MYANMAR FIRM MONITORING draws from a monthly survey of enterprises undertaken
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Figure 1 The business environment remained challenging in . . .
June 2022 challenging business environment, but
few firms were considering closing.
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mained higher than in 2021 (Figure 1).
The share of firms reporting difticulty
making repayments on loans and other
business credits increased slightly to 15
percent (up from 13 percent in March
2022) but remained lower than the 2021
average. However, the share of firms
experiencing cash flow shortages con-
tinued to decline in June 2022. Despite
operating in an uncertain business environment, very few firms
consider permanent business closure as an option, even if the cur-
rent situation does not improve within the next three months.
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Figure 2 Firms' operating status
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Figure 3 Average operating capacity of firms (by sector)
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Note: *Firms were asked to report on the last completed month. An
average operating capacity across all firms is reported in this brief,
as compared to reporting an average operating capacity of only
those firms that were operational in previous briefs.

Figure 4 Challenges reported by firms not being able to
operate at full capacity
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Figure 5 Share of firms reporting the higgest challenge
for their operations in the last completed month
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With continued demand & supply-side
constraints, firms'operational levels
modestly declined in June 2022 but
remained higher than in 2021.
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irms' operational levels modestly declined (Fig-
ure 2). In June 2022, temporary closures fell to
only 8 percent of firms. Despite a sowing period
for monsoon rice (a major agricultural crop), ag-
ricultural firms were the primary drivers of over-
all temporary closures, with 20 percent reporting
closures, likely impacted by increased logistics
and input costs and conflict escalation. With seasonality affecting
operational hours, only 33 percent of firms operated at full capac-
ity in June 2022—12 percentage points lower than in March 2022.
Consequently, the average operating capacity across all firms de-
clined to 59 percent in June 2022, down from 66 percent in March
2022. With a relatively higher share of firms reporting temporary
closures, the average operating capacity of agricultural firms was
only 53 percent—the lowest compared with firms in other sectors
(Figure 3). Although there was an overall decline in average oper-
ating capacity, service firms' average operating capacity contin-
ued to improve in June 2022.

Both demand and supply constraints remained for firms (Fig-
ure 4). Of the firms still unable to operate at full capacity in the
last completed month, about two-thirds reported that the reduc-
tion in sales was their most significant constraint. However sup-
ply-side constraints remained important, with about one-third of
firms reporting power outages and the unavailability of interme-
diate inputs as major challenges. Across all firms, conflict escala-
tion, power outages, kyat volatility, and sales reduction were op-
erational challenges in the last completed month, but there were
variations across sectors (Figure 5). Conflict escalation was the
biggest concern for agricultural firms, while power outages were
more significant for service and manufacturing firms. Sales re-
duction and kyat volatility were the biggest challenges for retail
and wholesale firms.

The labor market remained broadly stable in June 2022 (Figure
6). Because of seasonality, hiring activities were slightly lower,
with only 2 percent of firms reporting new hires. In addition, the
reported percentage of firms granting unpaid leave and reducing
employee work hours picked up again. This is attributed to sea-
sonality, as employees take more days off during this time with
public holidays in April. More employees being likely to take leave
and firms reducing labor hours mirror a decline in operating ca-
pacity. However, the June 2022 results indicate a modest decline
in reports of layoffs and salary/wage reductions. Overall, the labor
market conditions were generally stable, despite some disruptions
resulting from seasonality factors.



MYANMAR FIRM MONITORING SURVEY 19 SEPTEMBER 2022

ROUND 12 3

Figure 6 Share of firms reporting labor challenges
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Note: Firms were asked to report the last completed month

Figure 7 Sales impacts on firms
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Figure 8 Share of firms reporting price impacts
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Figure 9 Share of firms reporting kyat depreciation
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Sales decline, inflationary pressure &
exchange-rate depreciation continued.
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ales and profit remained lower in June 2022 (Fig-
ure 7). With reduced operating capacity, 44 per-
cent of firms reported lower sales in June 2022 than
the same period last year. Consequently, average
sales across all firms were 19 percent lower than
in the same period last year. Worsening conflict,
continued power outages, and foreign-exchange
restrictions introduced in April 2022 all likely contributed to the
sales decline. Across sectors, retail and wholesale firms suffered
the most-severe sales impacts, with 66 percent of firms reporting
sales declines at an average of 26 percent. Also, 54 percent of firms
reported profit reductions, resulting in an average profit reduc-
tion of 30 percent. By region, a higher share of firms in Yangon
reported profit reductions than in other parts of the country, at
61 percent. Firms in this region are more integrated with interna-
tional trade and, therefore, more susceptible to higher imported
input costs (due to higher global prices, kyat depreciation, and lo-
gistics constraints). Chin and the Dry Zone experienced the high-
est average profit reduction, with 34 percent, suggesting that the
conflict escalation in these regions impacted firms' profitability.

Inflationary pressures continued to increase (Figure 8). In the
three months to June 2022, 56 percent of firms reported an increase
in prices, with their primary reason being the necessity to cover
high intermediate and input prices. While only 27 percent of large
firms increased prices, more than half of smaller firms did. As a re-
sult, the average price increase across all firms was 16 percent. Fur-
ther increases could be expected in the near term, given increased
input costs primarily due to the kyat depreciation.

Despite a modest decline, negative impacts from the kyat depre-
ciation remained in June 2022 (Figure 9). About half of firms still
experienced negative impacts of the kyat depreciation against the
US dollar. Of these firms, almost all experienced increased input
costs. Moreover, 82 percent of these firms also reported an increase
in operational costs, with service firms being hit the hardest with
increases in their operational costs reported by 92 percent. This
will impact firms' decisions on their output prices and efforts to
control costs, including stafting decisions.
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Figure 10 Share of firms reporting power outages

to business operations
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Figure 11 Share of firms reporting how they have managed
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Figure 12 Firms' business expectations
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ower outages remained a critical issue for
firms' operations (Figure 10). Half of the firms
reported that these outages were disruptive to
their business operations, with sectoral and
regional differences. Despite a decline from
March, roughly two-thirds of firms in the man-
ufacturing and service sectors still experienced
outages as disruptive to their operations. More firms in the retail
and wholesale sector reported impacts as well. With their relative-
ly lower electricity consumption, the agricultural sector remained
the least affected by outages. Firms in Yangon continued to expe-
rience more-disruptive power outages than firms in other regions
- reflecting a concentration of firms in the manufacturing and ser-
vice sectors (which tend to consume more electricity) in Yangon.

Due to the vital role of electricity in business operations and
performance, 80 percent of firms have already managed to find
a solution to recurring power outages (Figure 11). However, they
incurred additional costs, with 74 percent of these firms opting
to invest in diesel-based generators, adding further capital and
operational expenses (and increasing vulnerability to higher fuel
prices). Of the firms not yet able to manage power outages, 52 per-
cent do not have plans to address the issue.

urvey results suggest that short-term business
expectations have slightly improved, but chal-
lenges persist (Figure 12). In June 2022, 75 per-
cent of firms reported confidence about staying
in business for the next month—reflecting a con-
tinued improvement since mid-2021. Also, the
share of firms expecting to fall into arrears in the
next three months remained lower than in 2021. Moreover, firms
expected their sales to increase by 11 percent in the next three
months compared to the same period last year. Despite optimistic
expectations for the short term, only 18 percent of firms expect a
recovery in the next six months to levels that existed before Feb-
ruary 2021. Almost half of the surveyed firms expressed uncer-
tainty as to whether if they can recover to their pre-February 2021
levels. This suggests that long-term uncertainty remains for firms'
operations; nevertheless, they have better business expectations
for the next three months. In addition, firms reported that pow-
er outages, lack of demand, conflict escalation, and kyat volatili-
ty would remain challenges for their operations in the next three
months. Consistent with these findings, only 7 percent of firms
reported plans to invest and expand their business in 2022—half
the number in March 2022.




Figure 13 The most frequently used methods for transactions
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Figure 14 The most frequently used
methods for sales payments
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he use of digital technology for payments and
transactions is quite limited. Survey results
suggest that firms frequently used traditional
systems such as selling at business premises,
text messages (SMS), and phone calls (Figure
13). Despite Myanmar's high mobile usage rate,?
only one-third of firms reported using SMS or
phone calls for sales transactions. Likewise, only 14 percent of
firms reported using social media platforms for sales, although
roughly 40 percent of the population is on social media.> The
share of firms using other modern digital mechanisms (such as
e-commerce platforms) remained negligible. Also, digital tech-
nology is still limited in sales payments, with cash being the most
frequently used payment method (Figure 14). While mobile mon-
ey applications have been in place for several years, only about
a quarter of firms used them for transfers of sales payments. The
use of other digital payment mechanisms, such as mobile bank-
ing and debit/credit cards, also remained limited. The low level of
digital technology usage for sales transactions and payments sug-
gests that most of Myanmar's firms may not have the capacity to
adopt digital tools for business operations. In addition, internet
disruptions or banking sector disruptions could hamper firms' at-
tempts to embrace modern digital technology.
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