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Black Markets, Economic Growth and Freedom - Burma





By Khin Oo

Today the citizens of Burma, a nation of almost 48 million people, live in virtual slavery under a brutal military regime that deprives everyone not only of their livelihood, but also their civil rights. During four decades, the military junta has raped the land as well as the people and has transformed one of the wealthiest nations in Asia into one of the poorest with an annual per capita income of under US$300. The economy has collapsed due to the military misrule and the country has developed a drug dependent economy as the second largest producer of heroin in the world. The Burmese people have suffered from a wide variety of economic and social hardships such as economic downturn, high inflation, widespread famines and HIV/AIDS epidemic across the country. Also, they have experienced a series of human rights violations such as forced labor, child labor, arbitrary arrests, and rape against the ethnic minority women as well as female political prisoners under the current ruling regime. 
 
In 1988, a nationwide revolt led by students broke out calling for the end of  military misrule. It resulted in bloodshed, killings of thousands of demonstrators, imprisoning and torturing many activists and protestors. The National League for Democracy Party, led by the 1991 Nobel Peace prize laureate, Aung San Suu Kyi, won elections in 1990 by more than 60% of the popular vote and 80% of the parliamentary seats. The regime refused to acknowledge the election result and has put her under house arrest periodically for fourteen years periodically while imprisoning, torturing and killing many of her party members. 
 
Due to the regime’s record of human rights violations and refusal to transfer power to the legitimate government, the United States and European Union have imposed economic and humanitarian sanctions on Burma. Foreign investors are less inclined to make substantial investment in Burma because of its political and economic instability, rampant corruption and inefficient command economy with nationwide black markets. 




Background Information on Burma

Land Area



676,577 sq. kilometers

Population



47,255,000 (1998 est.)

Annual Population Growth Rate
1.84%

Urban Population


26.6% of total population

Infant Mortality (1992-97)

79 (per 1000 live births)

Childhood Mortality


131 per 1,000 (Under 5)

Average Life Expectancy

60 years (average)

(At Birth)



59 years (male)






62 years (female)

Per Capita Income
Kyat
 1,670 (1998) = $278 

(at official exchange rates)

GDP (1998-99)


$14.2 billion

State Expenditure (1997-98) (% of GDP)


Health

0.3


Education
0.9


Military
1.5-4.5

Exchange Rate – Official rate
Kt. 6.2    = $ 1.00


       Black market rate
Kt. 1,000 = $1.00


Note: Source materials are derived from David I. Steinberg, Burma: The State of Myanmar (Washington DC, Georgetown University Press, 2001).

       The Economy of Burma

Overview

Burma is a resource-rich country that suffers from abject rural poverty. The military regime took steps in the early 1990s to liberalize the economy after decades of failure under the "Burmese Way to Socialism," but those efforts have since stalled. Burma has been unable to achieve monetary or fiscal stability, resulting in an economy that suffers from serious macroeconomic imbalances - including an official exchange rate that overvalues the Burmese kyat by more than 100 times the market rate. In addition, most overseas development assistance ceased after the junta suppressed the democracy movement in 1988 and subsequently ignored the results of the 1990 election. Burma is data poor, and official statistics are often dated and inaccurate. Published estimates of Burma's foreign trade are greatly understated because of the size of the black market and border trade - often estimated to be one to two times the official economy.

GDP Growth Rate


2.3% (2001 est.)

GDP Composition by Sector 
(2000 est.)

Agriculture

42%

Industry

17%



Services

41% 

Labor Force



23.7 million (1999 est.)

Labor Force by Occupation


Agriculture

65%


Industry

10%


Services

25%

Exports


US$ 2.6 billions (2002)

Export Commodities
Apparel 55%, Foodstuffs 18%, Wood products 13%, Precious stones 2% (2000)

Export Partners
US 27%, India 16%, China 7%, Japan 6%, 

Singapore 6% (2000 est.)

Note: Official trade data does not include trade in illicit goods such as drugs, teak and gems. 

Imports


US$ 3.0 billions (2002)

Import Commodities
Machinery, transport equipment, construction materials, food products, textile fabrics, petroleum products.

Import Partners
China 26%, Singapore 23%, South Korea 15%, 

Japan 10%, Taiwan 10% (2000 est.)

Industries 
Agricultural processing, knit and woven apparel, wood and wood products, copper, tin, tungsten, iron, construction materials, pharmaceuticals, fertilizer.

Agriculture Products
Rice, pulses, beans, sesame, groundnuts, sugarcane; hardwood; fish and fish products.

Note: Source materials for this section – Economy of Burma – are derived from the CIA World Fact book 2002: http:// www. cia.gov/publications/factbook/geos/bm.html#Econ 

With supplements from The Burma Fund 2003: http://www.burmafund.org/

Black Markets, Economic Growth and Freedom: Burma

Introduction


Burmese people today suffer extreme distress because of the stranglehold that nearly a half-century-old military government has placed on the nation’s economy. Endemic government corruption, the rise of rampant black markets, and a host of economic and political restrictions when combined with a failed educational system have together brought untold misery to Burma’s nearly forty eight million citizens. The Burmese people will only overcome this tragedy once corruption is brought under control, official and black market exchange rates are adjusted, there is a reduction in black markets, and people have greater degree of freedom which include civil rights, economic facilities and both economic and political transparency guarantees.


In the first section, I will discuss the relationship between black markets and economic growth of Burma. Black markets in Burma have had a huge negative impact on the economic growth of the country. The Burmese economy remains inefficient with nationwide black markets. Many forms of black market activity in Burma create a climate of uncertainty and a lack of economic and political transparency.  Black markets for foreign exchange, in particular, have a direct negative impact on the economic growth.  The volatility and rapid decline of the value of the national currency, Kyat, in recent decades discourages foreign and local investors from making any substantial amount of investments, which in turn hinders long-term economic growth. Corruption is rampant due to trade, price and foreign exchange controls imposed by the regime. These problems are becoming so endemic in the country that they have negatively affected the efficiency of the economy, thereby hindering overall economic growth. Therefore, a strong universal or negative correlation between corruption and economic growth can be observed. In addition, due to a variety of government restrictions, people tend to exploit time and resources to secure monopolies in an attempt to make profits. This phenomenon incurs a huge amount of social cost because time and resources involved can be used efficiently elsewhere for the society.

In the second section, I will discuss the nature of black markets within the context of the idea of freedom and their social, political and economic repercussions on the Burmese economy and society. There is a strong correlation between freedom and efficiency and thus economic growth. According to the 1998 Nobel Prize economist Amartya Sen, development is the process of expanding freedoms that people have such as economic facilities,
 transparency guarantees
 and civil rights. When the government deprives people of their economic opportunities, for example, the right to exchange in markets freely, black markets are formed. Such black markets affect the economic growth through efficiency and thus total factor productivity.
 Restrictions of economic freedom and lack of transparency in both political and financial sector in Burma have resulted in financial crises, which further hinder economic growth.

Economic development and democracy are contingent upon each other as Sen argues. Achieving economic freedom, and thus growth in the long run, will help citizens to secure more political freedom and vice versa. There is also a strong relationship between good governance and human development. In addition, bad governance can result in such economic disasters as famine and poverty. When people are deprived of their political rights and civil liberties under bad governance, they cannot lead normal and dignified lives. This can be a great harm to the expansion of human development.

 Section I

Black Markets and Economic Growth

Economic Theory of Black Markets

When a trade or industry creates a situation of scarcity or glut by manipulation of the economic forces of supply and demand, we have a black market situation.
 Such black market conditions will produce huge returns on investment for people involved in that trade or industry. This kind of black market condition can occur in currency or goods markets. 

Supply and Demand Analysis


It is important to understand the supply and demand analysis before we look into nationwide black markets of Burma. 



Diagram I: Supply and Demand Diagram for Black Markets







A price ceiling is formed when a government imposes a limit on how high a price can be charged.  A price ceiling may be above or below the market equilibrium, but it only distorts the market and leads to a black market if the ceiling is below the equilibrium price.  When the government mandates price controls in the market, the price ceiling is set below the market equilibrium price as shown in Diagram I. This phenomenon leads to the condition where suppliers do not want to sell enough quantity of goods because of low prices. The result is that quantity demanded is greater than quantity supplied, thereby creating shortages. It gives sellers incentives to meet excess demand by charging an illegally high price. A black market operates in an economy of scarcity. In black markets, goods move illegally at prices above the official price and in quantities not authorized by the rationing system in many developing countries.  

Dual Official-Black Markets for Foreign Exchange 


The exchange rate is the rate at which one country’s currency can be traded for another country’s currency; the exchange rate can be either flexible or fixed. A flexible exchange rate occurs when the exchange rate is set by market forces, i.e. supply and demand for a country’s currency.  A fixed foreign exchange rate is the rate that is set and government is committed to buying and selling its currency at a fixed rate. The black market exchange rate is determined by market forces. Black markets for foreign exchange typically emerge when governments establish and control the price at which the currency is traded. This phenomenon results in excess demand or supply of the currency, which needs to be satisfied in a second market.


Another reason for the development of black markets for foreign exchange is the existence of an underground (informal) economy in the country. Importers who under-invoice
 to avoid tariffs will need to obtain an amount of foreign exchange equal to the difference between the actual and the declared value of their shipments. Exporters who under-invoice to avoid export taxes will possess illegally earned foreign exchange that they will be willing to sell. The market formed by these illegal traders is referred to as the black market for foreign exchange.
 

Foreign Exchange Controls in Burma


Burma has had a fixed exchange rate system where the government officially sets the value of the exchange rate. It has an overvalued exchange rate and overvalued currency, which means that an exchange rate is higher than its fundamental value. Strict foreign exchange regulations and controls are imposed by the Ministry of Finance and Revenue. The foreign exchange rate, transactions and accounts of all foreign and Burmese companies are directly controlled by such state financial institutions. 

Foreign exchange controls impose a tremendous amount of difficulties to both foreign and local businesses people. Despite the policy of allowing domestic private companies to open foreign exchange accounts and use them for export and import, all are under the strict regulation of monetary authorities. All foreign exchange accounts are required to be kept at zero interest with those major financial institutions.
 The Burmese regime has imposed foreign exchange controls to gain revenue in the form of tax from trade transactions or foreign investment.  Foreign investors often find themselves in a situation where they have to do transactions at the official exchange rate, and they have a lower rate of return from their investments. This kind of direct intervention in international transactions has a huge economic cost, including reduced access to foreign goods and credit.


Private citizens are not allowed access to, or use of, foreign exchange. For example, the maximum foreign exchange allowed to a Burmese national for travel abroad in 1990s was limited to $65 per trip.
 The remittance of foreign exchange from abroad is controlled by allowing the recipient to withdraw 25% of the allotment in Kyats at the official exchange rate on the spot, while the rest may be kept in saving accounts at zero interest rate.
 Therefore, most remittances from abroad are transferred through black market dealers called hundis at home and abroad. 


The artificially fixed exchange rate is pegged to the US$ at the rate of 6 Kyats per dollar. However, the early 2003 black market exchange rate hovered around Kt 1,000 = US $1, indicating that the official exchange rate is approximately 167 times overvalued. The 1993 regulation requires all foreign tourists to purchase a minimum of $200 worth of certificates for goods and services that cannot be redeemed upon leaving Burma.
   

Per capita income for 1998 was Kt. 1,670, which is equivalent to $278 at the official exchange rate.
 This per capita income can be recognized as US$ 1.6 at black market exchange rates.  Therefore, the government’s claim that Burma has achieved economic development seems spurious. Following the economic slowdown since the late 1990s, the State has established tighter administrative controls for foreign exchange rationing. For example, it is now illegal for Burmese citizens to hold any US dollars except for foreign exchange license holders.  A license holder can hold the maximum of 1,000 dollars before depositing into the foreign exchange account. However, some people engage in black markets for foreign exchange by making profits by buying the US dollar when the value of the dollar gets depreciated compared to the local currency and selling it back when it gets appreciated. 


Table I indicates huge spreads between the official and unofficial/black market foreign exchange rates development from 1988 to 1996. Graph I indicates the dramatic rise in black market foreign exchange rate (to US$) and the percent change of exchange rates for foreign exchange from 1989 to 2003. 
Table I: Average Black Market and Official Exchange Rates (to US$)




           1988    1989    1990    1991    1992    1993    1994    1995    1996


Black Market (Kt.)
 45
 60
 80
122
110
117
110
120
148

Official Market (Kt.)
5.0
5.8
6.6
 6.2
 6.3
 6.1
 6.1
5.9
 5.9



Source: U.S. Embassy, Retail Prices of Selected Goods, Rangoon (1988-94) and private information for 1995-96. Cited in Mya Maung, op. cit, p. 516.




        
1997   
    1998       1999       2000        2001       2002       2003


 

Black Market (Kt.)
219
     326
        346
379
  637
    947        1,000 

Official Market (Kt.)
 6.0
      6.0          6.0
 6.0
   6.0
     6.0
         6.0



Source: Information derived from private family sources in Burma, 2003.
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Data Source: Mya Maung, op.cit and personal survey. 

Macroeconomic Effects of Black Market for Foreign Exchange


Black markets have an impact on a number of macroeconomic variables, 　especially on the fiscal deficit and domestic prices as follows:

Fiscal Effect

There is one significant fiscal effect on government revenues in relation to the existence of a black market for foreign exchange. A black market deprives the government of revenues that could otherwise be captured through trade taxes. Taxes are not paid for smuggled exports and imports. For most developing countries including Burma, trade-related taxes are an important source for government revenues. Therefore, having black markets is likely to cause a significant decrease in government revenues in developing countries.  This is one of the main reasons why the Burmese government attempts to restrict or often times eliminate black markets. In addition, the expansion of a black market weakens the effectiveness of exchange controls. High black market premiums, the ratio of the black market to official foreign exchange rate, serve as a strong incentive in Burma to divert export receipts from the official to the black market. Kamin (1993) found empirical evidence that there is a negative relationship between black market premiums and officially recorded exports.  The reason is because if there are more exports than are officially recorded, there will be more transactions to make in black markets and the black market rate tends to get much higher than the official one. Graph II demonstrates the upsurge of black market premiums, which jumped from 800% to 2,367% during the period of 1988-1996.
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Source: Mya Maung, op.cit, p 516.

Effect on Domestic Prices
Domestic prices are affected by a dual official/black-market exchange rate. In dual exchange rate models, which assume that some trade transactions are channeled through black markets, the domestic prices depend on the exchange rate in both markets. Under a dual official/black-markets regime, the complete separation of markets is even harder to achieve. Since the foreign exchange is rationed in the official market, the demand for foreign exchange in the black market depends on the supply of foreign exchange in the official market.

In economic models with foreign exchange rationing and a black market for foreign exchange, the overall domestic price level is more closely affected by the black market exchange rate.
  The domestic price and the black market exchange rate have a strong positive relationship, which means that the higher the black market exchange rate or the more the local currency gets devalued, the higher domestic price is likely to observe, since not all goods have a price ceiling. Graph III where I examine the relationship between the average black market exchange rates to US$ and gasoline prices in Rangoon black markets, confirms this fact. The fact that the log graph has shown two near identical trends for the average black market exchange rate and black market gasoline prices demonstrates the positive relationship of these two variables. For example, from 1991 to 1992, the black market exchange rate declined from Kt. 122 to Kt. 110 per US$ (9.8 percentage decrease). The black market gasoline price also fell from Kt. 240 to 190.7 per gallon in the same period (20.5 percentage decrease). A strong correlation is observed between two variables: overall domestic price level and black market foreign exchange rates. 

[image: image3.wmf]Graph III: Average black market exchange rates (to US$) 
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Note: Source data is derived from Mya Maung, op.cit, pp. 510-516. As of March 2003, the buying and selling price of gasoline in black markets is Kt. 750 and 850 respectively.

Despite its attempts to dictate domestic price levels, the regime has failed to control rampant inflation. In Burma, the annual rate of inflation has outstripped the rate of GDP growth by three to four times.
 The main cause of inflation has been the lack of monetary and fiscal discipline by the government that has been printing new bank notes including FECs (Foreign exchange certificates or Burmese dollars) at an annual average rate of 40.6% 
 since 1988 to finance its escalating deficits.  In his report to the United Nations Development Program, the UNDP staff member Minoru Kiryu has reported that the recent price increases in Burma cannot be viewed as a healthy counterpart to economic growth and development. They must be seen as an indication of abnormalities in the economy, and as a stumbling block to stable development. Kiryu claims that overvaluation of Burmese currency and dual price structures are two of the five economic factors that are responsible for price increases in Burma.
 The problem of price increases or inflation is an unfavorable result of many economic restrictions imposed by the regime, thereby creating black markets for foreign exchange. Generally speaking, governments hold the exchange rate constant when they are afraid of inflation. Ironically, in Burma, the regime has been trying to maintain a fixed exchange rate together with strict market controls despite the high inflation rate. It should be noted that this only worsens the situation and that inflation has put pressure on Burma to depreciate the Kyat. Burma cannot and should not maintain a fixed exchange rate and have a high inflation rate at the same time while markets are strictly controlled. 

Black Money

In the economic literature of the 1940s, money operating in black markets was called “black money.” The term indicates money which is not clean or which has a stigma attached to it. It symbolizes money, that has been earned by violating the provisions of law and even social conscience, and which is kept secret and unaccounted for. Today, the term “black money” is generally used to denote unaccounted money or secret income and/or undisclosed wealth as well as money involved in transactions wholly or partly suppressed.
 The Indian economist Ray argues that the black money affects public revenues, limits the national productivity, drains the balance of payments, distorts equity and hinders economic progress.

Black or Drug Money in Burma

The tentacles of black money have affected every sector of economic activity in Burma and have proven to be major drawbacks in an attempt to build a healthy economy.  The effect of drug money in Burma is disastrous in many ways. In exchange for not fighting with the central authorities, the military government has granted a group of the world’s top drug dealers official permission to grow opium in border areas, especially in the Golden Triangle Area that is the border area between Burma, Thailand and Laos, and engage in any kind of trade. 

The profits from those operations, a substantial amount of drug or black money, are laundered in banks in Asian countries and reinvested in such legitimate regional businesses as hotels, real estate, banks, department stores, and similar operations which showed an almost undetectable, fast turnover of profits.
 The extent of this laundering is indicated by the fact that when the prominent drug lord Khun Sa surrendered in 1996, the government permitted him to legally transfer an amount of 600 million Thai baht (U.S.$ 24 million) was transferred to Rangoon from various institutions in Thailand.
 If that amount is transferred legally and publicly, the illegally transferred drug money must reach significant amounts.


Since 1990, trafficking organizations based in such border areas as Kokang and the Wa Hills have also invested millions in “export, import, general trading and construction" in Burma. Drug-related investments have been so intensive that the U.S. embassy in Burma noted that Burma's export of opiates amounted to U.S. $922 million, at the official exchange rate, for the fiscal year that ended March 31, 1996. The absence of any major foreign investment other than American and European commitments to oil and gas exploration, has made Burma increasingly dependent upon the drug money or investment by drug trafficking.
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Source: Burma: Foreign Economic Trends Report, The US Department of State, Washington DC, 1996; Ronald D. Renard, The Burmese Connection: Illegal Drugs and the Making of the Golden Triangle, Boulder, CO, 1996; Doug J Porter, Wheeling and Dealing: HIV/AIDS and Development of Shan State Borders, Australian National University, Canberra, 1994: Cited in Economic Development of Burma: A Vision and a Strategy, p. 134.

Table II: Top Four Opium-Producing Countries, 1989-1996 (In metric tons)

Year

Burma

Afghanistan

Laos

Pakistan


1986

1,100


300

250

200

1987

1,200


600

260

250

1988

1,250


700

260

250

1989

2,450


600

300

150

1990

2,250


400

250

200

1991

2,300


480

250

210

1992

2,270


650

250

200

1993

2,600


700

210

200

1994

2,100


950

 80

200

1995

2,300
                     1,250

200

180

1996

2,560


n.a.

200

 n.a


Source: U.S. Department of State, cited in Rotberg, op.cit.
The Solow Growth Model

Black markets can have a significant negative impact on a country’s overall economic growth. Black markets for foreign exchange discourage foreign direct investment as well as local ones in Burma. As a developing country, Burma needs much foreign direct investment to have its economy grow. In addition, due to many forms of nation-wide black markets, the whole economy has become so inefficient that it negatively affects overall economic growth.  It is important to analyze how those factors impact overall economic growth in the context of the Solow growth model. 

The Nobel Laureate Robert Solow has developed a model that focuses on the contribution of each term in the production function, such as capital, labor and total factor productivity, to economic growth. This methodology is more of an accounting framework based on actual data than an economic model. It is an attempt to answer the question of what proportions of economic growth can be attributed to growth in capital stock and labor force, and changes in overall efficiency. Solow’s procedure is usually referred to as “growth accounting
” or “sources of growth analysis.” It is based on the assumption that an economy’s output of goods and services depends on the quantities of available inputs, such as capital and labor, and on the productivity of those inputs. The relationship between outputs and inputs is described by the production function:

Y = F (K, L, A)           (Equation: I)

where Y  = Real output produced in a given period of time;

F
 = A function relating output Y to capital K and labor N;

K = The capital stock, or quantity of capital used in the period;

L = The number of workers employed in the period;

A = A number measuring overall productivity or total factor productivity.

Solow (1957, 1965) found that a majority of nations' economic growth was attributable to "technical change" or "total factor productivity growth." According to Solow’s classic 1957 paper, the change in labor productivity was caused by two separate factors: “Technical change," i.e. improvements in knowledge, methods, etc. and “Capital deepening,” i.e. a rise in the amount of capital per unit of labor. This method is widely applied in any analysis of countries and industries. 

We refer to A as total factor productivity, or simply productivity.  Increases in productivity correspond to improvements in production technology or to any other change in the economy that allows capital and labor to be utilized more effectively.  Total factor productivity is one of the most important factors in determining long-term living standards. Ongoing productivity growth can lead to continuing improvement in output and consumption per worker. Governments attempt to enhance or sustain productivity growth by: 

· Improving the quality of a nation’s infrastructure – building highways, bridges, utilities and dams,

· Building human capital through educational policies, worker training and relocation programs, and

· Encouraging research and development that affects scientific and technical progress. 

If inputs and productivity are constant, the production function states that output will also be constant – there will be no economic growth. For output to grow, either the quantity of inputs must grow or productivity must improve or both. The rate of growth of output is dependant upon the rate of growth of capital, labor and total factor productivity. An economy will not grow unless at least one of those factors grows significantly. This is called “the growth accounting equation.” 

Impact of Black Markets on Overall Economic Growth

The Solow growth model is an important economic tool in the analysis of the impact of black markets for foreign exchange on a country’s growth because it explains how black markets affect overall economic growth. As discussed earlier, three growth factors are capital accumulation, labor growth and productivity or efficiency growth. This section presents a discussion of how black markets for foreign exchange in Burma negatively affect overall growth through capital flight and inefficiency of the economy.  The exchange rate volatility and the continuing decline of the national currency Kyat results in capital deficiency. Moreover, the business climate of uncertainty and lack of consistency of government policies combined with widespread corruption further hinder Burma’s economic growth through their negative impact on efficiency as well as capital accumulation.

Black markets for foreign exchange, in particular, have a direct negative impact on overall economic growth.  The volatility and rapid decline of the national currency, Kyat, in recent decades discourages both foreign and local investors in making any substantial amount of investments. Moreover, rules concerning the currency controls are often changed without prior notice. A research group for the economic development of Burma
 pointed out that foreign investors often have difficulty working with two systems of exchange rate in terms of the value of their investment and converting their earnings in Kyat to FEC and US$ for the payments abroad. Therefore, many foreign investors make investments in hotel and tourism business where they can earn their money in US dollars.  The Solow growth model suggests that those factors together contribute in hindering overall long-term economic growth through capital deprivation. 


According to the Solow growth model and growth accounting equation, the business climate of uncertainty, lack of transparency and accountability of government’s fiscal and monetary policies, rent-seeking activities
 and corruption, which many forms of black markets create, further obstruct the economic growth of the country through capital deprivation and lower level of efficiency. The unpredictability of the costs of doing business associated with corruption and exchange rate volatility has resulted in a deficient amount of capital in the country. Moreover, foreign investors find it difficult and inefficient to work with the bureaucratic government structures, lack of transparency and lack of credibility of government policies concerning foreign exchange and investment. Investors already in Burma have started to leave because of the above-mentioned problems. 

James A. Kelly, an assistant secretary of state for East Asian and Pacific Affairs, has reported that new foreign investment dropped by 92% in the first half of 2002 compared with the first period in 2001 in Burma.
 The U.S. embassy in 1996 reported that foreign direct investments plunged from 9.3% to 5% of legal GDP and gross legal investment declined from about 21% to 18% of legal GDP.
  There are other factors that have kept foreign investors out of the state: political uncertainties, inadequate infrastructure and endemic corruption.

 
According to macroeconomic models, the decisions of firms regarding foreign investment are based on two factors – user cost of capital and marginal product of capital. The user cost of capital
 is the expected real cost of using a unit of capital for a specified period of time. The marginal product of capital is the amount of output produced per unit of additional capital.   In Burma, due to black markets for foreign exchange, high taxes imposed on imports (such as machinery or computers to be used in businesses), many restrictions and opaque regulations regarding foreign investment, the user cost of capital tends to be higher and the marginal product of capital tends to be lower than other countries. This fact explains why the international firms are less inclined to invest in Burma. The FDI inflows into Burma have been significantly sluggish in the past ten years compared with other liberalizing countries. Table III illustrates the FDI inflows in Asia from 1985-1996. A huge FDI differential over the ten-year period can be observed between Burma and other Asian countries. Table III highlights the fact that the FDI disparity between Burma and other countries became incredibly gigantic in one decade. Vietnam received the FDI of two millions US dollars more than Burma during the period of 1985-1990 and the FDI difference rose to US$ 861 million in the next five years from 1991 to 1996.  Furthermore, Graph V reinforced this fact. Burma and Vietnam received the similar amount of FDI from 1985 to 1990. In 1991, Vietnam even received a slightly less amount of FDI. However, from 1991 to 1996, a drastic increase in the FDI inflow to Vietnam can be observed while Burma was lagging far behind in terms of the FDI inflow.

Table III: FDI Inflows in Asia (in US$ millions)

Countries

1985-90 Average   1991-96 Average
       % Change

China

2,654

   25,823

973%

Indonesia


   551

     3,223

484%

Malaysia


1,054

     4,660

342%

Singapore


2,952

     5,610

90%

Thailand


1,017

     1,934

90%

Philippines


  413

     1,080

161%

Vietnam


    30

     1,005

3250%

Burma



    28

        144

414%

Source: Asian Development Bank, Asia Outlook 1997. Manila, 1997, Cited in Economic Development of Burma, p.105.
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Source: World Investment Report 1997, U.N. Cited in Economic Development of Burma, p. 107.

The statistics of the foreign investment in Burma by 1998 were as follows:

Table IV: Foreign Investment in Burma (By April 30, 1998)

   








Number
   Value
% of Total

Sector





of firms
($ billions)
Investment


Oil and Gas




  46

    2.3

32.6

Manufacturing




113

    1.4

20.3

Hotels and Tourism



  40

    1.0

14.7

Real Estate




  18

    0.9

14.1

Mining





  43

    0.5

  7.1

Transport and Communications

  13

0.275

  3.8

Livestock and Fisheries


  18

0.275

  3.8

Industrial Estates



   3

0.193

  2.7

Construction




   1

0.017

  0.2

Agriculture




   3

0.014

  0.2

Other Services




   5

0.013

0.19

Source: Burma Country Commercial Guide. Cited in Steinberg, Burma: The State of Myanmar, p 153.

By country, the figures are as follows:

Country


Number of Investments
    Value ($ millions)

Singapore



66



1485.75


United Kingdom


32



1352.28

Thailand



42



1237.16

Malaysia



25



  587.17

United States



26



  582.07

France




 3



  470.37

Netherlands



 5



  237.84

Indonesia



 8



  236.37

Japan




19



  218.87

Philippines



 2



  146.67

Hong Kong



20



  121.32

Korea




20



   99.33

Australia



14



   82.03


Source: Burma Country Commercial Guide. Cited in Steinberg, Burma: The State of Myanmar, p.153.

Corruption and Economic Growth

Under the authoritarian regime that is not interested in raising the living standard of all citizens but enriching only its own members, Burma has suffered from a widespread corruption over the past forty years. Corruption is one of the factors that discourage overall economic growth through rent-seeking activities, which will be elaborated later in this section. In Burma, the problem of corruption has become too pervasive and hideous to be solved by the government. The reason is because civil servants are not well-paid and they often find themselves in situations where they have to accept bribes to be able to keep up with high inflation and to make ends meet. IMF report indicates that yearly increments in the average wage lag far behind the year increments of CPI or consumer price index over the last ten years.
 For example, the rate of growth of CPI was 308.1% while the rate of growth of average salary was far behind at 150.5% during the period of 1991-96.

Table V: Comparative Increases in CPI and Government Salaries




     1991     1992      1993     1994     1995
 1996
1991/96

CPI Index (1986=100)    287.5      349.3    460.4    603.6
735.5
 882.8
 308.1%

Average salary (Kyat)
    10849    10879    11162   14370
16453
 16328
  150.5%

(Government service)


Source: IMF, 1997: Cited in Economic Development of Burma, p. 117.

It is worth looking at the issue of corruption within the context of Solow growth model because corruption does affect overall economic growth through the productivity growth factor. Due to corruption and rent-seeking activities, the economy is no longer efficient, which negatively affects “A” or overall total factor productivity according to the equation I. Total factor productivity is an important factor in determining long-term living standards as well as overall economic growth. 

Rent seeking and Economic Growth 

“Rent-seeking activities” can be defined as non-voting, non-criminal acts that are intended to change laws or to get special favors from the government.
  In other words, the activity of exploiting time and resources to obtain and maintain monopolies in an attempt to make profits is called the rent seeking activity. It is important to study how rent seeking activities negatively impact overall economic through corruption and efficiency. A variety of government restrictions in economies often result in many forms of rent seeking such as black markets, bribery and corruption. Economists refer to monopoly profits as rents. Two common examples of rent seeking in Burmese society are the lobbying efforts and the activity of devoting an excess amount of time, energy and resources to obtain import licenses allocated by government officials. For example, different firms will spend a great deal of time, energy and money to get a license to import a special kind of goods while only one firm can end up securing that import license. In this incident, a huge amount of resources are wasted just for one import license, which could have been used to invest or produce a certain good and it could have used to achieve an increase in national wealth.

Rent seeking activities, which can be both legal and illegal, can incur high social costs such as transaction or administrative costs and opportunity costs. Transactions costs are the substantial costs of resources invested in the process to gain special licenses or favor or monopoly from governments: time and energy that business people spend to secure special rents, resources that they exploit to attain various forms of rents, cost of administrative paper work. Opportunity cost is the idea of giving up something in order to obtain something else. Rent seeking can incur high opportunity costs because resources involved can be used efficiently elsewhere for the society; for example, those resources can be used as capital investment that will help a country to achieve higher overall growth. As Anne Krueger
 correctly points out, individuals will have to invest time, energy and resources in competing for rents, which results in a dissipation of rent in unproductive activities. Rent seeking is socially wasteful even though some of it is legal and seems to be rational. Kreuger also argues that the more price inelastic is the demand, the greater will be the value of rents and the greater, therefore, the deadweight loss
 associated with rent seeking. As a result, society as a whole suffers from significant social loss resulted from rent seeking activities. 

The Burmese regime has imposed many forms of economic restrictions such as restricting the trade by allocating import or export licenses and implementing very high taxes on imported as well as exported commodities, capital or property. As a result, rent seeking activities have become pervasive since people attempt to secure tax breaks or import/export licenses. Furthermore, due to lack of transparency of the whole economic set up and political instability, they tend to be more interested in making short-term investment or rent seeking activities rather than to make long-term investments.  This phenomenon, especially high transaction costs, has caused the whole economy to be so inefficient that it cannot grow further despite many forms of government restrictions on rent seeking since these restrictions are often violated. The bottom line is that such forms of rent seeking in Burma as black markets, bribery and corruption have had drastic negative impacts on overall economic growth over the past four decades. According to the Solow growth model, inefficiency results in lower level of total factor productivity and thereby negatively affects overall economic growth. Even when the democratic government takes over, the deep-rooted problem of corruption will not disappear overnight. It is clear that corruption is the problem in Burma that demands serious attention. 

Table VI: Subjective Indicators of Governance - Corruption
	Countries
	Corruption Perceptions Index a
2001 (0 to 10)
	Graft (corruption) b

2000-2001

(-2.5 to 2.5)

	Japan
	7.1
	1.20

	Hong Kong
	7.9
	1.16

	Singapore
	9.2
	2.13

	South Korea
	4.2
	0.37

	Malaysia
	5.0
	0.13

	Thailand
	3.2
	-0.46

	Philippines
	2.9
	-0.49

	China
	3.5
	-0.30

	Vietnam
	2.6
	-0.76

	Indonesia
	1.9
	-1.01

	India
	2.7
	-0.39

	Cambodia
	..
	0.34

	Burma
	..
	-1.18

	United States
	7.6
	1.45


Source: The Human Development Report 2002.

Notes:
(a). Transparency International Corruption Perceptions Index ranges from 0 to 10 (higher is better).  (b). This indicator, developed in World Bank research, is based on a statistical complication of perceptions of the quality of governance. The index ranges around –2.50 to around 2.50 (higher is better).

Table VI indicates that the graft corruption index is the lowest, -1.18, in Burma in 2002, which means that the corruption problem is worse in Burma than in other Asian countries. Corruption is prevalent at every level of bureaucracy. Payments made under corruption are often considered as regular payments required to be made for a service rendered at many government offices. Those payments are widely known as “tea money”
 for civil servants. One is expected to offer some “tea money” together with the official service fee if one wants to apply for a driving license or passport or a ground telephone line or often times just to get reference letters from district offices. There is a growing sense of corruption in both private and public sectors of Burma. In 1991, one of the chief culprits, General Khin Nyunt,
 stated that 10,516 public servants had administrative actions taken against them for corruption.
 If that number of public servants are publicly reprimanded, those who get involved in corruption and are not yet caught must reach significant number. However, the government has failed to take more concrete steps to contain corruption. 


Krueger argues that the existence of rent seeking surely affects people’s perception of the economic system.
 If the society thinks that only wealthy individuals have an access to secure certain import/export licenses or set up big businesses, and the poor are excluded from an access to acquire those rents, it can create market distrust and cause harm to the whole market mechanism. In Burma only a selected group of people – the regime, its members and drug dealers – are successful rent seekers, and the majority of citizens are excluded from rent seeking. This phenomenon creates not only mistrust of the market mechanism but also social tension in the society. Consequently, this has unfavorably resulted in the widening income gap between the rich and the poor in Burma.


I conducted my own survey in relation to the issue of corruption and economic growth. In March 2003, I interviewed ten Burmese, between ages of 20-60, who are either working or studying in the United States. Interviewees are all knowledgeable about Burma through their intensive research on Burma or regular contacts with fellow Burmese despite their stay in the US.  Four interviewees are undergraduate students studying Economics, International Relations or Asian Studies, one is a graduate student studying Economics, one is university professor, two are senior politicians as well as economists, one is a senior economist who used to work with international organizations and one works for the Burmese government in Washington DC.

Nine out of ten persons interviewed expressed their opinion that Burmese moral standards in public life have taken a downhill plunge mainly due to corruption since 1962, when the military junta overthrew the civilian democratic government. This dismal 

view is shared by millions of people in Burma, regardless of their economic, social and educational status. More and more people in Burma are finding the bureaucracy unresponsive, irresponsible and corrupt.  

Seven out of ten interviewees are convinced that corruption in Burma has become too pervasive to be controlled by the government unless the whole bureaucratic system is changed and necessary reforms such as that of the exchange rate are made. Even if Burma achieves democracy, it will indeed take many years to cure Burma’s widespread disease of corruption and to regain a healthy moral system.


One of the survey questions is whether or not corruption affects the economic growth of the country. Eight out of ten interviewees answered, yes.  According to those eight interviewees, corruption affects economic growth because, for example, civil servants are no longer productive or efficient, and the whole economy subsequently becomes very inefficient. According to the Solow growth model, corruption in Burma in fact negatively affects the economic growth through inefficiency and consequently total factor productivity. As discussed earlier, the unpredictability of the costs of doing business due to corruption drives away most forms of short term or long term investment, which the country needs for its economic growth.  

Some economists like S. K. Ray suggest that government will have to empower itself with adequate statutory powers to take actions against large-scale corruptions that affect lives of people and growth of the economy. In order to achieve this, the government will first have to establish its own credibility about honesty and integrity with the people. According to Ray, the problem of “petty corruption” will remain, but a country can always survive it. It is the big corruption that eats up the vitals of socio-economic life. It is the corruption at high-decision making levels, which involves black money, that deprives a nation of significant funds needed for development. 

The impact of corruption on the individual citizen is profound. There is a growing sense of corruption combined with discrimination in such public sectors as education. This is an important factor to take into consideration because it has a huge negative impact on the economic growth affecting human capital and thus total factor productivity. 

The average salary of teachers has been so low that they often find themselves in a situation where they have to accept bribes in the form of presents or cash donations to make ends meet.  Some teachers make big money by offering private tuition classes or selling exam questions in advance or marking up matriculation exams.
 The government usually ignores those kinds of illegal activities knowing that teachers cannot survive otherwise. There is evidence that children of military elite enjoy certain privileges that normal students do not, such as direct enrollment into the medical college
 because of big cash donations that their parents can afford to make. Anthropologist and Burma scholar Christina Fink
 has pointed out that corruption results not only in the degradation of the educational system, but also the introduction of greater inequalities in opportunities for further education. A majority of Burmese students suffer from the poor quality of infrastructure and little adaptability of schooling to local conditions. In fact, current government spending in education as a share of national income is among the lowest in the world. Today the government spends only four percent of the national budget on education.  

It is obvious that the government is investing very little in human capital; as a result, Burma is training fewer and fewer educated workers. Burma has already lost a generation of well-trained workers through “the brain drain process,” and it cannot replace another generation of skilled work force. As a result, the whole economy has become very ineffectual with inadequate capital and unskilled workers, which affects total factor productivity negatively. As discussed earlier, total factor productivity, skilled labor force, and capital accumulation must grow to achieve overall high output growth. Obviously, Burma is lacking those three factors.


Burma is desperately in need of structural economic changes if the country is to achieve a real form of economic development: elimination of black markets, foreign exchange adjustments, control of the money supply, consistency of government policies, accountability and transparency of public policy and programs, more efficient bureaucratic system, abolition of corruption practices, and adequate salaries for state officials.

Section II 

Development and Amartya Sen’s Idea of Freedom

This section of my paper proposes another way to look at overall growth or development other than the Solow growth model. The development that Sen suggests is not only concerned with GPD growth or rise in national income, but also human development, i.e. both economic and social welfare development, in general. Sen is suggesting that the GDP growth is not the real form of development without improvement in people’s livelihood, economic facilities, or civil and political rights.

Amartya Sen sees development as a process of expanding real freedoms that people enjoy. He argues that people should no longer identify economic growth or development with the growth of gross national product or with rise in incomes or with technological advance. Growth of GNP or of individual incomes can be a very important means to expanding the freedoms that people enjoy in society. According to Sen, instrumental freedoms include political freedom, economic facilities, social opportunities and transparency guarantees.
 In his recently published book called Rationality and Freedom, Sen argues that freedom is valuable because more freedom gives us more opportunity to achieve things that we value and have reason to value.

Economic Facilities

Economic facilities or entitlements refer to the opportunities that individuals respectively enjoy to utilize economic resources for the purpose of consumption, production and exchange. Economic entitlements that people have depended on conditions of exchange, relative prices and the way markets work. Such freedom as economic facility is an important means to achieving the kind of development that Sen suggests, and, in the long run, it will help to increase the wealth of the country. As far as distributional considerations are concerned, everyone should have an equal access to economic resources to produce, consume and exchange because economic entitlements that a person have will depend on the resources owned or availability for use as well as conditions of exchange such as relative prices and working of markets. One of the influential aspects of economic entitlements is the availability and equal access to microfinance. This applies all the way from large enterprises to tiny businesses that are run on micro credit. There is a correlation between enhancement of economic entitlements of the population and national wealth. If economic agents are given the chance to secure their economic entitlements, they can utilize economic resources for consumption, production or exchange more efficiently, which will be of help to increase national wealth.

In Burma today, people are restricted from their civil rights and economic facilities. Trade, price and foreign exchange together with a variety of markets are highly controlled by the state, which results in the formation of many kinds of black markets across the country. When the government deprives people of their economic opportunities (for example, the right to exchange in markets freely), black markets are created. Such black markets are a form of rent seeking, and they can have high transaction costs while creating corruption and bribery. It is clear that black markets affect the economic growth through efficiency and thus total factor productivity. Restrictions of economic freedom or facilities and transparency guarantees result in financial crises,
 which further hinder economic growth. The ordinary Burmese citizens are restricted from their economic entitlements such as the access to finance. Only the elite and drug dealers have access to finance and set up their own enterprises while a majority of people are excluded from the whole economic set up. It should be noted that Burma will not be able to catch up with other Asian countries in terms of wealth unless individuals or economic agents are able to secure their economic entitlements such as the availability and access to finance.

It is illegal to trade foreign currencies, especially US dollars, in the Burmese market. Moreover, the government has set price ceilings for such goods as palm oil and gasoline that encourages more black markets for those goods. Those laws allow the regime to make arbitrary arrests for political dissidents who happen to get involved in any form of black markets. For example, if one is politically active and involved in any kind of black market activity, he is more likely to be arrested compared to the other black market participant who is not politically active. It is clear that people are not only deprived of their economic entitlements, but also of political freedom.

The Burmese suffer from the economic restrictions imposed by their own government that fail to provide the nation with welfare programs such as employment insurance or social security. The Asian Development Bank has reported: “While data on a national basis are not available, partial surveys suggest that unemployment and underemployment are widespread on a seasonal basis and that underemployment in urban areas is pervasive.”
 The citizens are deprived of their social opportunities, which Sen defines as the arrangements that society makes for education, health care and social security, which influence the social standards to improve. These social facilities are important not only for the conduct of private lives but also for more effective participation in economic and political activities.
 For example, illiteracy can be a major barrier to participation in both economic and political activities. Burma should invest a massive amount of money in education while the quality of education is deteriorating because she needs to replace the current inefficient workforce with a productive and well-educated one.  Having well-educated workers is a crucial factor in reviving a country’s economy according to the Solow growth model; for example, South Korea’s educated work force contributed a great deal in achieving a high economic growth. Having a well-educated work force will help Burma to accomplish a higher level of efficiency and productivity which will be of help to achieve overall economic growth.

Mya Maung argued that the clearest indicator of the economic plight of ordinary people in Burma is reflected in the escalating cost of rice, the staple that makes up more than 50% of the consumption expenditure of a typical Burmese family.
 By 1988, the price of best quality rice had climbed to Kt. 15 per pyi (4.67 lbs). By 1995, the price of rice had skyrocketed above Kt. 100 per pyi. By March 2003, the price of Phyar Pon special – the best quality rice – rose to Kt. 570 per pyi, an average annual increase of over 246% between 1988 and 2003. People are being forced to sell their crops and products to the government at a price lower than the market price. If the regime continues to deprive people of their economic entitlements by controlling markets, Burma will never achieve any real form of development. It will have a significant negative impact on overall economic growth.

Transparency Guarantees


In economic, political and social interactions, individuals deal with one another based on the presumption of what is being offered and what they expect to get. Therefore, trust and transparency are very important in this aspect. The instrumental role of freedom is concerned with the way a variety of opportunities, rights and entitlements contribute to the expansion of human freedom in general and thus to promoting development. Transparency deals with the need of openness for people. It is concerned with the freedom to interact with one another under guarantees of accountability and clarity in political, economic and social sectors. Those guarantees have a clear instrumental role in preventing corruption, financial irresponsibility and underhand dealings.


In Burma, transparency guarantees exist neither in the government system nor in the financial or business worlds. The government is not held accountable for their public policies or actions. People are restricted from enjoying any form of instrumental freedom – civil rights, political freedom, economic facilities and transparency guarantees. There are evidences of continued human rights violations and illegal arrests in relation to political beliefs and engagement in black markets for foreign exchange. Many people are engaged in black markets for foreign exchange in an attempt to make a profit out of currency fluctuations.

In exchange for peace, the world’s top drug dealers are granted the special right to engage in a public banking system to launder their money. These bankers, with strong support from the military junta, ignore the importance of transparency guarantees that deal with the need of openness for people. This situation results in the bank runs and the severe financial crisis in Burma
 that continues at present. The run on the largest private bank, the Asia Wealth Bank,
 was instigated by the collapse of shadowy private financial firms
 in 2002, which set the stage for panic withdrawals from private banks. This bank run quickly became contagious. The macroeconomic instability and mismanagement together with a sense of public’s mistrust in the government financial policies or rescue plan fueled the crisis. The banks were unable to handle the sudden surge in withdrawals.
 The regime is still reluctant to initiate a credible commitment to the policy reform or cooperate with the international community. Details of the financial crisis such as the origin of the crisis or policy reforms are still not clear since transparency guarantees are unfortunately missing in Burma.

Markets, Efficiency and Freedom


It is my argument that there is a strong correlation between market efficiency and freedom of market transactions. Sen claims that people have good reasons to buy and sell, to exchange and to seek lives that can flourish on the basis of transactions. To deny that freedom in general would be in itself a major failing of a society.
 The loss of freedom of market transactions in the tyrannical form of work can be a major deprivation, which consequently will hinder the development process in the way that markets are no longer efficient and thus affecting overall economic growth. There is a strong correlation between freedom and efficiency. Economic efficiency is achieving a goal at the lowest possible cost. If people’s freedom in terms of economic facilities can be increased in free competitive markets, they are more likely to achieve higher levels of efficiency. There is a tendency that the free market economy will achieve higher efficiency level. Individuals should be granted adequate economic opportunities from which they can choose, which in turn will help them to further expand their utilities. When those opportunities are granted to individuals together with transparency guarantees, it will amplify the level of efficiency in terms of substantive individual freedoms. This situation will facilitate the country to increase national income or wealth in the long run.
   


In Burma, the disparity in the distribution of freedoms in terms of economic capabilities has resulted in the problem of inequality in the society. There is a small group of people who make a large profit from rent-seeking activities and who have the privilege to do illegal businesses because of their strong ties with the government. On the other hand, a majority of the people suffers from the country’s economic downturn and the restrictions of their instrumental freedoms in terms of economic facilities. As a result, people participate in many forms of nationwide black markets and subsequently the whole economy is becoming more inefficient, which negatively affects the economic growth. From an economic standpoint, the very fact that a person is unable to earn a good living may put that person at a disadvantage in achieving a good quality of life. This in turn worsens the deep-rooted problem of inequity in the country. Interference with the working of the market mechanism can weaken efficiency as well as negatively affect equity in the society. Therefore, it is obvious that restrictions of economic freedom or distortions of free market system can have an incredible negative impact on both efficiency and equity in the country. 

The Burmese authorities need to pay attention simultaneously to efficiency and equity aspects of the problem. They should acknowledge the important role of trade and exchange in human living. Markets should be liberated and allowed to function better and with fairness. There is indeed a strong need in Burma for critical scrutiny of the role of markets. The Burmese policy makers should examine the consequences of market transactions and evaluate the actual possibilities. They should be aware of the fact that overall achievement of markets is contingent upon political, social and economic arrangements. The Burmese ruling regime should grant many forms of freedom that citizens are entitled to such as their political and civil rights as well as economic opportunities. Freedom of one kind (in this case, political freedom) will be of help to the realization of freedom of other kinds (particularly, that of economic openness).
 Burma needs to initiate immediate and effective market reforms that both strengthen efficiency achievements and promote equity. 

Amartya Sen argues that human development is the expansion of human capabilities and the quality of life. The expansion of human capabilities includes the expansion of health care, education and social security that contributes directly to the quality of life. The reward of the human development has a positive impact on people’s productive activities, efficiency, equity, and thus on economic growth on a widely shared basis. Burma cannot achieve any real kind of economic growth unless the government takes initiatives to start focusing on the human development and the expansion of human capabilities and the quality of life.

Democracy, Famine and Economic Growth

Developing and strengthening a democratic system is an essential component of the development process. One of Sen’s arguments is that there is a strong correlation between democracy and economic growth. The exercise of basic political rights makes it more likely to guarantee open discussion, free exchange, public scrutiny about the role of markets and corruption among government officials.  Political rights, including freedom of expression and discussion, are pivotal in inducing social responses to economic needs.
  

Economic growth is an important social goal for some countries but others put a high value on political freedom and democracy. Economists have been trying to determine the relationship between democracy and economic growth over the years but the definite relationship is yet to be found. Some have argued that democracy promotes economic growth but others have claimed that dictatorial governments may do better in promoting economic growth than democratic ones. Democratic governments are more likely to act in the interests of their citizens due to the people’s electoral power and more stable. On the other hand, economists like Robert Barro
 argue that more democracy is positive for growth while a country is making transitions from authoritarian dictatorship to democratic one. However, democracy can be harmful to economic growth if a country is trying to get more democracy than the relative amount that they already have because of a variety of interest groups of fluctuations of public opinion. The empirical evidence shows that the richest countries of the world are democratic and the poorest nations are nondemocratic.
  

The Human Development Report 2002 denies the perception that countries must choose between democracy and development but shows that democracy and growth are compatible. All of the world’s richest countries – those with per capita incomes above $20,000 (in 2000 purchasing power parity) – have the world’s most democratic regimes. In addition, 42 of the 48 high human development countries are democracies.

Jenny Minier of the University of Miami has demonstrated the strong correlation between more democracy and more growth.
 She identified thirteen countries that experienced sharp increases in democracy and twenty two countries that experienced sharp decreases in democracy during the period 1965-1987. To get a clear measure of the impact of changes in the level of democracy on the subsequent rate of economic growth, she formed a control group of countries for each change in the level of democracy. She chose the control groups so that prior to the change in democracy, the levels of income per capita and of democracy were the same in the country group as in the country undergoing the change. She found that over the five-year period following an increase in democracy, countries experienced economic growth that averaged almost 2%, compared with growth of -1% in the control groups.  Countries that experienced a decrease in democracy had economic growth of 8% in the five-year period following the change, compared with almost 15% growth in the control groups. Thus, relative to the control groups, increases in democracy tended to increase economic growth and decreases in democracy tended to decrease economic growth. Countries that increased democracy experienced economic growth of 32% in the fifteen years after the change (compared with 6% growth for the control groups), and countries that decreased democracy saw their economies grow by less than 8% in the fifteen years after the change (compared with 35% for the control groups).

Sen claims that the high economic growth of China or South Korea before 1987 cannot be taken as a definitive proof that authoritarianism does better in promoting economic growth.
  Such factors as openness to market competitions, incentives for foreign investment and exports, well-educated work force and the mentality of General Park at that time were very helpful in bringing about high economic growth. In my paper, the Economic and Social Welfare Development of South Korea,
 I have demonstrated the strong correlation between democracy and economic growth presenting the case of South Korea. South Korea had a decent but steady GDP per capita growth until 1987. The Korean GDP per capita growth skyrocketed starting in 1987 when the democratic movement overthrew the military regime. It is my argument that South Korea could not have been able to grow at the fast pace unless they had not had a democratic revolution in 1987. Furthermore, it is not adequate to look only at the rise in national income or economic growth. We should also look at the impact of democracy and political freedom on the lives and capabilities of the citizens and overall social welfare development as Sen suggests. 

It is important to note that the Burmese regime is different from authoritarian regimes in South Korea or China in terms of their mentality and interest even though one can argue that authoritarian government might be of help to greater economic growth. There is ample evidence that the Burmese regime is only interested in enriching its own members and not in  raising the overall living standard of its citizens. Before the military coup in 1962, Burma had achieved a remarkable growth of Gross Domestic Product of about 40% from 1959-1960. The quality of education was excellent, and people enjoyed different forms of freedom under the democratic government.  Burma was once a rice basket for SE Asia. However, after forty years of military misrule, it has become one of the poorest countries in the world with its annual per capita income of under $300 per year. Burma has experienced a series of problems such as rampant inflation, corruption, mismanagement of education system, forced labor, drug production and widening income gap. Therefore, it is not rational to speculate that Burma will achieve a high economic growth under the dictatorial regime like South Korea or China.  Even if Burma had a dictator like South Korea’s General Park, it would still be very difficult for its economy to grow at the same pace because of widespread corruption, lack of well-educated work force, inadequate infrastructure, HIV epidemic and economic problems such as famine and ongoing financial crisis. 

According to Sen, democracy does not serve as an automatic remedy of economic ailments such as famine, but does create economic and social opportunities for ordinary citizens. Democracy grants the freedom of the press and allows people to openly evaluate and criticize the government policies and actions that might lead to famine or other economic crisis. Having the freedom of press can caution citizens as well as governments to prevent the possibility of economic turmoil such as famine. Democratic governments tend to act in the interest of people in order to be reelected, and thus they are more careful about the food distribution in their countries. Due to the electoral pressure put on them, democratic governments are likely to make sure that food is fairly distributed and thus their citizens are well fed. It is clear that the exercise of political rights can have a great impact on economic problems. 

In Development as Freedom, Amartya Sen argues that the working of democracy and of political rights can help to prevent famine or other economic disasters.
 Authoritarian rulers, who are rarely affected by famine, tend to have little incentive to take timely preventive actions against the famine.  In contrast, democratic governments have strong incentives to undertake measures to avoid famine in order to win elections and to avoid public criticism.  Furthermore, democratic governments are more likely to grant the freedom of press to their people and the free press helps inform people about the possible famine or other catastrophes in their countries.  There has never been a famine in a functioning multiparty democracy; however, famines have tended to occur under dictatorial rulers (for example, Sudan and North Korea) or in colonial territories (for example, in British India or in an Ireland administered by the English rulers) or in one-party states (for example, Ukraine in the 1980s or China during 1958-1961 or Cambodia in 1970s). To strengthen his arguments, Sen presented a comparative analysis of India, Botswana and Zimbabwe.
 While dictatorial countries have major famines, the democratic ones manage to avoid famines despite the worse food condition. For example, Botswana and Zimbabwe had a fall in food production of 17% and 38% respectively between 1979-1981 and 1983-1984. In the same period in Sudan and Ethiopia, the food production fell by 11 to 12 percent. Interestingly, while Sudan and Ethiopia had massive famines despite smaller declines in food output, Botswana and Zimbabwe had none. It was mainly due to timely famine prevention policies by the latter countries. Sen points out that governments in Botswana and Zimbabwe took concrete and timely actions to avoid severe criticism and pressure from the opposition and the press. It is clear that the role of democracy together with the freedom of press is a very important means to prevent famines.

In Burma, problems of undernourishment, starvation and hunger are influenced by restrictions of freedom of market transactions, lack of economic facilities, lack of democracy, restrictions of freedom of press and the working of the entire economy run by the regime. As Sen highlights, we need to concentrate not on the total food supply in the economy but on the entitlement that people enjoy: the commodities over which they can establish their ownership and command.
 In Burma, people suffer from hunger because they cannot establish their entitlement over an adequate amount of food, which is mainly rice in Burma, for themselves and their families. The exchange condition of crops is strictly controlled and monitored. Farmers often are not allowed to sell their crops freely or to determine relative prices of their crops. The authoritarian regime forces farmers to grow certain crops without offering subsidies and to sell them back to the government at the price lower than the market price. If crops fail and farmers do not meet certain quotas, they are forced to buy crops at the market price and sell it back to the government at far below market price.  While growing plenty of food crops, farmers find themselves in starvation. The government has been striving to have more exports of rice to boost up their revenue, and it is one of the causes of famine in Burma. For those who do not grow crops by themselves, the ability to acquire food depends on their economic circumstances. However, they are denied an opportunity to secure economic entitlements by the ruling regime. As a result, a majority of Burmese people find themselves having problems of malnutrition or hunger. As Sen suggests, the focus has to be on the economic power and substantive freedom of individuals and families to buy enough food, not just on the quantity of food in the country.
 

It should be noted that the government allowing the Burmese people to have their economic freedom will help the country to contain nationwide black markets and in the long run to increase the national income. For example, if farmers no longer need to sell their rice and other crops to the government, they will have a control over what they grow and have incentives to find ways to produce their crops more productively and efficiently. They will no longer have to engage in black markets to sell and buy their rice. This phenomenon will help the country to contain black markets and in the long run, Burma, as an agricultural country, will benefit from the increase in rice production and thus increase in the national income. Consequently, an increase in wealth will help the citizens to secure more political freedom because economic growth and political freedom are reciprocal. More democracy coupled with economic development will be a catalyst to achieve overall human development in the long run.

The role of an opposition is essential in the achievement of democracy. For example, despite lack of democratic guarantees, the persistence of opposition in South Korea and Chile was indirectly effective in those countries’ governance even before democracy was restored.
 Ruling governments should always realize that they do not have a monopoly or absolute power in interpreting people’s values, cultures or limiting freedom. It is very important to listen to the voices of dissidents in each society. Dissidents tend to exist in every society including Burma.
 Furthermore, the activism of political participants can be effective in preventing famines and economic crisis and in demanding that governments not allow starvations to occur.  The docility of opposition might allow governments to get away with neglect of vital matters of public policy.
 

Burma has been ruled by an authoritarian military regime since 1962. The unpopular military junta has continually arrested, imprisoned, tortured and killed its own people if they ever question the junta’s absolute power.
 The National League for Democracy Party, led by the 1991 Nobel Peace Prize winner Daw Aung San Suu Kyi, strongly stands up for democracy, instrumental freedom and fundamental human rights of the Burmese people despite a great deal of hardships imposed by the regime. It is the most popular and legitimate dissident group in Burma. Daw Aung San Suu Kyi, with the support of her people, is always willing to take huge risks or pay a high price regarding her own security in questioning the power of the ruling regimes or being critical about public policies or in bringing about democracy to Burma.
 Because of their persistence and tireless efforts, the democratic movement in Burma as well as the suffering of common people has received more attention from the international community than ever before. Without instrumental freedom or democracy, Burma will not be able to solve her problems of widespread famines, or to restore moral standards, or to achieve any real form of economic growth or development.  

Good Governance and Human Development


As discussed earlier, people should not only focus on economic growth, but also overall human development in the long run because the two are reciprocal. Human development is not only about the rise in national income or effective institutions and rules, but it also concerned with whether institutions and rules are fair and whether people have a say in how these institutions and their rules operate.  Good governance or democratic governance is essential in promoting development and solving socio-economic problems such as famine or poverty.  Good governance means that:

· People’s human rights and fundamental freedoms are respected, allowing them to live with dignity.

· People have a say in decisions that affect their lives and they can hold decision-makers accountable.

· Inclusive and fair rules, institutions and practices govern social interactions.

· Economic and social policies are responsive to people’s needs and aspirations.

· Economic and social policies aim at eradicating poverty and expanding choices that all people have in their lives.

The Human Development Report 2002 points out that many development problems reflect failures of governance because cross-country studies show weak governance to be responsible for persistent poverty and lagging development. The governance crisis is evident in widespread corruption, inefficient public services, famine, poverty and other failures. Governance for human development is to some extent about having efficient institutions and rules that advance overall development by making markets work while reducing market and price controls and ensuring that government provides people with public services such as good health care and education programs. In addition, it is also about protecting human rights, promoting wider participation in the institutions and rules that affect people’s lives and achieving more equitable social and economic outcomes. Governance for human development must be democratic in substance and in form by the people and for the people as Daw Aung San Suu Kyi claims.
 

Political freedom and participation are vital parts of human development, both as development goals and as means for advancing human development. Political freedom and the ability to participate in the decision making process of the government are capabilities that are desperately needed for the expansion of human development.  People without political freedom – not being able to vote, participate in the life of their community, express their opinions freely or have the press freedom to screen the government’s policies or actions and criticize if needed – have fewer choices in life. This can be a great harm to human existence and dignity and a major barrier to development.
 According to Daw Suu, for those who have to live with bad governance or poverty or the threat of violence and injustice, it can be harder to secure human dignity. Human dignity comes with an assurance of one’s ability to rise to the challenges of the human situation.
 The process of human development calls for human resolution and ingenuity. Hopeless and helpless people who are stripped of their dignity are hardly capable of such activities. Daw Suu argues that there is a strong link between human dignity and human development. In addition, she claims that the development as growth and advancement depends on available resources and no resource is more powerful than people empowered by confidence in their value as human beings. 

The arguments of both Sen and Daw Suu are parallel in many ways; for example, both claim that the ultimate goal of a society should not be economic growth but human development in general. They both argue that democracy is a very important means to achieve overall human development. According to Sen, five distinct types of freedoms are political freedom, economic facilities, social opportunities, transparency guarantees and protective security. Daw Suu seems to agree with what Sen suggests, but she stresses more on political freedom and human dignity. She claims that human dignity is an essential step toward overall human development.

The people of Burma have suffered a great deal from the prolonged governance crisis, which has resulted in nationwide black markets, widespread corruption, pervasive poverty as well as famine, grossly inadequate public services and various restrictions on their civil liberties and political rights. The Burmese people are not allowed to lead dignified lives under the unpopular despotic military regime that not only deprives people of their political and civil liberties but also fails to hold itself accountable and effective. It is the very fact that people of Burma are forced to live their lives under bad governance with poverty and disease while their economic entitlements and social opportunities are taken away by their own government. In other words, they are deprived of their human dignity by the military regime. As long as the Burmese people continue to be stripped of their dignity, the country will not be able to achieve greater human development. 

In Burma, there are no effective institutions or rules that would allow people to participate in participatory governance or affect social or economic changes to their lives.  Burma’s ineffective institutions, due to their unresponsiveness, arbitrary rules, lack of transparency and accountability, have turned out to be of harm to the poor and have negatively affected the livelihood of a majority of people. The Human Development Report 2002 verified this very fact with a variety of index numbers. The World Bank has devised an index based on a statistical compilation of perceptions of the quality of governance called the voice and accountability index. This index combines several indicators of political press with indicators of civil liberties, political rights, and press freedom and independence. The index ranges from –2.50 to 2.50 and the higher index means better governance. Burma has scored –1.93, which means that its governance is extremely deplorable, or the one that can be held least accountable or responsible in this selected group of Asian countries. 

The World Bank Research group has also devised an indicator called “Government Effectiveness,” which is based on a statistical compilation of perceptions of the quality of governance. The index ranges from –2.50 to 2.5 and the higher index means the better governance. In this selected group of countries, Burma scored the lowest, -1.25, which means that the quality of governance is extremely poor. This low index indicates that the government in Burma is not effective or credible. It is clear that the military regime in Burma is one of the least effective but most repressive dictatorships in the world.

For civil liberties and political rights, the index number varies from 7 to 1 and the report has designated countries with an average score between 1 and 2.5 as free, those with a score between 3 and 5 as partly free and those with a score between 6 and 7 as not free. Burma scored 7 as indicated in Table VII, which means that its citizens are deprived of their civil liberties and political rights. China, Vietnam and Cambodia also scored between 6 and 7, which means people in those countries are not allowed to have political rights or civil liberties that they are entitled to. In contrast, people in such Asian countries as Japan, South Korea, Thailand, Philippines and India enjoy their political rights and civil liberties to a great extent.

It is Amartya Sen’s argument that people in democratic countries tend to have different forms of freedom including the freedom of the press, which can be of great help in preventing famine. The Human Development report designates countries with a score between 0 and 30 as having a free press, those with a score between 31 and 60 as having a press that is partly free and those with a score between 61 and 100 as having a press that is not free. Burma scored a 100, which means that there is no press freedom at all in the country. This index explains one of the reasons why people of Burma are having problems of malnutrition or hunger under the authoritarian regime. Such countries as Vietnam and China have a press that is not free either. This incident helps us to understand why these countries are still having such economic catastrophes as famine. However, Table VII indicates that South Korea and Thailand have a relatively free press; as a result, these countries could successfully prevent cases of famine. Therefore, it is rational to conclude that the freedom of the press plays an essential role in preventing famine.


It is clear that there are many economic, political and social issues that Burma needs to deal with in order to be able to catch up with other Asian countries. The current situation of Burma is demanding collective efforts of the people and the good strong governance.

Table VII: Indicators of Governance in Selected Countries 


	Countries
	Civil Liberties 2000

(7 to 1)
	Political Rights 

2000

(7 to 1)
	Press Freedom 2000

(100 to 0)
	Voice and

Accountability 2000-01

(-2.5 to 2.5)
	Government

Effectiveness 
2000-2001

(-2.5 to 2.5)

	Japan
	2
	1
	23
	1.03
	0.93

	Hong Kong
	3
	5
	..
	-0.33
	1.10

	Singapore
	5
	5
	68
	0.11
	2.16

	South Korea
	2
	2
	27
	0.98
	0.44

	Malaysia
	5
	5
	70
	-0.13
	0.53

	Thailand
	3
	2
	29
	0.37
	0.10

	Philippines
	3
	2
	30
	0.53
	2.90

	China
	6
	7
	80
	-1.11
	0.14

	Vietnam
	6
	7
	80
	-1.29
	-0.30

	Indonesia
	4
	3
	47
	-0.40
	-0.50

	India
	3
	2
	42
	0.66
	-0.17

	Cambodia
	6
	6
	61
	-0.77
	0.34

	Burma
	7
	7
	100
	-1.93
	-1.25

	United States
	1
	1
	15
	1.24
	1.58


Source: The Human Development Report 2002.

Conclusion

It is clear that the authoritarian military government in Burma is very detrimental to the country’s overall economic growth. Burma will never achieve any real economic growth or human development unless her people enjoy all forms of freedoms such as political, civil, social and economic freedoms to which they are entitled.  

The authorities must realize that the first thing they should do to stimulate economic growth is to grant people some economic freedom by reducing price and market controls.  Through the achievement of some economic freedom and abolition of black markets, Burmese citizens will have a right to exchange and transact freely in markets and participate in the market economy. This, combined with stable fiscal policies, in turn will be of help to stimulate overall economic growth. 

Economic development is unlikely to occur unless policies produce a stable macroeconomic environment in which inflation remains low, the real exchange rate is competitive and stable and foreign exchange crisis are avoided.
 One of the keys to sound macroeconomic framework is the exchange rate, and the government should create a macroeconomic environment where the exchange rate is stable. The level of real exchange rate is crucial to the development of the domestic economy; it establishes market incentives to export and the level of protection for domestic industries. The stability of the nominal exchange rate will help the country to combat inflation.  Therefore, Burmese authorities should strive for a degree of financial flexibility such as adjusting the official foreign exchange rate to the approximate black market figure or employing the crawling peg by which the exchange rate depreciates at a fixed rate to adjust for inflation and perhaps let the currency float in the long run. 

The regime must try to create a stable macroeconomic environment in the country with credible financial institutions. The fiscal and monetary policies must be accountable and transparent to prevent further economic crises. These policies will help the country to eliminate black markets for foreign exchange and thus to restore financial stability. If the government would succeed in this endeavor, then it could combat inflation problems, invite both local and foreign investors, and restore the public confidence in the economy. This in turn will help the country to maintain stable domestic price levels and will incur much less social cost. Moreover, people will begin to benefit from a higher level of productivity and thus a higher rate of overall economic growth in the long run.

This phenomenon would help the country to achieve overall economic growth. At the same time, the regime should transfer power to the legitimate government and let the new democratic government run the country. Subsequently, sanctions imposed on Burma would be lifted by the West, and the country would begin to receive the foreign assistance and direct investment that it needs to stimulate economic growth. At the same time, the country should begin to establish credible and accountable financial institutions that will help stabilize the country’s economy. The government should ensure political and economic stability, maintain policy predictability, reorganize the state bureaucratic system and downsize its staff to an efficient level. Those factors will help to achieve high efficiency and thus foreign and local investment.  

There is a desperate need for major investments, both domestic and foreign, in infrastructure and human capital.  Clearly, foreign direct investment plays an important role in enhancing capital formation, employing a large number of people and bringing in new technology, which helps a country to achieve a higher rate of economic growth according to the Solow growth model. Burma should recognize its important role, restore investors’ confidence and facilitate the flow of foreign direct investment. The government should stimulate and encourage domestic savings at the same time. 

There is an urgent need for massive investments in educating future generations. The government should make significant human capital investments such as providing quality education for students of all levels, granting students academic freedom, providing them with well-trained teachers, making salary adjustments for teachers, eliminating corruption practices at schools and upgrading the standard of education to an international level. Burma desperately needs to replace the current inefficient work force with a generation of well-educated and responsible citizens to achieve a real economic growth. This phenomenon would help the country achieve higher economic growth through labor growth, efficiency and thereby total factor productivity. 

The government should strive towards economic development and human development at the same time. Burma should take steps toward the goal where people enjoy their economic entitlements and social opportunities under the transparent democratic governance, which will be helpful to the advancement of human development. Economic freedom will help people to realize their political freedom in the long run. The people of Burma should be allowed to exercise their political rights and secure their political and civil rights. The government should grant people freedom of speech, as well as of press, since those factors help the country to avoid famine or other economic disasters.  Once Burma achieves a stable economy under democratic governance and people enjoy their economic entitlements, citizens will begin to be able to participate in the decision making process of the community that impacts their lives and lead meaningful and dignified lives. Therefore, it is clear that the concept of freedom plays an important role in achieving a higher level of economic growth. Once Burma accomplishes an economic development under good governance, people will begin to be able to have a better standard of living, which in turn will help expand the overall human development.
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� Transparency is a form of freedom to interact with other individuals under guarantees of disclosure in economic as well as political sector; for example, availability of reliable economic information from various institutions. Transparency guarantees play an important role in preventing corruption, financial irresponsibility and underhand dealings. Burma is lacking any transparency guarantees at every level of bureaucracy as well as in the economic sector; as a result, the country suffers from a series of economic catastrophes such as malnutrition, famine and ongoing financial crisis. Ibid.
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Graph III: Average black market exchange rates (to US$) 
and gasoline price in black markets in Burma (1988-1995)
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