOy is the ratio of total imports and exports to the country i's GDP at time t,

Res;; is the share of fuel (SITC3) exports of a host country “i”” at time t,

LCj; is the minimum wage (a proxy for labor costs) for the host
country “i” at time t

Infi; is the annual inflation % by GDP deflator for country “i” at time t

Exci is the official exchange rate (LCU per US$, period average)

Ins; is the interest rate spread (lending rate minus deposit rate, %)

IQit is the country policy and institutional assessment (CPIA)
property rights and rule-based governance rating from the World Bank

PS;; for the country “i” at time t is measured by perception of the
likelihood of political instability and/or of political-motivated violence, including
terrorism from Worldwide Governance Indicators (WGI).

&t 1S the error term capturing unobserved factors influencing FDI
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From equation (3.1), firstly different impacts of various FD indicators on
total FDI are revealed and analyzed to unravel the contributions and influences of these
indicators on FDI. Secondly, the analysis is expanded to the sectorial FDI, specifically
focusing on manufacturing and services, revealing sector-specific intricacies in the
relationship between financial development and FDI. Lastly, the impacts of FD
indicators are compared with other FDI determinants. This three-part approach not only
enhances the comprehension of the complex interplay between financial development
and FDI but also offers valuable insights into the relative importance of financial
indicators compared to broader determinants in the landscape of foreign investment.

In addition, equation (3.1) is modified to investigate possible mediated
factors, which could enhance the role of FD. As mentioned in the literature, the quality
of the institution as well as political stability is pointed out as factors, which could

enhance the role of FD in attracting FDI.

FDIj¢ = Xi=1 @ FDI; j i + Xi=1 B1FDI; j ey D=1 B2 TOj i +
Yk=1B3 Resyp_y + Xi=1Ba LCip_ic + Xig=1 BsInfiei +
Yh=1Be EXCip_i + Xhe1 BrInSip_i + Xie1 BelQie—rc +  (3:2)
k=189 PSit—tc + Xi=1Bro INfit—k + Lk=1P11 FD =
1Qi -k Xk=1B12 FD * PSi ¢y + &

Where FD*IQ and FD*PS are interaction terms between financial
development and institutional quality and political stability. The positive coefficients
associated with this variable confirm the importance of quality of institution, as well as
political stability in enhancing the role of FD in attracting FDI.

3.3 Data and Econometric Procedure

Quarterly data for FDI, the main variable of the paper, is utilized with the
permission of the Directorate of Investment and Foreign Economic Relations, Ministry
of Investment and Foreign Economic Relations, Myanmar. Quarterly data during the
period 2016-2022 will be analyzed in the study. In order to obtain the necessary

quarterly data on financial development indicators, and control variables, secondary
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sources of data are used for this study from international organizations, such as the
World Bank, International Monetary Fund (IMF), United Nations Conference on Trade
and Development (UNCTAD), and national statistical agencies. These organizations
offer a wealth of databases, reports, and publications that provide pertinent data on FDI
and financial development at the country level. For sector-specific indicators for
financial development, secondary data from the Central Bank of Myanmar and the
Central Statistical Organization of Myanmar are utilized.

As part of the data processing, handling missing data was crucial to
ensure the results' correctness and reliability. To handle missing values in the dataset,
mean imputation was used due to the simplicity and efficacy of its strategy by
substituting with the variable's mean value. Table 3.3 provides additional details about
the variability and characteristics of the data which reflects a detailed overview of core

trends and variances in the data set.

Table 3.3

Summary Statistics of Key Variables

Variables Mean  Std. Dev. Min Max

Ln_FDI/GDP 0.250 0.299 0 1.265
Ln_Loan_State_Owned 17.995 0.811 15.779 18.676
Ln_Loan_Private 21.198 0.821 18.672 22.095
Ln_Loan_Foreign 19.495 0.532 17.365 20.248
Ret_Assets 0.318 0.329 -0.380 1.220
Ret_Equity 4.740 4.897 -5.550 18.670
Ln_Lqg_Assets_Total Lia 3.792 0.209 2.901 3.936
Ln_Lqg_Assets ST Lia 4.071 0.166 3.399 4.218
Ln_Cap_Assets 2.032 0.162 1.564 2.364
Ln_TBonds_Auct 1.750 0.181 1.064 1.964
Ln_TBonds_NonAuct 2.043 0.148 1.562 2.302

Ln_Cont_Trade Volume 12.672 0.964 9.309 13.430

Ln_Cont_Trade Value 14.088 1.528 9.717 16.523
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Table 3.3

Summary Statistics of Key Variables (Cont.)

Variables Mean  Std. Dev. Min Max

Ln_Block_Trade Volume 12.414 1.021 9.770 13.227
Ln_Block_Trade_Value 13.086 1.225 10.082 14.256
Ln_Fin_Dev_Overall 0.030 0.002 0.027 0.032

Ln_Fin_Inst 0.058 0.003 0.051 0.061

Ln_Fin_Inst_Access 0.021 0.004 0.012 0.025
Ln_Fin_Inst_Depth 0.016 0.002 0.012 0.020
Ln_Fin_Inst_Effe 0.147 0.004 0.142 0.155
Ln_Fuel _Export 6.978 0.129 6.798 7.209

GDP_Growth 0.268 1.862 -3.004 1.645
Ln_Trade_Openness 3.892 0.115 3.677 4.057

Ln_Infla 1.839 0.412 0.824 2.638
Ln_Int_Rate 2.243 0.019 2.197 2.251

Ln_Exch_Rate 7.300 0.144 7.073 7.650
Pol_Stab -0.367 0.119 -0.550 -0.200
Ln_Inst_Qual 0.377 0.103 0.223 0.488
Ln_Lab_Cost 1.085 0.043 1.022 1.115

No of Observations (168)

Note. From the Author's Calculation

Arellano and Bond (1991) proposed an estimation method, the panel

system Generalized Method of Moments (GMM) regression, to address potential

endogeneity issues that could result from lagged independent variables. The first step

of this approach involves eliminating unobservable heterogeneity through first

differencing. To handle endogeneity, the method uses lagged levels of the variables as

instruments. While Arellano and Bond's (1991) GMM regression offers significant

advantages for this study, it has some limitations. Specifically, the difference estimator

may exhibit poorly in finite samples when the lagged levels of the variables are weakly

correlated with subsequent first differences. This issue is particularly pronounced when

explanatory variables exhibit significant autoregressive parameters. Blundell and Bond
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(1998) demonstrated that weak instruments can lead to substantial biases in finite-
sample estimation using the first-differenced GMM method.

Blundell and Bond (1998) improved upon the difference GMM estimator
by incorporating more insightful moment conditions and suggesting a systematic
estimation method. This method involves estimating equations in both levels and first
differences concurrently, rather than solely in first differences with lagged levels as
instruments. Specifically, the instruments used in the difference regression are the
lagged levels of the variables, following the approach suggested by Arellano and Bond
(1991), while for the level regression, the instruments are first-order lagged differences
of the variables. This approach assumes that the first differences are assumed to be
uncorrelated with the error term and with unobservable heterogeneity, thereby
enhancing the robustness of the estimation process.

The accuracy of the GMM estimator relies on the validity of its
instruments, which are assessed through two specifications. Firstly, the Sargan-Hansen
test evaluates over-identifying restrictions. This test determines whether the surplus
instruments, compared to the endogenous regressors, are genuinely uncorrelated with
the error process. A robust rejection of the null hypothesis in this test, indicating that
all instruments are correlated with the error terms, raises concerns about the accuracy
of the estimation. Secondly, the Arellano-Bond test for second-order serial correlation
(AR(2)) examines whether there is there is no correlation in the disturbances. Rejection
of the null hypothesis may stem from inadequate lagging of AR residuals or
insufficient lagging of instruments. The GMM estimator maintains consistency in the
absence of second-order serial correlation in the first-differenced residuals. It is
important to note that the test does not address potential issues arising from first-order

serial correlation in disturbances.
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CHAPTER 4
A COMPREHENSIVE ANALYSIS OF FOREIGN DIRECT
INVESTMENT AND FINANCIAL SYSTEM IN MYANMAR

4.1 Exploring Myanmar's Foreign Direct Investment Landscape

Myanmar is no exception, foreign direct investment (FDI) is one of the
major factors in determining the economic landscape of the country. Transitional
changes and significant achievements have marked Myanmar's efforts to attract FDI. A
better understanding of the FDI's historical evolution is crucial to comprehend the
elements that have influenced the current investment environment. In addition, a
detailed analysis of current trends and patterns makes it possible to identify industries
that draw a significant amount of FDI. Furthermore, a review of the institutional and
legal frameworks as well as current policy changes will offer an insightful analysis of
the parameters governing FDI in Myanmar. This section seeks to clarify the
significance of FDI in Myanmar by examining historical patterns, contemporary

trends, and the regulatory framework.

4.1.1 Regulatory Framework and Policies Governing FDI

Beyond the fundamental principles established by the Foreign
Investment Law (FIL), Myanmar Investment Law (MIL), and other core laws, other
legal frameworks are essential in creating a favorable investment climate in Myanmar.
Firstly, the Myanmar Companies Law (2017) assumes a pivotal function, serving as
the basis for corporate governance and registration processes for foreign firms. The
significance of it comes from its capacity to greatly accelerate the formation and
operation of businesses in Myanmar, giving foreign investors a clear and effective
system. Notably, the introduction of single-member companies for greater flexibility
and alignment with international standards is one of the key features. The legal
framework places a strong emphasis on corporate governance, encouraging ethical
business practices. Most importantly, it protects investor interests by clarifying issues
of capital and shares, debentures, and other securities. Myanmar's appeal to FDI is
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increased by the law's flexibility in permitting a variety of share classes. The Myanmar
Companies Law of 2017 essentially strengthens Myanmar's investment environment
using investor protection, openness, and efficient operations.

Secondly, the dynamics of FDI in Myanmar have been significantly
influenced by the Special Economic Zone (SEZ) Law (2014) and the 2015 Rules that
implement it. Three important SEZs have been established mainly in large part to this
legislative framework: Thilawa in the Yangon Region, Dawei in the Thanintharyi
Region, and Kyauk Phyu in the Rakhine State. While Thilawa is operational currently,
others are still in different phases of development. These zones, which are governed by
the SEZ Law, draw FDI because of the attractive incentives shown in Table 4.1,
including import/export privileges, extended land rental periods, and income tax
exemptions. The SEZ Law establishes a well-organized governance structure with the
Central Body, Central Working Body, and Management Committee in charge of
managing, supervising, and administering these zones. Besides, SEZs, strategically
being divided into Promotion Zones for domestic and SEZ markets and Free Zones for
export-oriented markets, not only draw investments but also significantly boost
infrastructure development. Moreover, SEZs facilitate trade by providing streamlined
customs procedures and duty exemptions, which are especially beneficial for
businesses that prioritize exports. Essentially, the SEZ Law serves as a cornerstone,
providing a favorable and incentivized business environment in Myanmar that not only

draws in but also sustains FDI in Myanmar.

Table 4.1

Incentives for Special Economic Zones in Myanmar

Sr.No Free Zone Promotion Zone

1 Exemption from Income tax for the initial | Exemption from Income tax for the initial
seven years five years

2 After seven years, a 50% reduction in | After five years, a 50% reduction in current
current legal income tax rates for the | legal income tax rates for the following five
subsequent five years years

3 After 12 years, 50% relief of current legal | After 10 years, 50% relief of current legal
income tax on profit that is reinvested | income tax for profit that is reinvested within
within one year as a reserve fund for the | one year as a reserve fund for the following
subsequent five years five years
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Table 4.1
Incentives for Special Economic Zones in Myanmar (Cont.)
Sr. Free Zone Promotion Zone
No
4 Exemption from commercial tax or value- | For the first five years, exemptions from
added tax customs duties and other relevant taxation for

production machinery and replacement parts;
and construction materials for building the
business's own facilities, such as factories,
warehouses and offices

5 Exemptions from customs duties and | For the resources listed above, 50% relief on
other relevant taxation on imports of raw | the customs duties and other taxation is
materials for production machinery | provided for the subsequent five years
instruments and necessary spare parts for
production; construction material for
building such as factories, warehouses
and own offices and motor vehicles

6 Customs duties and other taxes are applicable
to the importation of raw materials and other
goods intended for production.

7 The exemptions of customs duties and | For the resources listed above, there is an
other relevant taxation on the import of | option to apply for a refund of customs duties
trading goods, consignment goods, motor | and other taxes paid upon their importation,
vehicles and other materials essential for | provided that the goods they contribute to
business's free-tax wholesale trading, | producing are exported abroad or into a Free
export trading and services of provision | Zone.

and transportation.
8 The investor in a Free Zone has the option | The exemption from commercial tax and
to apply for exemptions on import taxes | value-added tax applies throughout the
or value-added taxes for goods imported | specified relief period as stipulated in the
from a local or Promotion Zone to the | Special Economic Zone Law

Free Zone.
9 In all other cases, businesses are required to
pay customs duties and other tax obligations
when importing raw materials and other
goods for production purposes.

Note. Adapted from Benefits for investors in the SEZs from the Directorate of

Investment and Company Administration (DICA), Myanmar, 2024

(https://www.dica.gov.mm/en/special-economic-zones)

On the other hand, the creation of the One Stop Service (OSS) following
the Myanmar Investment Law has greatly improved Myanmar's capacity to draw in
FDI. The OSS streamlines application processes by taking submissions on behalf of
several government departments, lowering bureaucratic complexities and serving as a
central hub for investor guidance. Transparency and a welcoming investment
environment are fostered by its functions in information sharing, grievance resolution,

and departmental collaboration. A thorough and effective approach is ensured by the
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0SS, which promotes Myanmar as an investment-friendly destination by involving
authorized officers from various government entities. As a result of this efficient and
cooperative system, Myanmar is becoming more and more appealing to both foreign
and domestic investors.

Myanmar's commitment to fostering an investment-friendly
environment in the ASEAN region is demonstrated by its active participation in the
ASEAN Comprehensive Investment Agreement (ACIA). As a member of ACIA,
Myanmar engages closely with other ASEAN countries to achieve the objectives of the
agreement, promoting an open, transparent, and smoothly integrated investment
environment. In addition to the ACIA, Myanmar's active involvement in the Regional
Comprehensive Economic Partnership (RCEP) Agreement and its deliberate
participation in free trade agreements (FTAs) with countries like China, Australia/New
Zealand, Korea, India, and Hong Kong show a strong commitment to fostering
economic cooperation and global connectivity. Ten Bilateral Investment Treaties
(BITs) further demonstrate Myanmar's commitment to this goal by providing a strong
framework that protects and promotes foreign direct investment, which in turn
supports the country's continued economic growth.

To sum up, in an effort to draw in foreign investment, Myanmar has
established policies such as the Myanmar Companies Law, the Special Economic Zone
(SEZ) Law, and the implementation of One Stop Service (OSS). Investor protection
and efficient corporate operations are guaranteed by the Companies Law. The SEZ
Law (2014) provides infrastructure and enticing incentives to promote foreign direct
investment (FDI). The OSS makes things transparent by streamlining administrative
procedures. Myanmar has actively participated in agreements such as the ASEAN

Comprehensive Investment Agreement (ACIA).

4.1.2 Historical Overview of FDI in Myanmar
4.1.2.1 FDI Initiation (1988-2011)
Located in the developing region of Southeast Asia,
Myanmar has effectively utilized FDI as a driver for its economic progress.
Recognizing the limitations associated with investment such as capital, managerial

expertise and technological advancements, Myanmar deliberately shifted its focus
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towards attracting foreign investment as a fundamental component of its long-term
economic growth. When Myanmar opened its doors to businesses in 1988, it marked a
departure from its previously closed-off economy. This pivotal shift not only
represented a turning point in Myanmar's strategy but also paved the way for
subsequent periods of expansion.

Recognizing the need for a more robust and diverse economy,
the Myanmar government made significant efforts to create a favorable investment
environment with the goal of increasing employment, improving worker skills, and
fostering economic growth in general. This shift towards a market-oriented approach
was matched by the first Union of Myanmar Foreign Investment Law (1988), which
established a regulatory framework completely with incentives and explicit rules to
draw in foreign investors.

The Foreign Investment Law (1988) opened the doors for
foreign companies to have up to 100% ownership and invest in various sectors. It listed
goals for policy, including boosting exports, obtaining cutting-edge technology, and
encouraging regional growth. The law also introduced a three-year income tax holiday
and exemptions from customs duty and internal taxes on imported capital, equipment,
and materials, among other incentives. The Myanmar Investment Commission (MIC),
which was also established in 1988 to supervise and control foreign investment
activities, helped to further facilitate FDI. Complementary laws were introduced in the
following years, such as the Myanmar Citizen Investment Law (MCIL) in 1994.
Despite a gradual increase in FDI, influenced by challenges such as the Asian
Financial Crisis and international sanctions, Myanmar's commitment to fostering a
favorable investment climate persisted.

4.1.2.2 Legislative Framework and Reforms (2012-2016)

The introduction of the new Foreign Investment Law in 2012
brought about a significant change in the investment climate in Myanmar. In this
reform, foreign investors received 100% equity ownership and notably, income tax
exemptions were also extended to five years. Foreign investors' uncertainties about
land rights were greatly reduced by the law, allowing for an initial 50-year land use or
lease that can be extended twice for an additional 10 years each. The law also

increased employment opportunities by placing workforce obligations on foreign
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companies and gradually increasing the percentage of local employees over time.
Additional guidance was released in 2013 with the concurrent release of the Foreign
Investment Rules by the Ministry of Planning and Economic Development.

Additional reforms were implemented in 2016 with the
enactment of the new Myanmar Investment Law, which accelerated the approval
process for investments and offered location-based incentives. This comprehensive
law, which came into effect on April 1%, 2017, empowered both foreign investors and
Myanmar citizens by giving the Regions and States more authority to approve
investment activities. The approval process is made simpler by the new Myanmar
Investment Law, which only requires two things: a permit from the Myanmar
Investment Commission (MIC) only for specific businesses and an endorsement from
the MIC or the State/Region Investment Committee for seeking incentives.

The law also makes the distinctions between ministries and
MIC more obvious, which speeds up decision-making for companies falling under
MIC's purview. The law also creates mechanisms for investor protection, such as the
Investor Assistance Committee's ability to hear appeals for investments that the MIC
has approved. In addition, it denotes regions that fall under state jurisdiction, restricts
foreign investment in specific sectors of the economy, and mandates joint ventures in
specific domains. Ministerial approval may be necessary in certain situations.

On the other hand, the law exempts businesses from paying
income taxes for seven years in less developed regions (Zone 1), five years in
adequately developed regions (Zone 2) and three years in developed regions (Zone 3),
subject to government approval. The new law also makes it possible to lease buildings
or land to foreign investors for up to 50 years at first, with the possibility of additional
10-year extensions with Commission approval after the first 10-year period. This
extension allows foreign investors to use the land or buildings for a total of 70 years,
giving them flexibility and long-term stability for their investments.

The characteristics of Myanmar's investment-friendly climate
are reflected in its emphasis on ethical business practices, expedited processes, the
monitoring function of MIC, long-term leasing clauses, comprehensive fund transfer
clauses, zone-based tax exemptions, initiatives to address development gaps,

compliance with agreements, and a grievance mechanism. It is noteworthy that the
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regulatory framework has still protected domestic interests by prohibiting 100%
foreign ownership in some industries, promoting investor negotiations, and enabling
foreign investors to obtain leaseholds for a maximum of 70 years.
4.1.2.3 FDI and Economic Landscape in Myanmar

Exploring the evolution of FDI in Myanmar from 1987 to
2022 in Figure 4.1 reveals an era of significant economic change and critical legal
reforms. Myanmar opened its doors to international economics, initially encouraged by
the Foreign Investment Law of 1988, resulting in a substantial inflow of FDI in the
early 1990s. Despite a significant decrease in investment following the 1997 Asian
Financial Crisis and the consequent international sanctions, an upturn in the early
2000s led by continuous economic reforms and the updated Foreign Investment Law
of 2012 climaxed at record levels by 2015. The FDI inflows increased from $ -1
million in 1987 to $ 4,083 million in 2015.

Figure 4.1
FDI Inflow in Myanmar 1987-2022 (USD in millions)
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Note. From the World Development Indicators, World Bank, 1987-2022

The new Myanmar Investment Law, which was enacted in
2016, was a significant legal reform in Myanmar. This act was critical in further
opening up the country to international markets, strengthening investor protections,

and promoting more efficient investment processes. In spite of these initiatives to
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foster a more favorable investment environment, there was a great deal of volatility
between 2016 and 2022. The global impact of the COVID-19 epidemic, as well as
internal political issues, contributed significantly to this instability. These events
demonstrated the country's investment climate's continued sensitivity to both internal
reforms and external shocks. This analysis seeks to illustrate the vital impact that these
legislative amendments have had in influencing Myanmar's investment landscape. This
expansion is mostly due to the new Myanmar Investment Law's positive effects as well
as Myanmar's active participation in regional agreements like RCEP and ACIA, which
have continued to inspire trust in investors.

After reviewing FDI inflow trends, GDP growth rate estimates
for Myanmar from 1995 to 2015 provide additional insights into the country's economic
performance in the context of significant FDI policy changes and legislative reforms.
During the late 1990s and early 2000s, Myanmar's economy expanded rapidly. This
period corresponded with the early phases of legislative reforms and the government's
efforts to attract foreign direct investment, as shown in Figure 4.2, which depicts
Myanmar's average annual GDP growth rate.

The notable increase in economic growth of 13.84% in 2003
could be indicative of the positive outcomes of economic changes and increased FDI
during this time frame. The declining rates of GDP growth in 1997 and 1998 serve as a
proxy for the larger spillover impact of the Financial Crisis emerging from the
neighboring countries. These economic challenges have impacted Myanmar's efforts to
amend laws and adopt a more liberal economic approach that includes a number of
activities aimed at attracting FDI. Although FDI had been noticeably increasing during
the Global financial crisis in 2007-08, growth has shown a declining trend since 2003,
reflecting some negative factors dominating growth momentum in the country,
including a slowdown in private investment.

The upward trend in GDP growth rates between 2012 and

2015 could probably indicate that the legislative reforms yielded a positive impact on
the stability of the economy. Although there are encouraging economic indicators,
Myanmar's GDP growth rates exhibit a variable pattern that suggests persistent
challenges with the country's economic structure. Despite the FDI recession in 2018
and 2019, GDP growth remained resilient and consistently exceeded to 6%. It
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indicates that the economy may have been strengthened by the maturation of previous
investments rather than by additional foreign capital.

On the other hand, the COVID-19 pandemic had a significant
effect on 2020 and 2021, with GDP growth going negative (-9.05% in 2020 and -
12.02% in 2021). This time frame brought attention to Myanmar's economy's ability to
outside shocks, which mostly affected its reliance on exports and international
investment. However, there was a little increase in FDI in 2021, probably as a result of
strategic investments taking advantage of decreased asset values or the start of long-
delayed projects. GDP growth increased to 4.04% in 2022, but FDI declined as well,
suggesting that investors remained cautious in the face of persisting uncertainty. This
cautious approach is likely due to concerns about the pandemic's residual impacts and

political instability, with investors looking for further evidence of long-term stability.

Figure 4.2
Annual GDP Growth Rate in Myanmar 1994-2022 (%)
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The implementation of many legislative frameworks,
including the Myanmar Companies Law, the Special Economic Zone (SEZ) Law, and
the One Stop Service (OSS), in conjunction with improvements from the 2016
Myanmar Investment Law, has played a pivotal role in determining the investment

Ref. code: 25666504090090HLJ



42

climate during this time. By simplifying investment procedures and strengthening
investor safeguards, these reforms helped to maintain foreign investment inflows in
spite of major political and economic obstacles. They were crucial in sustaining and

progressively reviving the economy's development by 2022.

4.1.3 Trends and Patterns of sectorial FDI in Myanmar

An extensive study of the current trends and patterns of FDI inflows
into Myanmar is provided in this section, identifying the dominant trends influencing
the FDI landscape. The sectorial distribution, geographical origins of investment, and
the kinds of projects attracting foreign investment are examined in this section.

4.1.3.1 Sectorial Distribution of FDI

This section explores the patterns and trends of FDI,

concentrating on the intricate dynamics among various industries and their potential to
reshape the country's economy by closely examining key details such as the number of
permitted projects, participating enterprises, approved investment amounts in US
dollars, and the percentage distribution. Table 4.2 presents the sectorial distribution of
FDI-permitted projects from 2016-2023.
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Table 4.2
Sectorial Distribution of FDI Permitted Projects, 2016-2023 (USD in Millions)

2016 2017 2018 2019 2020 2021 2022 2023
particulars Approved Approved Approved Approved Approved Approved
No. No. No. No. No.  Approved No. No.  Approved No.
Amount Amount Amount Amount Amount Amount Amount Amount
Power 2 202 16 2098 19 21085 A 017 8 2890 5 B 45 26164 49 26502
Oiland Gas 154 240 154 240 I 241 5 2 5 2m 154 2m 5 2m 154 21
Manufacturing 692 7467 8l 930 979 10386 1215 11688 1309 12305 1382 1294 54 13249 1519 13428
Transport &
Communication 42 6,714 5 8807 %8 978 6L 10909 6 11146 6 1345 6 15 63 11451
Real Estate B 3 8 476 5 5256 60 507 6 6363 6 659 6 6593 67 6603
Hotel & Tourism ~ 66 2544 30 6 301 8 30 & 31 8 3 N 3 9 32
Mining mn 288 mn 289 2905 mn 2% n 295 299 mno 29 n 29
_vestock & Fisherier 38 548 a5 % 69 B8 0 78 m " % 80 90
Industrial Estate 4 M 5 W 6 20 iR 3 8 33 0 62 0 6 0 62
Agriculture 9 X0 5 B 3 M6 ¥4 % 48 0 VA M
Construction 2 R 2 R 2 X% 2 3 2 3 3 ® 310 3 13
Services 51 105 8 1686 1 2314 130 288 w30t 158 3314 161 4001 163 4005

Total 1189 67,238 1423 75,098 1618 78,538 1,909 83,040 2,033 86,148 2,146 90,688 2,37 92442 2315 93143

Note. From Directorate of Investment and Company Administration (DICA), Myanmar, 2016-2023

194%

(https://www.dica.gov.mm/en/taxonomy/term/37)
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The data shows a strong FDI landscape and the total
permitted FDI amount increased gradually over time, reaching $93,143 million in
2023 from $67,238 million in 2016. This indicates a developing foreign investment
climate in the nation, which may be the reflection of rising investor confidence and
developing market conditions. The approved amount for the power sector has
consistently increased over time, going from $20,290 million in 2016 to $26,542
million in 2023. This industry has continued to receive an important proportion of all
FDI. This demonstrates ongoing interest and confidence in Myanmar's energy
potential and is also consistent with the country's efforts to draw in foreign expertise
and diversify its energy sources. This industry, which attracts significant foreign
investment for exploration and production endeavors, continues to be the backbone of
Myanmar's economy. Moreover, the oil and gas industry continues to be a prominent
recipient of FDI despite slight variations in the investment amounts; it consistently
contributes an important amount of the overall FDI each year. The minor decline in
percentage share throughout the years may indicate diversification into other sectors.

The manufacturing sector is becoming more and more
important to the economy, as seen by the recognizable upward trend in both the
number of projects and the permitted amounts. The substantial growth of this industry
is demonstrated by the rise from $7,467 million in 2016 to $13,428 million in 2023.
Though the amount of permitted FDI in the manufacturing sector has been smaller
than in the energy sector, the number of involved enterprises was far higher, to a
certain extent reflecting diversified FDI drawing into the country. Similarly,
investment in the services industry has increased significantly, nearly doubling from
$705 million in 2016 to $4,005 million in 2023. This expansion symbolizes the
economy's diversification and the rising importance of service-oriented sectors. The
results show noticeable growth in sectors like services and manufacturing as well as
strong development in infrastructure-related sectors like power, transportation, and
communication. This can reflect more general tendencies in economic development,
such as a move towards more diversified industrial activities and service-oriented
economic frameworks. The policies initiated by the Myanmar Investment
Commission (MIC) as outlined earlier as well as modifications to investment laws

may explain such diversification.
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Along with the various sectors mentioned, Special Economic
Zones (SEZs) in Myanmar have become important centers of FDI, as shown by
significant presence data. SEZs are vital for drawing FDI, with 122 enterprises and an
approved investment amount of USD 1295.749 million as of November 30, 2023.
SEZs provide customized settings for the expansion of businesses. With their
specialized infrastructure, simplified rules, and advantageous locations, they greatly
enhance Myanmar's allure as an investment destination. The significant inflow of FDI
into SEZs highlights the SEZs' critical function as engines of economic growth and
emphasizes Myanmar's dedication to fostering an atmosphere that welcomes a wide
range of investment opportunities.

4.1.3.2 Regional Sources of FDI

Understanding the international interactions influencing the
economic landscape of Myanmar requires a close examination of the regional sources
of FDI. Table 4.3 illustrates the diverse range of major contributions from different
nations and areas, underscoring the international scope of Myanmar's economic
relationships. Paying attention to regional sources of FDI provides important
information about how well Myanmar's legislative changes are promoting a

diversified and strong investment climate.
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Table 4.3

Regional Contributions to FDI in Myanmar as of Permitted Projects, 2016-2023

(USD in Millions)

2016 2017 2018 2019 2020 2021 2022 2023
Country/ Region Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects
No. Approved % | No. Approved % No. Approved % | No. Approved % | No. Approved % | No. Approved % No. Approved % | No. Approved %
Amount Amount Amount Amount Amount Amount Amount Amount
China 159 18,520 |27.54| 220 19,845 | 26.42 297 20,354 |125.92| 430 20,935 |25.21| 490 21,351 |124.78| 527 21,663 | 23.89| 573 21,724 123.50( 616 21,949 |23.56
Singapore 223 15,693 |23.34| 268 18,574 | 24.73 297 20,338 [25.90| 318 22,307 [26.86| 327 23,157 [26.88| 350 24,463 | 26.97 | 365 25,831 (27.94| 376 26,124 (28.05
Thiland 100 10,607 |15.77| 114 11,032 | 14.69 122 11,125 |14.14] 135 11,342 |13.66| 142 11,383 |13.21]| 152 11,513 | 12.69 | 152 11,517 |12.46] 154 11,617 |12.47
Hong Kong 139 7,538 [11.21]| 160 7,776 | 10.35 181 7,900 [10.06 240 9,157 [11.03] 261 9,679 |11.24| 270 9,782 | 10.79 | 289 10,012 |10.83] 298 10,041 |10.78
U.K 85 4,08316.07| 89 4,339 | 5.78 93 4,518 | 5.75| 103 4,551 | 5.48 | 103 4,904 | 5.69 | 107 7,471 | 824 | 108 7,473 | 8.08 110 7,484 | 8.03
Republic of Korea 132 3,515 [ 5.23 | 150 3,789 | 5.05 165 3,892 | 4.96 | 180 4,011 | 4.83| 184 4,058 | 4.71| 190 4,123 | 455 | 194 4,156 | 4.50 198 4,200 | 4.51
Malaysia 56 1,92212.86| 62 1,954 | 2.60 66 1,963 | 2.50| 70 1,965]237| 71 1,967 | 2.28| 71 1,970 | 2.17 71 1,970 | 2.13 69 1,961 | 2.11
The Netherlands 15 995 | 148 21 1,528 | 2.04 22 1,532 195| 24 1,561 1.88| 25 1,568 | 1.82| 26 1,572 1.73 26 1,576 | 1.70 25 1,575 | 1.69
India 23 7331 1.09| 26 7441 0.99 30 76410097 33 7711 093] 34 7721090 36 774 | 0.85 36 7751 0.84 37 776 | 0.83
Viet Nam 13 695 | 1.03| 17 2,099 | 2.79 22 2,161 | 2.75| 26 2,168 | 2.61 | 28 2,216 | 2.57| 30 2,224 | 2.45 30 2,224 | 2.41 31 2,225 | 2.39
Japan 89 683 ] 1.02| 100 788 | 1.05 112 1,184 | 1.51] 118 1,220 | 1.47 | 120 1,915 | 2.22 | 125 1,850 | 2.04 | 127 1,875 ] 2.03 126 1,867 | 2.00
France 4 54110.81| 20 550 | 0.73 20 550 | 0.70 | 22 551 0.66 | 24 556 | 0.65| 25 556 | 0.61 | 25 556 | 0.60 25 556 | 0.60
Indonesia 14 2641039 15 274 0.36 16 2751 035]| 16 2751 0.33] 22 531)062| 17 283 | 031 18 288 | 0.31 18 288 | 0.31
U.S.A 17 2481037 19 377 0.50 20 433 [ 0.55| 22 531)0.64| 17 2831033 23 575 | 0.63 23 575 | 0.62 25 575 ] 0.62
Canada 18 197 (029 19 202 | 0.27 20 2041 0.26| 20 2041 0.25| 20 2041024 20 204 | 0.22 20 204 | 0.22 20 203 | 0.22
Philippines 3 147 | 0.22 3 147 | 0.20 3 147 10.19| 3 1471 0.18| 3 147 1 0.17 3 147 | 0.16 3 147 | 0.16 3 147 | 0.16
Australia 17 130 (0.19| 18 146 | 0.19 18 146 | 0.19| 18 146 | 0.18 | 18 1461 0.17| 18 146 | 0.16 18 146 | 0.16 18 146 | 0.16
Russia Fedration 2 94| 0.14 2 94 0.13 2 941012 2 9410.11| 2 94 [ 0.11 2 941 0.10 2 941 0.10 2 94 | 0.10
Brunei Darussalam 20 86(013| 23 102 | 0.14 23 105]0.13| 23 125]0.15| 23 1251 0.15]| 23 127 | 0.14 23 1271 0.14 23 128 | 0.14
Republic of Liberia 4 79| 0.12 4 79| 0.11 4 791010 4 79101 4 791 0.09 4 79| 0.09 4 79 | 0.09 4 79 | 0.09
Austria 2 7310.11 2 73| 0.1 2 7410.09| 2 7410.09| 2 741 0.09 2 74| 0.08 2 741 0.08 2 741 0.08
Panama 2 55| 0.08 2 55| 0.07 2 55007 2 551007 2 55| 0.06 2 55| 0.06 2 55 | 0.06 2 55 [ 0.06
United Arab Emirates| 3 471007 3 148 | 0.2 3 1481019 3 1481 0.18 | 3 1481017 3 148 | 0.16 3 148 | 0.16 3 148 | 0.16
Luxembourg 3 46 | 0.07 3 46 | 0.06 3 4710.06| 3 4710.06| 3 47 | 0.05 3 47 | 0.05 3 47 | 0.05 3 47 | 0.05
Mauritius 3 40 (006 3 40 | 0.05 3 401 0.05( 3 40005 3 40| 005 3 40| 0.04 3 40| 0.03 3 40 | 0.04
Switzerland 4 32 | 0.05 4 30| 0.04 6 321004 6 4710.06| 6 48 | 0.06 6 48 | 0.05 6 53 | 0.06 7 57 | 0.06
Samoa 3 31| 0.05 5 73| 0.1 5 133]0.17| 6 1381 0.17| 7 1441 0.17| 10 171 0.19 10 1731 0.19 12 176 | 0.19
Taiwan 10 22(0.03| 16 41| 0.06 24 5910.07| 34 135]0.16| - - - - - - - - - - -

Germany 3 22/0.03| 4 33 [ 0.04 4 33(0.04| 5 34004 5 34(004| 6 35 [ 0.04 6 35| 0.04 6 35| 0.04
Sweden 1 141 0.02 1 2 0 1 2(000f 1 21 0 1 2|1 0 1 2| 0.00 1 2 | 0.00 2| 0.00
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Table 4.3

Regional Contributions to FDI in Myanmar as of Permitted Projects, 2016-2023, (Cont.)
(USD in Millions)

2016 2017 2018 2019 2020 2021 2022 2023
Country/ Region Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects Permitted Projects
No. Approved % | No. Approved % No. Approved % | No. Approved % | No. Approved % | No. Approved % No. Approved % | No. Approved %
Amount Amount Amount Amount Amount Amount Amount Amount
Denmark 1 131 0.02 1 13| 0.02 1 131002 1 131002 1 131 0.02 1 13 ] 0.01 1 131 0.01 1 131 0.01
Lebanon 1 131 0.02 1 13| 0.03 1 141002| 1 141002 1 141 0.02 1 14| 0.02 1 141 0.02 1 141 0.02
Norway 1 12 | 0.02 1 18 [ 0.02 1 18(0.02( 1 311004] 1 31| 0.04 1 31| 0.03 1 311]0.03 1 311 0.03
Republic of the
1 11| 0.02 2 12| 0.02 2 121002 2 151002 2 15| 0.02 2 25| 0.03 2 251 0.03 3 271 0.03
Marshall Island
New Zeland 1 7 |0.01 1 7| 0.01 1 71001] 1 7(001] 1 7 (0.01 1 7| 0.01 1 710.01 1 710.01
Bangladesh 3 5(0.01 5 8] 001 5 81001 5 81001| 5 8(0.01 5 8] 0.01 5 910.01 5 910.01
Cyprus 1 5(0.01 1 5[ 0.01 1 5(001] 1 5(001] 1 5(0.01 1 5| 0.01 1 510.01 1 510.01
Quatar 1 510.01 1 5| 0.01 1 51001] 1 5/001] 1 510.01 1 51 0.00 1 51 0.00 1 51 0.00
Macau 2 410.01 3 8| 0.01 3 810.01| 3 81001| 4 44 | 0.05 4 44 | 0.05 4 44 | 0.05 4 44 | 0.05
Seychelles 2 410.01 3 12| 0.02 4 191002 7 271 0.03| 10 4410.05| 11 47 | 0.05 12 49 | 0.05 12 49 [ 0.05
Israel 1 21 0 1 2 0 1 2(000f 1 21 0 1 21 0 1 2| 0.00 1 21 0.00 1 2| 0.00
Sri Lanka 2 21 0 2 4 0 2 410.00| 2 41 0 3 9(0.01 3 91 0.01 3 910.01 3 910.01
South Africa 1 1 0 1 1 0 1 1/000| 1 1{ 0 1 1 0 1 1| 0.00 1 11]0.00 1 11]0.00
Cook Islands 1 1 0 1 1 0 1 11000| 1 1 0 1 1 0 1 1| 0.00 1 11 0.00 1 11 0.00
Laos 1 1 0 1 1 0 1 1/000| 1 1 0 1 1 0 1 1| 0.00 1 11]0.00 1 11]0.00
Cambodia 1 11 0 2 2 0 3 241003 3 24 10.03| 3 24 | 0.03 3 24 | 0.03 3 241 0.03 3 241 0.03
Afghanistan 1 11 0 1 1 0 1 1({000f 1 11 0 1 11 0 1 1] 0.00 1 1[0.00 1 1(0.00
Ireland - - - 1 8] 001 1 81001] 1 81001| 1 8(0.01 1 8] 0.01 1 810.01 1 810.01
Belize - -l - 1 1 0 1 1]1000| 1 1 0 1 1 0 1 1( 0.00 2 21 0.00 2 2| 0.00
Italy - - - - - - - - - 2 31 0 2 31 0 2 3] 0.00 2 310.00 2 31 0.00
China (Taipei) - -l - - - - - - - - -l - 40 1821 0.21| 46 198 | 0.22 47 207 | 0.22 49 2151 0.23
Estonia - -l - - - - - - - - - - 1 11 0 1 1] 0.00 1 1[0.00 1 1(0.00
Nepal - - - - - - - - - - - - - |- - 1 2| 0.00 1 21 0.00 1 21 0.00
Brazil - - - - - - - - - - - - - |- - - - - - - - 1 0] 0.00
Total 3,205 67,238 | 100 | 3,440 75,098 | 100.01 3,636 78,536 | 100 [3928 83,038 | 100 (4053 86,147 | 100 | 4,167 90,688 [ 100 | 4,259 92,441 | 100 | 4,338 93,143 | 100

Note. From the Author's Compilation based on FDI Data from the Directorate of Investment & Company Administration (DICA),

Ly

Myanmar, 2016-2022, (https://www.dica.gov.mm/en/taxonomy/term/37)
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China has consistently held the greatest share of FDI in
terms of permitted amount, rising from $18,520 million USD in 2016 to $21,949
million USD in 2023. Despite small fluctuations in percentage share, China remains a
major source of FDI in Myanmar. While China's highest contributor to FDI is
Myanmar, Singapore's FDI increased significantly in 2019. Singapore surpassed
China's investments to become Myanmar's top foreign direct investment source by
2019. By 2023, China's share of FDI had dropped to 23.56%, while Singapore's share
had risen to 28.05%. This alteration demonstrates Singapore's expanding economy
and confirms its position as a key player in the country's economic landscape.

The historical trends for Thailand and Hong Kong were
more inconsistent: Thailand's contribution gradually declined over time, while Hong
Kong's figures fluctuated but remained noteworthy. Growing involvement has been
observed by the Republic of Korea and the United Kingdom, with the UK
contributing significantly more from 5.78% in 2017 to 8.03% in 2023, in line with
strategic economic relationships. Moreover, Vietnam's permitted amount increased
significantly in 2017, indicating a growing interest and positioning the country as a
significant contributor by 2023. Japan and Malaysia maintained a consistent presence,
emphasizing their economic connections with Myanmar. Sources of Myanmar’s FDI
tend to be more diversified as flows from the United States, the United Kingdom, and
European nations, have been evident recently, along with its regional reach. These
varied FDI sources demonstrate that global appeal could be fostered by legislative
reforms.

However, the regional figures on FDI in Myanmar raise
concerns about the concentration of investments from particular nations, particularly
China and Singapore. This presents challenges for diversification since an excessive
reliance on a small group of contributors could leave the economy exposed to regional
economic or geopolitical unpredictability. To reduce such risks, a more equitable
distribution across a wider range of nations is essential. Furthermore, some developed
countries exhibit minimal engagement despite legislative reforms, indicating the

necessity for additional efforts to increase Myanmar's attractiveness to investors.
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4.2 Overview of the Financial System in Myanmar

4.2.1 Regulatory Bodies and Their Roles

Many significant regulatory bodies regulate the financial sector in
Myanmar, and they are all vital to maintaining the integrity and stability of the
financial markets. The roles and background of the Yangon Stock Exchange, the
Ministry of Planning and Finance (MOPF), the Securities Exchange Commission of
Myanmar (SECM), and the Central Bank of Myanmar (CBM) will all be covered in
this part. These organizations collaborate to build the regulatory landscape, ensuring
that financial operations in the country are secure and efficient. The Central Bank of
Myanmar (CBM), which supports the supervision of monetary policy and wider
financial stability in the nation, serves as the starting point for an examination of these
crucial regulatory organizations.

After being a component of the Ministry of Finance, the Central
Bank of Myanmar became independent on July 11, 2013, when the Central Bank of
Myanmar Law was passed. With this significant transition, it became the official
central banking authority, fully established and with all the regulatory authorities and
duties necessary to ensure the financial stability of the nation. Under its new mandate,
CBM pursues economic stabilization and manages monetary policy. Within the
Cabinet, the governor of CBM holds the position of minister. Within the financial
markets, CBM administers the whole operations of banks and non-bank financial
institutions. The aim of the Central Bank is "to control the price stabilities in the
domestic market and to preserve the internal and external value of the Myanmar
Currency, the kyat". Following its aim, CBM also strives to achieve objectives such
as promoting efficient payment mechanisms, liquidity, and solvency, and maintaining
the proper functioning of a robust financial system. Moreover, CBM aims to foster
monetary, credit and financial conditions that support orderly, balanced, and sustained
economic development. The key responsibilities of the Central Bank of Myanmar are:

4.2.1.1 to serve as the issuer of domestic currency and function as a

Government banker;
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4.2.1.2 to provide advisory services to the Government on economic
matters;

4.2.1.3 to oversee and regulate financial institutions;

4.2.1.4 to serve as a banker for the financial institutions;

4.2.15t0 manage the State's international reserves, conduct
transactions arising from the State's involvement in intergovernmental organizations,
and undertake all responsibilities on behalf of the Government when dealing with
these organizations."

These responsibilities underscore the CBM’s central role in fostering
a stable financial environment that supports Myanmar’s economic development goals.

In addition, the Financial Institution Law (FIL), which was passed
in January 2016, is administered by CBM and outlines the authorized operations,
responsibilities, and roles of banks and NBFIs in Myanmar. As well as the authority
granted by the Central Bank of Myanmar Law, CBM is also empowered under
Section 134 of the FIL to supervise and regulate the securities market,
monitor payment, clearing, and settlement systems, and arrange for the settlement of
securities held in CBM accounts. Moreover, section 135 of FIL stipulates that the
Central Bank has the authority to establish, manage, and regulate payment and
securities settlement systems in local or foreign currencies as well as the cross-
currency payment and settlement systems.

The Ministry of Planning and Finance (MOPF) is another crucial
regulatory agency in charge of directing fiscal policy and managing the economic
planning that supports the country's financial and economic stability. Integrity and
inclusion in Myanmar's financial sector are closely monitored and shaped by the
Ministry of Planning and Finance (MOPF) through the Financial Regulatory
Department. This department was established in 2014 and its primary responsibility is
to guarantee that financial institutions adhere to strict regulations, with a particular
emphasis on counterterrorism financing and money laundering. Its goal is to make it
easier for international organizations, the business sector, and governmental bodies to
work together to strengthen the financial industry. A substantial portion of its

responsibility includes stringent supervision and regulation of microfinance institutions
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to ensure that they function legitimately and efficiently within the constraints of the
law. Apart from its emphasis on microfinance, the agency is also in charge of
monitoring state-owned banks and insurance providers making sure that regulations
are followed and financial literacy is encouraged. Moreover, the Treasury Department
under the Ministry of Planning and Finance is crucial in improving the country's
financial system by developing and implementing a Modernized Public Finance
Management System. Ensuring sustainable fiscal policies, enhancing budget
execution and monitoring mechanisms, and fortifying debt and cash management are
the top priorities of this department. Its primary responsibilities include managing the
nation's debt, carrying out evaluations of debt sustainability, and putting cash plans
into action that are closely related to debt management.

Additionally, the Securities and Exchange Commission of Myanmar
(SECM) is the key regulatory body in Myanmar's financial sector for securities and
capital markets. Enacted on July 31, 2013, the Securities Exchange Law (20/2013)
established the framework for a structured capital market in Myanmar. Its purpose is
to safeguard investors and monitor organizations such as stock exchanges, public
businesses, and securities companies. In accordance with this legislation, the Union
Government's Notification No. (64/2014) led to the establishment of the Securities
and Exchange Commission of Myanmar (SECM) on August 19, 2014. With seven
members, SECM is led by the Deputy Minister for the Ministry of Finance and works
to develop a lively, globally compliant securities market. By transforming money in
circulation into investment capital as local bond and securities markets mature,
SECM's policies aim to lower inflation. It also promotes the expansion of the
secondary trading market and the growth of corporate, municipal, and treasury bonds.
Enhancing public investment opportunities, growing the stock and local bond
markets, and promoting economic growth through the facilitation of public firm share
issuances for capital accumulation and employment creation are the main goals of SECM.

The regulatory structure of Myanmar's capital market depends
heavily on the wide range of duties that SECM performs in its operational capacity.
Some of these roles are:

4.2.1.6 issuing or refusing to authorize a license after thoroughly

reviewing the application to issue a securities business license;
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4.2.1.7 suspending the license under a time constraint or revoking
the license if the license-holder violates any duty and terms and conditions;

4.2.1.8 issuing a permit or refusing to provide permits after
reviewing the application to establish a Stock Exchange;

4.2.1.9 suspending the permit under a time constraint or revoking
the permit if the Stock Exchange fails to comply with any of its duties, terms, or conditions.

4.2.1.10 revoking the permit issued to the Stock Exchange under
specific conditions such as termination of the Stock Exchange's operations due to any
cause; dissolution of the Stock Exchange; reduction in the number of security
companies listed on the Stock Exchange; and engaging in activities distinctly harmful
to the interests of the general public and investor protection;

4.2.1.11 giving permission after reviewing the submission to
appoint an auditor for the securities company and the Stock Exchange;

4.2.1.12 forming essential working committees and bodies and
defining their functions and responsibilities;

4.2.1.13 supervising the securities business and conducting periodic
inquiries and inspections from time to time;

These regulatory actions are necessary to safeguard investors, sustain
an efficient, safe, and equitable market, and promote the general expansion and stability
of Myanmar's financial sector. By closely monitoring and developing the Myanmar
securities market to meet international standards, SECM hopes to build confidence
and make the country's market more attractive to foreign and domestic investors.

4.2.2 Structural Components of the Financial System

The financial sector is crucial to any economy and its efficient
operation is the key to economic growth. (ADB, 2015) An efficient financial system
must act as the intermediary between savers and borrowers, manage risks sensibly,
offer a wide range of financial services to businesses, farms, and households, mobilize
savings efficiently, recognize and lend money for wise investments, be resilient in the
face of shocks, and guarantee that everyone has access to capital. The structure of the
financial system is crucial in leading to an efficient financial system. In this sub-

section, this study examines the structural components of the financial system.
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4.2.1.1 Banking Sector

Mishkin  (2004) stated that "Banks are financial
intermediaries in the business of earning profits in all countries." Htike (2019)
highlighted that typically, banks hold greater significance than other financial
institutions in developing countries. Thus, the banking sector is crucial for the economic
growth of these nations, as it plays a dominant role in their financial sectors. Similarly,
the banking industry is one of the most significant in Myanmar's financial landscape.
The banking network, which includes a wide range of financial institutions, including
state-owned banks, emerging private banks, and representative branches of international
financial institutions, is a crucial component of economic activity. Based on data for
2020-2021, the banking network's operational structure reveals a strong presence of
state-owned banks with 553 branches. With more branches than state banks, private
banks with 1,936 branches have a substantial impact on the country's efforts to promote
financial inclusion and increase access to financial services for a wider range of
consumers. Furthermore, the existence of foreign bank branches and subsidiaries
establishes worldwide financial standards, so improving the competitive climate, even
though the branches' impact cannot be quantified in terms of branch count. Even though
this diversity points to a competitive market, private banks' influence over smaller
competitors may signal possible monopolistic tendencies. To determine how foreign
banks affect market dynamics, it is also necessary to look more closely at their
involvement. In order to ascertain if monopolistic conditions are emerging in
Myanmar's banking industry, a careful examination of market shares, regulatory effects,

and entry barriers is necessary, even in the face of apparent competition.

Table 4.4

List of Banks in Myanmar

Particular Headquarter Branches | Branches
State-Owned Banks 4 553
Private Banks 27 1,984
Foreign Bank Branches 17 -
Foreign Bank Subsidiaries 3 -
Foreign Bank Representative Offices 37 -

Total 88 2,537

Note. From Myanmar Statistical Year Book (2022), Central Statistical Organization
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Significant aspects of Myanmar's banking and economic
activities could be revealed by investigating the component of the money supply
position in Table 4.5, indicated in millions of USD, from 2015 to 2021. From $
12,397 million in 2015 to $ 23,620 million in 2021, the total money supply has
demonstrated a significant rising tendency. The increase in money supply might be
seen as a sign of increased economic activity and improved liquidity in Myanmar's
financial system. The examination of transferable deposits ranging from 2015 to 2021
offers a dynamic movement in the country's economic aspects and customer banking
preferences. Transferable deposits at Myanmar's state-owned banks fell significantly
after 2015, although they began to grow again in 2019. On the other hand,
transferable deposits at private banks increased between 2015 and 2021, indicating
rising client confidence. During the same period, deposits from foreign banks
significantly increased as well, suggesting that their influence in Myanmar's banking
industry is growing. However, these tendencies need to be considered carefully. They
might not always indicate a market that is becoming more diverse and competitive.
Alternatively, this can signal the emergence of monopolistic tendencies when large
firms use perceived stability or differentiated services to control the market.

Table 4.5
Money Supply from 2015-2021 in Myanmar

Money Supply (2015-2021) (USD in million)

Year Total Currency Outside Transferahle Deposits

Depository Corporations |State-Owned Banks| Private Banks | Foreign Banks
2015 12,397.09 8,087.74 2,178.88 2,070.24 82.61
2016 11,746.66 7,780.45 1,329.95 2,103.87 533.19
2017 11,619.66 7,637.74 1,169.95 2,069.99 741.54
2018 12,014.67 8,243.48 983.31 2,110.36 677.52
2019 12,550.42 8,414.81 1,247.38 2,142.26 747.29
2020 16,837.89 11,647.85 1,303.15 2,995.33 890.83
2021 23,620.80 17,383.91 1,874.23 3,071.57 1,278.71

Notes: 1. Money supply consists of currency outside depository corporations and transferable deposits.
2. Transferable deposits exclude government deposits.

Note. From Myanmar Statistical Year Book (2022), Central Statistical Organization

When comparing the banking industry in Myanmar to
those of its ASEAN neighbors between 2015 and 2021, a number of notable
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characteristics emerge as shown in Table 4.6. Compared to Cambodia, Malaysia, and
Thailand, the Central Bank of Myanmar held larger assets in relation to GDP. This
implies that the central bank of Myanmar is more actively involved in the economy,
which may mean that it has more influence over monetary policy and overall
economic stability. Despite recent reforms, the legislative framework, which includes
the banking industry's financial infrastructure, remained behind global standards,
according to a report on the financial sector released by the Gesellschaft fir
Internationale Zusammenarbeit (GI1Z) (GIZ, 2015). Similar findings were reported in
one of Vikram Nehru's ADB studies (Nehru, 2015). These studies pointed out that
financial sector liberalization was necessary for economic expansion since the
government of Myanmar was controlling its banks too closely and the banks required
more autonomy.

Moreover, the significant level of asset concentration in
Myanmar’s banking industry is one of its most prominent features. The totality of
banking assets in Myanmar was held by the country’s five biggest banks by 2021,
indicating a highly concentrated banking industry. This may indicate the power and
market supremacy of big banks and highlight that the Central Bank of Myanmar’s
dominant role and the high concentration of banking assets may influence FDI by
enhancing investor confidence in Myanmar’s financial stability and regulatory
environment.

On the other hand, the country has a lower bank credit to
bank deposits ratio compared Myanmar to its regional rivals, which suggests a
restrained approach to borrowing. This may indicate that Myanmar’s banks are risk-
averse or that the country’s credit market is less set up. This restraint may increase the
safety net against loan defaults, but it may also restrict consumer and business credit
availability, which might affect the nation’s growth. Moreover, the lack of
information on non-performing loans in Myanmar restricts the scope of the
investigation of the banking sector and indicates the necessity for further research. By
indicating a limited credit market and limiting accessibility in evaluating financial
health, Myanmar’s restrictive banking procedures and the absence of information on

non-performing loans may discourage foreign direct investment.
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Comparative Banking Sector Indicators of Myanmar and Selected ASEAN Countries

(2015-2021)

Indicators Cambodia | Malaysia | Myanmar | Thailand
2015
Central bank assets to GDP (%) 0.51 0.20 14.97 1.89
5-bank asset concentration 50.26 68.99 - 66.78
Bank capital to total assets (%) 14.23 10.45 - 10.03
Bank credit to bank deposits (%) 115.89 98.95 54.15 98.87
Bank non-performing loans to gross loans (%) 1.59 1.61 - 2.68
2016
Central bank assets to GDP (%) 0.58 0.39 15.87 2.07
5-bank asset concentration 48.02 69.51 98.69 67.73
Bank capital to total assets (%) 14.25 11.00 7.01 10.46
Bank credit to bank deposits (%) 114.68 101.83 58.45 99.12
Bank non-performing loans to gross loans (%) 2.13 1.61 - 2.99
2017
Central bank assets to GDP (%) 0.52 0.35 16.54 2.36
5-bank asset concentration 53.65 69.28 96.79 67.26
Bank capital to total assets (%) 13.97 11.24 6.66 10.73
Bank credit to bank deposits (%) 109.56 103.31 58.75 98.73
Bank non-performing loans to gross loans (%) 2.07 1.55 - 3.07
2018
Central bank assets to GDP (%) 0.21 0.26 15.46 2.54
5-bank asset concentration 55.12 68.02 92.93 66.59
Bank capital to total assets (%) 13.93 11.25 7.17 10.78
Bank credit to bank deposits (%) 108.52 104.04 61.23 99.26
Bank non-performing loans to gross loans (%) 1.99 1.47 - 3.08
2019
Central bank assets to GDP (%) 0.04 0.16 14.38 2.24
5-bank asset concentration 53.94 68.65 92.49 66.59
Bank capital to total assets (%) 13.55 11.65 - 11.30
Bank credit to bank deposits (%) 118.03 105.98 95.55 98.09
Bank non-performing loans to gross loans (%) 1.55 1.52 - 3.13
2020
Central bank assets to GDP (%) 0.02 0.82 15.07 2.83
5-bank asset concentration 52.37 69.01 95.94 67.65
Bank capital to total assets (%) 14.21 11.63 - 11.14
Bank credit to bank deposits (%) 120.15 106.09 53.34 93.08
Bank non-performing loans to gross loans (%) 1.82 1.57 - 3.23
2021
Central bank assets to GDP (%) 0.02 0.82 - -
5-bank asset concentration 52.69 70.12 100 68.51
Bank capital to total assets (%) - - - -
Bank credit to bank deposits (%) 127.27 104.09 - 93.51

Bank non-performing loans to gross loans (%)

Note. From Author’s Compilation based on the World Development Indicators, World

Bank, 2015-2021
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4.2.2.2 Capital Markets

Capital markets are essential to the economic development
of any nation as they give organizations a structured platform to raise long-term
funding, Although the capital markets in Myanmar are still in their early stages, they
have shown a great deal of promise for expansion. The stock market and the bond
market are the two primary segments that make up these markets. Each fulfills distinct
roles and supports various investor bases and financial needs. Levine (1997) asserts
that the stock market contributes to increased economic stability by facilitating the
effective distribution of investment capital and fostering a culture of risk-sharing
within the financial sector. By providing options for public investment, the stock
exchange assists companies in raising capital through the issuance of shares. (Thura,
2018)

In Myanmar, the Yangon Stock Exchange (YSX), which
leads Myanmar's stock market, makes equity financing easier. A foundation for the
YSX was established in 1996 with the formation of the Myanmar Securities Exchange
Centre Co., Ltd. (MSEC) by Myanma Economic Bank and Daiwa Institute of
Research Ltd. (DIR). A major turning point was reached in 2012 when Daiwa, Japan
Exchange Group, Inc. (JPX), and the Central Bank of Myanmar signed a
Memorandum of Understanding to support the growth of the country's capital and
financial markets. The Securities and Exchange Law, which was passed in July 2013,
and the Securities and Exchange Commission of Myanmar (SECM), which was
established in August 2014, laid the legal groundwork for YSX. With its official
opening of YSX on December 9, 2015, the exchange achieved a major turning point
in the evolution of Myanmar's financial markets and improved prospects for the
country's economy by expanding its capital market. Figure 4.3 illustrates the value
and volume of trading from 2016 to 2022, demonstrating changes in market activity.
Remarkably, trading volume and value experienced a notable peak in 2016, with

subsequent changes indicating periods of heightened and lowered investor interest.
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Figure 4.3
Trend in Trading Volume & Value in YSX (2016-2022)
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Note. Author's Compilation based on Yangon Stock Exchange Market Data, 2016-2022
(https://lysx-mm.com/main-board/mktdata/historicaldata/)

There are two market boards on the YSX: the Pre-listing
Board and the Main Board. The Main Board is reserved for businesses that have
completed a demanding listing process, guaranteeing that only legally authorized and
financially sound businesses compete on the market. Public firms seeking to list on
the Yangon Stock Exchange (YSX) must fulfill the requirements listed in Appendix
A, which is compliant with Article 41-(b) of the Myanmar Securities and Exchange
Law. As of right now, the Main Board has eight listed companies Although it hasn't
started trading yet, the Pre-listing Board was established in September 2020 with the
goal of giving unlisted public companies access to capital and a possible listing route.

With the creation of the Yangon Stock Exchange (YSX),
Myanmar has advanced significantly and is now the ninth ASEAN nation with a
developed stock market. (Htun, 2019) Through the provision of investment
possibilities and facilitated corporate access to capital, the YSX has effectively
developed a structured framework for economic growth. By ensuring that only
financially healthy companies are able to participate, the regulatory frameworks—

which include strict listing criteria—enhance investor confidence and market
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credibility. With its further development, YSX will be essential to Myanmar's
financial entry into the global economic system, fostering stability and more
economic progress.

Though the stock market offers a channel for equity
investment, a strong debt financing mechanism is also necessary for a complete
financial system. This brings up the bond market, which is yet another important area
of Myanmar's capital markets. Since 1993, the bond market in Myanmar has played a
vital role in the nation's financial infrastructure, enabling the government to raise
funds for both its financial needs and economic development. Government securities
issued by the Central Bank of Myanmar (CBM) on behalf of the government, such as
Treasury Bills (T-Bills) and Treasury Bonds (T-Bonds), dominate the market as per
the 1990 law. Though CBM continued to sell directly to financial institutions until
2016, the sale responsibilities were transferred to the Myanma Economic Bank and
MSEC in 2010.

In Myanmar, T-Bills are short-term securities that mature at
face value after being issued at a discount to par value. With bi-monthly auctions,
they are offered in three tenors: 1, 3, 6, and 12 months. According to Table 4.6,
treasury Bill yields in Myanmar from 2017 to 2023 show that interest rates vary
across different maturities (1, 3, 6, and 12 months), which is indicative of the impact
of monetary policy changes and shifting economic conditions. Yields were noticeably
lower during the "2018 (Interim)™ period, indicating the implementation of temporary
fiscal measures potentially in order to stabilise the financial system. Nevertheless, in
the following fiscal year, the yields rose sharply and peaked in 2018-2019, when the
12-month yield reached 9.50%. This increase may draw in foreign investors looking
to make longer-term, higher-return investments in Myanmar. However, these high
yields may indicate increasing economic risks, making foreign investors concerned
about long-term investments in the country. Yields started to decline after this peak
and stabilized at lower levels during the fiscal years 2021-2022, 2022-2023, and
2023. The vyield curve's downward tendency may indicate a better economic
landscape, successful monetary policy initiatives to reduce borrowing rates, or a

reduction in previous market volatility.
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Interest Rates of Treasury Bills in Myanmar
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End of Fiscal | Auction Date Market Weighted Average Accepted Yield
vear 1 month | 3 months | 6 months | 12 months
2017-2018 7-3-2028 - 7.31 7.80 -
21-3-2018 - 7.35 7.81 -
2018 12-9-2018 - 3.10 5.05 6.89
(Interim)
26-9-2018 - 5.21 7.39 8.38
2018-2019 11-9-2019 - 8.04 9.01 9.40
25-9-2019 - 8.24 9.11 9.50
2019-2020 2-9-2020 6.63 7.40 7.80 8.49
23-9-2020 7.05 7.43 7.83 8.56
2020-2021 1-9-2021 - 7.42 8.14 8.78
22-9-201 - 7.53 8.19 8.87
2021-2022 9-3-2022 - 6.37 7.31 8.12
23-3-2022 - 6.30 7.31 8.11
2022-2023 8-3-2023 - 6.38 7.34 7.90
22-3-2023 - 6.37 7.34 7.89

Note. To preserve liquidity in the short-term funding market, T-Bills are auctioned

twice a month and are sold at a discount, maturing at par value.
From Quarterly Financial Statistics Bulletin, 2012-2023, the Central Bank of Myanmar

T-bonds are longer-term securities issued with a fixed

coupon rate paid semi-annually. Before 2016, T-Bonds were issued with maturity
periods of 2, 3, and 5 years. Thein (2018) stated that in terms of budget deficit

coverage, five-year bonds are superior to two- and three-year maturity bonds when

compared based on maturity duration.
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Table 4.8

Treasury Bonds in Myanmar

Maturity Period Interest Rate Denominations

2 years 8.75% K 10,000; K 100,000; K 1 million; K 10 million
3 years 9% K 10,000; K 100,000; K 1 million; K 10 million
5 years 9.50% K 10,000; K 100,000; K 1 million; K 10 million

Note. Bonds are issued in different denominations to accommodate varied investor
capabilities, and interest rates are fixed and paid semi-annually.
From Quarterly Financial Statistics Bulletin, Volume 1V, 2022, Central Bank of Myanmar

Private banks are the primary buyers of T-Bonds, using
them to control liquidity and satisfy minimum reserve requirements. Banks own more
than 90% of the outstanding bond market. Bank deposits of government treasury
bonds in the CBM are taken into account for determining the reserve requirement as
cash balances. This is a primary factor contributing to banks' significant holdings of
treasury bonds in Myanmar. With their poor rate of return, government treasury bills,
however, were unable to draw in even local investors in Myanmar. Since the
introduction of competitive auctions in 2016, these bonds are now bid based on yield.
In the last auction date (20th September 2019) the Government Treasury Department
specified one tenor with a coupon rate of 7.5% only, the maturity date is 20"
September 2022, and the tenor period is 3 years 4 months 24 days.

Long-term securities, especially 5-year T-Bonds, which are
mainly owned by private companies, are preferred in Myanmar's bond market. This
pattern could refer to changes in government funding practices or more significant
adjustments in the economy, together with a decline in the issue of all bond kinds over
time. The identifiable decline in 2-year and 3-year T-Bonds points to a move in the
direction of longer-term debt instruments or other financing options. There is a market
concentration since private entities control the majority of the bond market and use
these instruments for regulatory compliance and liquidity management. This points to
chances for market expansion to draw in a larger pool of investors through raising
returns, boosting transparency, and expanding market infrastructure.
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Table 4.9
Outstanding Value of Government Treasury Bonds (Non-Auction)
Budget Year 2015-2016 — 2019-2020 (MMKmillion)

Type of 2015-2016 2016-2017 2017-2018 2018-2019 2019-2020

T-Bonds & Amount % Amount % Amount % Amount % Amount %
Bonds Holder

Public 38,940 | 10.65 14,814 4.35
Private 326,650 | 89.35 326,000 | 95.65
Enterprises

3-Year 533,299 100 390,024 100 325,412 | 100
Public 111,649 20.94 12,374 3.17 5112 | 1.57
Private 421,650 | 79.06 377,650 | 96.83 320,300 | 98.43

Enterprises

Public 30,488 25,131 17,323 . 8,517 3,078

Private 1,685,350 | 98.22 1,428,350 | 98.27 1,182,230 | 98.56 437,550 | 98.09 136,770 | 97.80
Enterprises

Note. Myanmar Statistical Year Book (2022), Central Statistical Organisation

4.2.1.3 Non — Banking Financial Institutions

Banks are not the only middlemen in our economy that
facilitate financial transactions. Non-bank financial institutions also significantly
contribute to directing cash from those who save to those who need to borrow.
(Mishkin, 2004) Non-Bank Financial Institutions (NBFIs) are vital to a country’s
economic development and the strengthening of its financial system because they
fulfill the various financial needs of different economic sectors. NBFIs may be able to
contribute significantly to the development of both the SME sector and individuals.
The enactment of the Microfinance Law in November 2011 is primarily responsible
for the microfinance sector's notable growth in Myanmar. This important law made it
possible for both domestic and foreign investors to start and run microfinance
institutions (MFIs), which aided in the accessibility of financial services to remote
regions, especially those in rural areas. With the support of state-owned organizations
like the Myanmar Economic Bank and the Myanmar Agriculture Development Bank,
the sector had grown to encompass a wide range of players by the beginning of 2013.

This type of financial instruments influences more on indigenous firms so that this type of
financial instruments is excluded from our analysis.
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However, because it was still in its early stages of development, the Microfinance
Supervisory Enterprise (MSE), a governing organization, had difficulties in efficiently
supervising this quickly expanding industry (ADB, 2015). Following its initial
challenges, the Microfinance Supervisory Enterprise (MSE) now operates under the
Ministry of Planning and Finance, providing structured regulation and oversight to
microfinance institutions engaged in rural development and poverty reduction.

The microfinance sector in Myanmar is currently a key
element of the country's plan to improve financial inclusion and enhance economic
growth. According to Table 4.10, currently, around 170 microfinance institutions are
operational in Myanmar, collectively serving over 2 million clients and managing a
total loan portfolio of about $1,115 million, demonstrating the government's
dedication to using microfinance as a weapon for economic empowerment and
poverty alleviation. These organizations play a vital role in providing financial
services to people who had previously been locked out of the financial system, which
greatly strengthens Myanmar's economy (Tay, et al., 2015).

Table 4.10
Microfinance Institutions in Myanmar: Annual Overview (2017-2022)
(USD in millions)

Sr.No. Year No of Licensed No. of Clients/ Total Laon

MFls Members Portfolio
1 2017 173 3.478,804 574.46
2 2018 177 5,035,647 805.76
3 2019 183 5,930,596 1,322.74
4 2020 188 6,031,016 2,053.36
5 2021 186 5,487,354 1,326.72
6 2022 181 5,453,508 1,115.80

Note. From Myanmar MicroFinance Association, 2017-2022

(https://www.myanmarmfa.com/en/financial-inclusion-myanmar)

Mushkin (2004) points out that insurance plays a critical
role in safeguarding against monetary uncertainty. Ye (2018) identified significant
industry transformations brought about by the 1952 establishment of Myanma
Insurance (Ml), a state-owned organization. Ml offered a broad range of insurance

products and held a monopoly on the market for more than 20 years. With the
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market's reform in 2013, which let in 12 domestic private-sector providers, the scene
started to change. Moreover, the announcement made in 2019 by the Ministry of
Planning and Finance, allowing five foreign insurance companies to establish wholly-
owned life insurance operations in Myanmar (AlA, Chubb Tempest Reinsurance, Dai
Ichi Life Insurance, Manufacturers Life Insurance, and Prudential), further expedited
the sector's modernization effort. This legislative move brought a variety of new
goods and skills to the market and was a key part of Myanmar's Insurance Sector
Liberalization Roadmap.

However, the sector grew only moderately in spite of these
improvements. Although the number of insured people rose from 4.2 million to 4.9
million between June 2018 and June 2019, and insurance premiums soared by 40%
annually, they still only made up 0.1% of GDP (World Bank, 2022). Thirteen licensed
local companies and sixteen foreign insurance representative offices (Myanmar
Financial Services Monitor) are contributing to the market's growth. These
modifications show a shift in the direction of a more diversified and competitive

insurance industry, strengthening Myanmar's capabilities and financial resilience.
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CHAPTER 5
RESULTS AND DISCUSSION

This chapter presents the results of the panel system Generalized Method
of Moments (GMM) examination of the impact of financial development on foreign
direct investment (FDI) in Myanmar.® It investigates how various financial
development indicators affect FDI inflows and how each one uniquely affects
particular sectors. These results play an essential part in addressing the research
questions stated at the beginning of the study, especially concerning how various
financial development indicators affect FDI inflows. Note that the financial indicators
considered in this study include loans, financial soundness indicators, bonds, stocks,
IMF indicators usually employed in previous studies, and an aggregated analysis of
all indicators. There are two sub-sections in this chapter. The first sub-section
demonstrates the results when each financial indicator and overall financial indicators
are analyzed while the second sub-section reports the results when principal

components of all financial indicators are employed.

5.1 Influence of Financial Indicators

In order to adequately assess the influence of the considerable economic
shifts that occurred throughout the research period such as the global pandemic and
internal political challenges, the analysis first included several lagged values of GDP
growth to record any potential lagged effects of these economic changes on the
relevant variables. Preliminary findings, however, suggested that the simultaneous
inclusion of several lags would cause problems with multicollinearity. (Appendix A)
It was determined to use the current value as the major source of data to preserve the

analysis's robustness and clarity and the primary models' one-period lag L (-1).

*This approach is effective especially when dealing with possible endogeneity problems and
generating reliable estimations when dealing with panel data. The model's ability to reduce
reverse causality and omitted variable biases by the inclusion of lagged variables as
instruments.
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The results are reported in Table 5.1 where each column shows the
influence of a particular type of financial indicator as mentioned above.®> The
comprehensive findings of the GMM for all indicators are in Appendix B which
provides an in-depth analysis of the effects across all indicators. The GMM analysis
revealed the persistence of FDI flows, as evidenced by the consistent significance of
the initial lag of FDI across all models. This persistence shows how historical FDI
levels continue to influence present inflows, which is important information for
policymakers trying to foster a stable investment climate.

When the loan category is considered, only state-owned loans
demonstrated an overall positive influence on FDI which indicates the critical role
played by the state in influencing FDI through direct financial interventions.
However, the state-owned loan (Ln_Loan_State_Owned) shows a complex dynamic
in the study, with the immediate positive impact turning negative by L(-1), indicating
possible long-term economic constraints brought on by higher debt levels or
inefficient capital allocation. This complexity highlights the necessity for state-backed
financial interventions to be managed carefully to prevent the development of
unmanageable fiscal burdens. This variable is robust even when all financial
indicators are considered together in the model (see Table 5.1: last column).
Interestingly, given the parameters of the study, private and foreign loans did not
show a significant influence, suggesting different roles of credit sources in facilitating
investment flows in the country where the level of financial development and
competitiveness is relatively lower than in other Asian countries.

Regarding financial soundness, capital to assets is the crucial variable
while other variables are insignificant. This significance can be identified in the
capital-to-assets ratio's critical role as a key indicator of a financial institution's health
and stability. It measures how much of the entity's assets are financed by equity as
compared to debt. A greater ratio suggests more equity financing, which reduces risk

and provides a larger buffer to absorb potential losses. For investors, a stable financial

® Non-financial institutions such as microfinance and insurance businesses are excluded from
the financial indicators analyzed in this study due to their primary involvement with SMEs
and indigenous firms, which are not the primary focus of this.

Ref. code: 25666504090090HLJ



67

system with higher capital-to-asset ratios may indicate a secure investment climate,
attracting more FDI.

For the bond market, all indicators are insignificant when only this type of
financial indicator is analyzed. However, when it included other types of financial
indicators, the T-bond auction is positive and significant, probably indicating a
simultaneous influence of other financial development indicators in causing the T-
bond auction variable, which is mostly dominated by the government, to become
crucial in affecting FDI. When indicators reflecting stock market development are
concerned, the significant impact of block trade volume and continuous trade value
highlights the criticality of market depth and liquidity in fostering FDI-friendly
environments. The significant influence of continuous trade value found at the 1%
level emphasizes how important continuous trading operations are in fostering a
dynamic market environment, even in the absence of single large transactions.
Constant trade value is a sign of a healthy, actively participating market as well as a
critical component of macroeconomic stability and investor confidence, both of which
are essential for drawing in and keeping FDI. These variables are positively
significant when all financial indicators are included. Given these characteristics,
governments must pursue market development policies that focus on increasing
market liquidity and trade volume. This could be accomplished by implementing
measures targeted at promoting market engagement, enhancing stock exchange
operating transparency and efficiency, and clarifying the laws governing financial
transactions. Note that when IMF indicators are analyzed as in other studies like
Irandoust (2021) and Haque et al. (2022), it is insignificant for all situations, probably
due to its rough measures of financial development in the country.”

For control variables, it seems that political stability, trade openness and

exchange rate are the key factors that could draw in FDI, particularly in a case where

* As mentioned in Chapter 3, the IMF index consists of multiple indicators relating to both financial
institutions and financial markets, which are further classified into depth, access, and efficiency
dimensions. However, while this index provides a broad perspective, it may not capture specific
aspects of financial development relevant to the local environment, thus overlooking critical details that

affect the country's individual financial landscape."
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all financial indicators are concerned. Political stability is essential for attracting FDI
since stable governance, predictable policy frameworks, and the lack of conflict are
critical for creating an investment-friendly climate. Moreover, investors value
stability because it guarantees the security of their assets and the predictability of
returns. Dutta (2008) highlighted the role of political stability referencing Chile as a
primary example that strong FDI inflows were initially encouraged by Chile's strong
financial structure; however, political unrest in the 1980s caused a sharp decline in
these inflows. Significantly, FDI inflows to Chile increased after political stability
was restored. In Myanmar, the political shifts that have occurred since February 2021
have had a significant effect on the country's economy, including FDI inflows.
Political stability is crucial for maintaining investment and fostering growth. This is
evident from the decline in foreign direct investment (FDI) in 2022, as seen in Figure
4.3. Therefore, maintaining a stable policy environment is essential for drawing FDI,
particularly export-oriented FDI, which is essential for promoting growth and
development.

Trade openness has a significant impact on FDI inflows. Countries with
higher levels of trade openness are expected to attract more FDI inflows because they
actively participate in international commerce, either imports or exports. Trade
openness makes a nation more appealing as an investment destination by reducing
obstacles to the flow of capital, goods, and services. It enables foreign enterprises to
benefit not just from local markets, but also from the ability to serve regional and
global markets while using the host country as a strategic base. This empirical result,
which supports the effect of trade openness on FDI inflows, is in line with the Eclectic
Paradigm’s focus on market-seeking behavior. This theoretical support emphasizes the
significance of maintaining and improving trade openness to attract more FDI, which
is critical for economic growth and development in the globalized world economy.
Moreover, the positive and significant of exchange rate confirms the importance of
export-oriented FDI in the country as shown by Table 4.2 in Chapter 4. More FDI is

attracted to export-oriented businesses.
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GMM Analysis of Financial Development Indicators Impacting FDI in Myanmar (Cont.)

Variable Group of Financial Development Indicators
Loans Fin Sound_  Bonds Stock IMF All
Indicators Indicators  Indicators
Coef. Coef. Coef. Coef. Coef. Coef.
Ln_FDI/GDP
0.437*** 0.43*** 0.444%**  (0.394***  (0.457*** 0.25%**
Ln_FDI/GDP (-1) (0.089)  (0.891)  (0.088)  (0.046)  (0.094)  (0.024)
** **
Ln_Loan_State_Owned (2'08221) (2(.)7%1)
*k _ Kk
Ln_Loan_State_Owned (-1) (2'08531) ?(')731?1)
Ln_Loan_Private (8 {)301) ((gJ 1105(?)
Ln_Loan_Private (-1) (3(1)4713) ((?202935)
; 0.013 0.093
Ln_Loan_Foreign (0.055) (0.075)
. 0.068 0.047
Ln_Loan_Foreign (-1) (0.059) (0.091)
0.719 1.147
Ret_Asset (0.846) (0.798)
-1.043 0414
Ret_Asset (-1) (0.694) (0.713)
] -0.039 -0.067
Ret_Equity (0.045) (0.049)
] 0.088 -0.011
Ret_Equity (-1) (0.057) (0.054)
Ln_Lqg_Assets_Tota Lia (_11 61;11) (-22 110797)
Ln_Lq_Assets_Tota Lia(-1) (%Sé?) (-10 22588)
Ln_Lg_Assets_STLia (23'24 424) (gggé)
Ln_Lg_Assets_STLia (-1) (34 56273) (20 674?21)
Ln_Cap_Assets 2(184612;;
Ln_Cap_Assets (-1) (882%
Ln_TBonds_Auct (8(2)%) éggg)
_ *kk
Ln_TBonds_Auct (-1) (8 12 fol) 2(62216)
Ln_TBonds_NonAuct (g fgg) @ ;33;3)
Ln_TBonds_NonAuct (-1) (8222) ?1016;)*
Ln_Con_Trad_Volume (‘88575) (O_(()).710)
Ln_Con_Trad_Volume (-1) 0.125*** -0.238***
(0.030) (0.054)
Ln_Cont_Trad_Value (2013;;; (2058;‘;;"
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GMM Analysis of Financial Development Indicators Impacting FDI in Myanmar (Cont.)

Variable Group of Financial Development Indicators
Loans Fin Sound_  Bonds Stock IMF All
Indicators Indicators  Indicators
Coef. Coef. Coef. Coef. Coef. Coef.
Ln_Cont_Trad_Value (-1) 0.234**x 0.24
(0.036) (0.162)
Ln_Block Trad_Volume 0.08 0.266™*
(0.078) (0.032)
Ln_Block_Trad_Volume (-1) 0.022 0.031
(0.028) (0.063)
Ln_Block_Trad_Value 0.015
(0.020)
Ln_Block Trad Value (-1) -0.013
(0.015)
Ln_Fin_Inst_Effe -0.831
- T F (5.400)
Ln_Fin_Inst_Effe (-1) -3.967
(14.248)
Ln_Fuel_Export -1.485%* 1.767 -1.625 -1.223 -1.402 1.08
I I (0.674) (1.650) (0.230) (0.995) (0.858) (0.971)
Ln_Fuel_Export (-1) -0.009 -0.366 0.134 -0.258 -0.138 -1.088
i (0.376) (0.505) (0.237)  (0.186) (8.858) (0.725)
GDP_Growth 0.023 -0.006 0022 0.032* 45 0.018
(0.015) (0.034) (0.020) (0.017)
GDP_Growth (-1) ORRL 1Y 30 Qlsg TNP712 0.109 -0.001
(0.048) (0.077) (0.118) (0.130)
Ln_Trade_Open -0.017 -0.429 0.175 0.622*** 0.178 0.677
=S (0.313) (0.287) (0.267)  (0.237) (0.485) (0.523)
Ln_Trade Open (-1) -0.013 0.91 0006  0357**  0.04 1.806*
- - (0.150) (0.830) (0.140) (0.106) (0.343) (0.691)
Ln Infla 0.242 0.499 0.236 0.186 0.236 -0.089
- (0.159) (0.544) (0.167)  (0.165) (0.199) (0.328)
Ln_Infla (-1) 0.031 -0.7 0.059 -0.022 -0.01 0.305
- (0.110) (0.232) (0.107) (0.125) (0.141) (0.365)
Ln Int rate 13.706* 16.906  13.856  14.931
- (7.908) (11.552)  (13.761) (9.391)
Ln_Int_rate (-1) 0.36 6.774 1791 1437%*  -0512
- - (1.662) (5.993) (1.574)  (0.542) (2.562)
Ln Exch rate 0.563 3.092 -0.649 -0.798 -0.452 5.441%**
- - (0.932) (2.230) (0.880) (0.900) (0.826) (1.147)
Ln_Exch_rate (-1) -0.207 -1.281 0571 1.234 0.543 -0.704
- (0.647) (2.609) (0.588)  (0.487) (0.551) (1.040)
Pol_Stab -2.108 -1.798 2146 (5g57)  -1.811 -3.55%**
(1.585) (1.868) (4.740) (3.902) (1.158)
Pol_Stab (-1) -3.989 5.99 A582%% () 450)  418* -0.086
(2.320) (4.540) (1.934) (1.556) (5.240)
Ln_Inst_Qual 1511* 1362 -1.829 1.161
- - (0.871) (3.402)  (3.886) (2.149)
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Table 5.1
GMM Analysis of Financial Development Indicators Impacting FDI in Myanmar (Cont.)
Variable Group of Financial Development Indicators
Loans Fin Sound_  Bonds Stock IMF All
Indicators Indicators  Indicators
Coef. Coef. Coef. Coef. Coef. Coef.
3.433* 0.674 3.463** 4,671 3.939* 6.475
Ln_Inst_Qual (-1) (1.802) (1.817) (1.708)  (1.452) (2.294) (4.652)
Ln Lab Cost 1.452 -7.675 0852  3.058***  0.025
- - (1.109) (4.788) (0.726) (0.752) (3.561)
0.24 3.247 0.8 0.769 0.359 -0.831
Ln_Lab_Cost (-1) (1.505) (2.822) (1.514)  (1.269) (1.336) (4.745)
Sector Dummy for all Outcome Yes Yes Yes Yes Yes Yes
Time Dummy for all Outcome Yes Yes Yes Yes Yes Yes
Number of obs 162 162 162 162 162 162
Number of Groups 6 6 6 6 6 6
Number of Instruments 177 173 173 177 173 181
Wald Chi_Square 10.97 6.97 28.57 2.09 39.06 1.38
Prob > Chi-Square 0.052* 0.223 0.000%*** 0 0 0

Arellano-Bond Test
(Order 1) p-value

Arellano-Bond Test
(Order 2) p-value

Note. *** ** and * indicate statistically significant at 1%, 5%, and 10% respectively.

0.038 0.047 0.049 0.048 0.0392 0.0602

0.086 0.596 0.647 0.939 0.7106 0.494

Standard errors are in parentheses.

From the Author’s Calculation

5.2 Principle Component Analysis

The GMM analysis yielded valuable foundational insights into the
financial development indicators that are important for FDI in Myanmar. In order to
improve the comprehension of how financial development variables affect FDI in
Myanmar, Principal Component Analysis (PCA) was applied after conducting the

GMM analysis. There are two stages that constitute this methodical sequential

Ref. code: 25666504090090HLJ



72

analysis®, i.e., representative variables from every group were examined; and last only
those indicators identified as important in the GMM analysis were chosen to be
included in the model. Table 5.2 presents the results of these analyses.

The PCA's results show a statistically significant coefficient of 0.451 (p <
0.001) for the one-period lag of foreign direct investment to GDP ratio. The
coefficients associated with the representative PCA components at various lags
provide a diverse image. The coefficient is immediately slightly negative (-0.059), but
it is not statistically significant (p = 0.215), suggesting that the representative
indicators' immediate effects are insignificant. In contrast, the coefficient is favorably
stated at 0.141 with statistical significance (p = 0.013) at L (-1).

The PCA, which only considers variables identified as significant by the
GMM analysis, is the most modified method. According to the GMM findings, this
phase only considers those variables that have already shown a significant impact on
FDI in both lags. The robustness and applicability of these indicators in determining
FDI are validated by the pca_sign regression results, which demonstrate substantial
impacts at different lags. In contrast to the representative indicators, both immediate
and lagged effects can be seen in the PCA for significant indicators. It shows a
slightly immediate negative impact with the coefficient -0.073, but marginally
significant (p = 0.082). More crucially, the coefficient at L (-1) confirms that these
indicators have a strong long-term impact on the dependent variable and are positive
(0.097) and statistically significant  (p = 0.018). Note that the model fits well, as
evidenced by the Wald Chi-Square statistic of 11.24 and p-value of 0.047, which
shows that the selected variables and instruments can adequately explain trends in
FDI in Myanmar. The Arellano-Bond tests demonstrate no second-order
autocorrelation, confirming the instrument's appropriateness. This systematic

approach to PCA increases the overall results and validates the importance of the

SA wide range of financial indicators were included in order to comprehend the overall structure influencing FDI
in Myanmar. For the primary components (pca_all L1 and L(-1)), no coefficients are presented, implying that the
PCA did not produce any significant principal components using all of the indicators, or that the results were
inconclusive in determining significant relationships. This shows that by incorporating so many variables, too
much noise was produced, hiding the signs that had real significance. This broad approach was helpful in
providing an overview, but it lacked the accuracy required to draft economic policies, suggesting that more
detailed analysis will be required in later steps.
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indicators found by the GMM study. These PCA regression findings highlight the
complex interactions between economic and financial variables and how they affect
foreign direct investment. For policymakers concentrating on specific financial and
economic measures to increase FDI, they provide strong data that confirms the

relevance of key financial variables in affecting FDI.

Table 5.2
PCA Regression Outcomes for FDI in Myanmar
Variables pca_represent_ indicators pca_sig_indicators
Coef. Coef.
Ln_FDI/GDP - -
Ln_FDI/GDP (-1). 0.451*** 0.450%***
(0.082) (0.08)
pca_rep -0.059
(0.047) A
pca_rep (-1). 0.141**
(0.057) i
pca_sign -0.073*
i (0.042)
pca_sign (-1) 0.097**
i (0.041)
Ln_Fuel_Export -1.512* -1.498*
(0.851) (0.852)
Ln_Fuel_Export (-1). 0.143 0.311
(0.303) (0.315)
GDP_Growth 0.025 0.025
(0.016) (0.017)
GDP_Growth (-1). 0.114 0.095
(0.080) (0.086)
Ln _Trade Open (-1). 0.026 0.038
(0.108) (0.074)
Ln_Infla 0.227 0.228
(0.169) 0.168)
Ln_Infla (-1). -0.002 -0.003
(0.115) (0.117)
Ln_Int_rate 14574 12.653
(10.409) (10.990)
Ln_Int_rate (-1). 1.474%* 12.653**
(0.622) (10.990)
Ln_Exch_rate -0.587 -0.595
(0.947) (0.947)
Ln_Exch_rate (-1). 0.781 0.728

(0.528) (0.512)
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Variables pca_represent_indicators pca_sig_indicators
Coef. Coef.
Pol_Stab -1.404 0.041
(2.724) (3.154)
Pol_Stab (-1). -5.049** -5.616***
(1.790) (1.620)
Ln_Inst_Qual 1.299 0.276
(1.322) (1.512)
Ln_Inst_Qual (-1). 3.375* 3.948**
(1.799) (1.717)
Ln_Lab_Cost 1.716* 0.979
(0.926) (0.950)
Ln_Lab_Cost (-1). 0.458 0.460
(1.385) (1.375)
Sector Dummy for all Outcome Yes Yes
Time Dummy for all Outcome Yes Yes
Number of obs 162 162
Number of Groups 6 6
Number of Instruments 175 175
Wald Chi_Square 32.08 11.24
Prob > Chi-Square 0.000*** 0.047**
Arellano-Bond Test
(Order 1) p-value D] P
Arellano-Bond Test 0.688 0.684

(Order 2) p-value

Note. *** ** and * indicate statistically significant at 1%, 5%, and 10% respectively.
Standard errors are in parentheses.

From Author's Calculation

The study investigates how financial development affects FDI by
incorporating interaction variables for institutional quality and political stability. The
analysis offers crucial insights into the variables influencing FDI in Myanmar by
utilizing the Generalised Method of Moments (GMM) and Principal Component
Analysis (PCA) for significant indicators enhanced by interaction terms. Table 5.3
presents the findings, which indicate significant financial indicators that affect the
attraction of FDI are generally consistent with the GMM analysis, with the exception
of continuous trade value. The interplay of financial development and institutional
quality is critical in attracting FDI. This emphasizes the necessity of robust

institutional frameworks in maximizing the positive aspects of financial development
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on FDI. Furthermore, the study shows that when included as an interaction term,

political stability not only has a considerable impact on FDI on its own but also

improves the effectiveness of financial development on FDI. This emphasizes the

importance of stable political conditions to properly utilize financial improvements to

attract and retain FDI.

Table 5.3

GMM Results for Analyzing Potential Mediating Factors

Variables
Ln_FDI/GDP

Ln_FDI/GDP (-1).
Ln_Loan_State_Owned
Ln_Loan_State Owned (-1)
Ln_Loan_Private
Ln_Loan_Private (-1)
Ln_Loan_Foreign
Ln_Loan_Foreign (-1)
Ret_Equity

Ret_Equity (-1)
Ln_Con_Trad_Volume
Ln_Con_Trad_Volume (-1).
Ln_Con_Trad_Value
Ln_Con_Trad_Value (-1).

Ln_Block_Trad_Volume

Ln_Block _Trad_Volume (-1).

pca_Significant_indicators (Coef.)

0.238***
(0.039)
0.784**
(0.352)
-0.673**
(0.280)
-0.193**
(0.770)
-0.147
(0.236)
0.079
(0.075)
0.076
(0.085)
-0.027
(0.019)
0.029
(0.019)
-0.177**
(0.071)
-0.124**
(0.061)
0.486
(0.501)
-1.494%**
(0.326)
0.152
(0.144)
0.607***
(0.181)
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Variables

Ln_Block_Trad_Value

Ln_Block Trad_Value (-1).

Ln_Infla

Ln_Infla (-1)
GDP_Growth
GDP_Growth (-1)
IQ_pca_sig
1Q_pca_sig (-1)
Pol_Sta_pca_sig

Pol_Sta_pca_sig (-1)

pca_Significant_indicators (Coef.)

0.106%**
(0.022)
-0.172%**
(0.029)
-0.044
(0.291)
0.448
(0.513)
0.063
(0.082)
-0.212
(0.179)
-0.274
(0.593)
2.641%%*
(0.518)
-0.632
(0.775)
-1.763%*
(0.572)

Note. *** ** and * indicate statistically significant at 1%, 5%, and 10% respectively.

Standard errors are in parentheses.

From Author's Calculation
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CHAPTER 6
CONCLUSIONS AND POLICY INFERENCES

6.1 Conclusions

This study investigated the impact of financial development on Foreign
Direct Investment (FDI) inflows into Myanmar from 2016 to 2022 by utilizing a panel
data approach, the Generalized Method of Moments (GMM) technique, and Principal
Component Analysis (PCA). Trends and patterns in FDI as well as Myanmar's
current financial development situation are investigated in the study. For the purpose
of determining the effects of financial development on FDI inflows and
comprehending the mediating and moderating roles of FDI determinants, an
investigative comparison of various indicators of financial development was
conducted, with a focus on those associated with the banking industry, stock, and
bond markets.

Initial investigation by GMM found that state-owned loans have a
beneficial influence on FDI inflows which highlights the government's crucial role in
promoting FDI through direct financial interventions. But over time, this influence
turns negative, pointing to possible long-term economic issues that could result in
fiscal constraints, such as increasing debt levels or inefficient capital allocation. It has
also been demonstrated that the capital-to-assets ratio, a crucial measure of financial
stability, strongly draws FDI, underscoring the need for a strong financial system.
Furthermore, it was discovered that FDI was significantly impacted by stock market
indicators such as block trading volume and continuous trade value, indicating the
necessity of a deep and liquid market to promote a favorable investment climate.

Furthermore, the Principal Component Analysis (PCA) confirmed the
findings of the GMM study, highlighting the importance of significant financial
development indicators previously identified as influential FDI in Myanmar. The
PCA and GMM results' alignment highlights the findings' robustness and consistency
of financial variables in influencing FDI.
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This study also reveals the importance of political stability, exchange rate,
and trade openness as the primary drivers of Foreign Direct Investment (FDI) in
Myanmar. Political stability appears as a critical element positively affecting investor
confidence and increasing FDI flows, both through a direct impact and mediating role,
illustrating the importance of a stable governance environment for investment
sustainability. Institutional quality positively influences the role of financial
development in promoting FDI, especially for state-owned loans. Collectively, these
indicators considerably influence and moderate Myanmar's attractiveness to foreign
investors, implying that strategically focusing on these areas could successfully
promote FDI.

In addition, a favorable exchange rate has significance because it increases
incentives for foreign investors, especially those relating to export-oriented FDI.
Furthermore, higher degrees of trade openness correlate favorably with increased FDI
inflows, highlighting the need to maintain an open economic policy that allows for the

free flow of goods and services.

6.2 Policy Inferences

The findings of this study highlight the dual nature of state-owned loans in
Myanmar. While they initially increase Foreign Direct Investment (FDI), they may
eventually lead to greater indebtedness and inefficient resource utilization. To avoid
these risks, the government should impose flexible limitations on the amounts of
state-owned loans, which can be adjusted based on current economic conditions.
Furthermore, although providing these loans could attract more foreign investment,
utilizing loans in activities or sectors that are expected to provide long-term benefits is
crucial in harnessing long-term benefits from FDI as well as ensuring sustained
economic development in the country. The power sector is one of Myanmar's top
receivers of FDI and this sector not only provides power to companies and residences,
but it also has a substantial impact on the operating efficiency of other sectors. Using
loans to develop and modernize power infrastructure, such as increasing generation
capacity, boosting grid stability, and investing in renewable energy sources, could

increase the sector's attractiveness to foreign direct investment. This investment will
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directly contribute to industrial growth and overall economic development. Moreover,
the manufacturing industry is expanding due to a substantial increase in FDI, which is
indicative of the industry's capacity to scale up production and exports. Loan-based
investment can be used strategically to improve production facilities, incorporate
advanced technology, and enhance supply chains. Such changes are critical for
increasing Myanmar's manufacturing sector's global competitiveness and attracting
more FDI through higher efficiency and superior product quality.

Furthermore, FDI is significantly impacted by stock and bond market
indexes, underscoring the significance of a healthy financial system. Improving
market infrastructure, reinforcing regulatory frameworks, and enhancing market depth
and liquidity through incentives for both domestic and foreign investors are essential
to capitalize on this. Given the beneficial relationship between increased FDI inflows
and trade openness, Myanmar should keep liberalizing its trade policy. This requires
actively participating in reducing tariff and non-tariff trade measures at the regional
and global levels.

Political stability is essential for attracting and retaining FDI. To
effectively anticipate and manage political risks, it is important to strengthen the rule
of law and ensure open governance procedures. This can enhance investor confidence
through increased transparency in legislative frameworks, economic conditions, and
government operations. By publicly declaring policy changes and engaging with both
international and domestic investors through transparent channels, Myanmar can
create a stable and attractive investment climate. Moreover, as previously discussed
the One Stop Service (OSS) established in 2016 aims to attract FDI by providing
guidelines, accepting applications, handling information requests and resolving
grievances. By streamlining investment procedures and offering clear, reliable
information, the OSS, including the approval of export and import permits and the
recent implementation of MOVAS (MIC-permitted companies Online Visa
Application System), enhances essential services such as export and import processes
and the application process for visa extensions, re-entry visas, and labor cards for
foreign directors, experts, and their families. These procedures are primarily
facilitated by the Trade, Customs, and Immigration departments under OSS.

To enhance Myanmar's One-Stop Service (OSS) and create a more

investment-friendly climate, it is beneficial to review successful OSS models from
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neighboring ASEAN countries, including Thailand, Indonesia and Singapore. Despite
Myanmar's existing integration of government agencies through a single-window
system, there are valuable lessons to be learned. For instance, Thailand's Board of
Investment (BOI) effectively streamlines investment procedures through the One Start
One Stop Investment Center (OSOS) and significantly reduces administrative burdens
by providing comprehensive support from initial inquiries to post-investment services.
This initiative is part of Thailand's successful investment promotion regime, which
has consistently supported the private sector as the engine of economic growth (OSOS
Investment Center, Bangkok). Moreover, the Singapore Economic Development
Board (EDB) sets a benchmark with its One-Stop Service (OSS) by leveraging digital
integration to offer real-time, transparent information and seamless application
processes, which are particularly attractive to high-tech industries. This approach not
only facilitates investments but also supports the transformation and productivity
enhancement of existing companies, contributing significantly to Singapore's GDP
and sustainable economic growth (Singapore Economic Development Board).
Indonesia’s Investment Coordinating Board (BKPM) further exemplifies effective
OSS practices. BKPM provides a streamlined process for investment licensing
through its Online Single Submission (OSS) system, which integrates services from
various government agencies and offers a transparent, efficient, and user-friendly
platform for investors (Indonesia Investment Coordinating Board). These systems
highlight the importance of centralized processing, inter-agency coordination, and
digital integration, all of which Myanmar has already implemented to some extent. By
adopting best practices such as enhanced digital platforms for real-time information
provision and seamless application processes, Myanmar's OSS can improve its
efficiency and responsiveness. This will simplify investment procedures, ensure
reliable information flow, and foster a more conducive environment for foreign direct
investment, ultimately promoting sustainable economic growth.

Future studies should focus on the long-term effects of existing policy
initiatives, especially the efficiency of state-owned loan management and the
incentives intended to promote the growth of the financial market. Further research is
also required to delve deeper into the causal linkages between political stability and

FDI, studying how various governance features influence investor confidence and
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economic consequences. This would improve knowledge of the direct effects that

policy openness and stability have on investment flow.
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Table A.1

APPENDIX A

GMM Analysis for GDP with more Lagged Levels

90

Variables GDP_2 Lag Levels | GDP_3 Lag_Levels
Coef. Coef.
Ln_FDI/GDP - -
Ln_FDI/GDP (-1) 0.264*** 0.228***
(0.265) (0.028)
Ln_Loan_State_Owned 0.660* 0.392
(0.385) (0.272)
Ln_Loan_State Owned (-1) -0.134* -0.425**
(0.29) (0.212)
Ln_Loan_Private -0.134* -0.059
(0.081) (0.090)
Ln_Loan_Private (-1) 0.031 0.067
(0.237) (0.205)
Ln_Loan_Foreign 0.069 0.053
(0.309) (0.071)
Ln_Loan_Foreign (-1) 0.048 0.044
(0.079) (0.081)
Ret_Asset - -
Ret_Asset (-1) - -
Ret Equity 0.000 0.003
(0.009) (0.011)
Ret_Equity (-1) 0.015** 0.013**
(0.008) (0.004)
Ln_Lg_Assets Tota 0.677** 0.565***
(0.214) (0.133)
Ln_Lg_Assets_Tota (-1) - -
Ln_Lg Assets STLia - -
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Table A.1

GMM Analysis for GDP with more Lagged Levels (Cont.)
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Variables GDP_2 Lag Levels | GDP_3 Lag Levels
Coef. Coef.
Ln_Lq_Assets_STLia (-1) - -
Ln_Cap_Assets - -
Ln_Cap_Assets (-1) - -
Ln_TBonds_Auct - -
Ln_TBonds_Auct (-1) - -
Ln_TBonds_NonAuct - -
Ln_TBonds_NonAuct (-1) -
Ln_Con_Trad_Volume -0.106 -0.126*
(0.072) (0.074)
Ln_Con_Trad_Volume (-1) -0.232*** -0.208***
(0.048) (0.045)
Ln_Cont_Trad Value 0.506*** 0.481***
(0.047) (0.076)
Ln_Cont_Trad_Value (-1) 0.209 0.481***
(0.148) (0.076)
Ln_Block_Trad_Volume 0.247%** 0.251***
(0.028) (0.027)
Ln_Block Trad_Volume (-1) 0.011 -0.006
(0.063) (0.055)
Ln_Block Trad Value 0.012 0.008
(0.019) (0.019)
Ln_Block_Trad_Value (-1) -0.010 -0.005
(0.015) (0.017)
Ln_Fin_Dev_Overall - -
Ln_Fin_Dev_Overall (-1) - -
Ln_Fin_Inst - -
Ln_Fin_Inst (-1) - -
Ln_Fin_Inst_Access - -
Ln_Fin_Inst_Access (-1) - -
Ln_Fin_Inst_Depth - -
Ln_Fin_Inst_Depth (-1) - -
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GMM Analysis for GDP with more Lagged Levels (Cont.)
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Variables GDP_2 Lag Levels | GDP_3 Lag_ Levels
Coef. Coef.
Ln_Fin_Inst_Effe - -
Ln_Fin_Inst_Effe (-1) - -
Ln_Fuel _Export - -
Ln_Fuel _Export (-1) - -
GDP_Growth 0.184** 0.033
(0.101) (0.028)
GDP_Growth (-1) -0.156** -0.006
(0.070) (0.014)
GDP_Growth (-2) -0.106 -0.010
(0.089) (0.028)
GDP_Growth (-3) - -0.108
(0.069)
Ln_Trade_Open - -
Ln_Trade_Open (-1) - -
Ln_Infla -0.296** -0.208
(0.099) (0.245)
Ln_Infla (-1) 0.568 0.387
(0.417) (0.335)
Ln_Int_rate - -
Ln_Int_rate (-1) - -
Ln_Exch_rate - -
Ln_Exch_rate (-1) - -
Pol_Stab - -
Pol_Stab (-1) - -
Ln_Inst_Qual - -
Ln_Inst_Qual (-1) - -
Ln_Lab Cost - -
Ln_Lab_Cost (-1) - -
Sector Dummy for all Outcome Yes Yes
Time Dummy for all Outcome Yes Yes
Number of obs 156 150
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Table A.1

GMM Analysis for GDP with more Lagged Levels (Cont.)

Variables GDP_2 Lag Levels | GDP_3 Lag_ Levels
Coef. Coef.

Number of Groups 6 6

Number of Instruments 177 170

Wald Chi_Square 2.450 52.87

Prob > Chi-Square 0.000*** 0.000***

Arellano-Bond Test(Order 1) p- 0.061** 0.061**

value

Arellano-Bond Test (Order 2) p- 0.374 0.45

value

Note. *** ** and * indicate statistically significant at 1%, 5% and 10%
respectively. Standard errors are in parentheses.

From Author's Calculation
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Table B.1

94

APPENDIX B

GMM Regression for all Indicators

Variables All_Finan_Indicators
Ln_FDI/GDP -
Ln_FDI/GDP (-1) 0.25%**
(0.024)
Ln_Loan_State Owned 0.731**
(0.351)
Ln_Loan_State_ Owned (-1) -0.716**
(0.311)
Ln_Loan_Private -0.158
(0.100)
Ln_Loan_Private (-1) -0.095
(0.223)
Ln_Loan_Foreign 0.093
(0.075)
Ln_Loan_Foreign (-1) 0.047
(0.091)
Ret_Asset 1.147
(0.798)
Ret_Asset (-1) 0.414
(0.713)
Ret_Equity -0.067
(0.049)
Ret_Equity (-1) -0.011
(0.054)
Ln_Lqg_Assets_Tota -2.177
(2.109)
Ln_Lqg_Assets _Tota (-1) -0.278
(1.298)
Ln_Lqg_Assets STLia 6.561
(3.035)
Ln_Lqg_Assets_STLia (-1) -0.781
(2.642)
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GMM Regression for all Indicators (Cont.)
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Variables

All_Finan_Indicators

Ln_Cap_Assets

Ln_Cap_Assets (-1)

Ln_TBonds_Auct 1.465
(2.300)
Ln_TBonds_Auct (-1) 2.25%**
(0.616)
Ln_TBonds_NonAuct -3
(2.593)
Ln_TBonds_NonAuct (-1) -3.06***
(1.169)
Ln_Con_Trad_Volume -0.1
(0.070)
Ln_Con_Trad Volume (-1) -0.238***
(0.054)
Ln_Cont_Trad Value 0.58***
(0.050)
Ln_Cont_Trad Value (-1) 0.24
(0.162)
Ln_Block Trad Volume 0.266***
(0.032)
Ln_Block_Trad_Volume (-1) 0.031
(0.063)
Ln_Block Trad_Value 0.015
(0.020)
Ln_Block_Trad_Value (-1) -0.013
(0.015)
Ln_Fuel _Export 1.08
(0.971)
Ln_Fuel_Export (-1) -1.088
(0.725)
GDP_Growth 0.018
GDP_Growth (-1) -0.091
Ln_Trade_Open 0.677
(0.523)
Ln_Trade_Open (-1) 1.806*

(0.691)
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GMM Regression for all Indicators (Cont.)
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Variables All_Finan_Indicators
Ln_Infla -0.089
(0.328)
Ln_Infla (-1) 0.305
(0.365)
Ln_Int_rate -
Ln_Int_rate (-1) -
Ln_Exch_rate 5.441%**
(1.147)
Ln_Exch_rate (-1) -0.704
(1.040)
Pol_Stab -3.55%**
(1.158)
Pol_Stab (-1) -0.086
(5.240)
Ln_Inst_Qual -
Ln_Inst_Qual (-1) 6.475
(4.652)
Ln_Lab Cost -
Ln_Lab Cost (-1) -0.831
(4.745)
Sector Dummy for all Outcome Yes
Time Dummy for all Outcome Yes
Number of obs 162
Number of Groups 6
Number of Instruments 181
Wald Chi_Square 1.38
Prob > Chi-Square 0
Arellano-Bond Test(Order 1) p-value 0.0602
Arellano-Bond Test (Order 2) p-value 0.494

Note. *** ** and * indicate statistically significant at 1%, 5% and 10%

respectively. Standard errors are in parentheses.

From Author's Calculation
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