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Myanmar’s Central Bank Law Reveals Reform Challenge
By Sean Turnell*

EXECUTIVE SUMMARY

• In keeping with international practice, in late 2013, the Myanmar govern-
ment undertook legislative and other measures designed to grant greater 
independence to the country’s central bank.

• The ‘new’ Central Bank of Myanmar (CBM) is now a body autonomous 
to the Ministry of Finance and Revenue, with a policy-making board of 
directors headed by a Governor with Cabinet authority. Other positive 
changes include the appointment of young reform-minded economists to 
Deputy-Governor positions.

• Significantly, the new CBM is supposed to cease being a financing          
vehicle for State spending, but an institution tasked with price and cur-
rency stability, and financial sector supervision.

• Nevertheless, and notwithstanding the fresh legislation in paving the way 
for a major shift in Myanmar’s financial sector, the CBM will not be able 
to achieve genuine (de facto) independence unless Myanmar gets its         
fiscal house in order. Progress has been made in recent times, but not yet 
enough for the CBM to be free of a government financing role.
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• Myanmar’s new central banking arrangements are a necessary, but not 
sufficient step towards the reform and rehabilitation of its financial sector. 
Urgently needed still are changes to the regulatory structure governing 
Myanmar’s financial institutions that, at present, greatly inhibit the role that 

they could play in the country’s economic transformation. 
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INTRODUCTION

In July 2013, Myanmar’s President, Thein Sein, signed into law a bill that is aimed at 
establishing a degree of independence for the country’s central bank. The outcome 
of umpteen drafts and no less controversy, this new Central Bank of Myanmar Law 
(CBML, Pyidaungsu Hlattaw Law No.16/2013) holds out the promise of transform-
ing the country’s monetary and financial framework. Whether it will do so or not will 
depend upon many factors. Not the least of these will be the degree to which the 
central bank truly has the ability to pursue monetary and financial stability, rather than 
continuing its historically assigned role of financing the State. Yet, for all of this and 
for all the complementary policies that needs to follow, the new CBML represents 
progress.

INSTITUTIONALISING ‘INDEPENDENCE’

The object of the CBML is to establish the legal independence of the Central Bank 
of Myanmar (CBM) and, of perhaps even greater importance, the perception of such 
independence both inside and outside the country. The ‘old’ law of the same name 
that was promulgated in 1990 contained many ‘technical’ aspirations and method-
ologies of international central banking standards. However few of these provisions 
were implemented, and it did not include the current de rigueur idea of independ-
ence.1 Under the 1990 legislation, the CBM was a unit of the Ministry of Finance and 
Revenue and was little more than a financing vehicle for Myanmar’s chronic fiscal 
deficits. It seldom supplied less than a half of the government’s funding needs—under 
various technical arrangements—which in essence constituted ‘money printing’ on a 
vast scale.2

The new CBML gives the central bank the authority and responsibility to imple-
ment monetary and exchange rate policies independently from the Ministry of Finance 
and Revenue, and shift away from its spendthrift past. A number of measures rein-
force the institution’s new autonomous power:

• The governor of the CBM is elevated to the level of a Minister of the 
Cabinet (article 108). An early idea to make the CBM even more                               
independent of the government by making the institution a body similar 
in status to the Auditor General’s Office (part of the Executive branch of 

1 The former Central Bank of Myanmar Law (SLORC Law no: 15/90) was automatically repealed upon the 
promulgation of the new Law (article.118). That said, ‘rules, regulations, by-laws, orders and directives made or 
issued under the repealed Bank Law…or under any other power [sic] shall, in so far as they are not contradictory 
to the provision of this [new] law, continue to have effect’ (article.119, emphasis added). The practical impact of 
this provision remains to be seen.
2 For more on the scale and scope of the CBM’s money printing ways, see Sean Turnell (2009), Fiery Dragons: 
Banks, Moneylenders and Microfinance in Myanmar, NIAS Press, Copenhagen.
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government, but separate from Cabinet) was shelved since it would have 
required constitutional amendment. 

• A Board of Directors is to be the CBM’s ultimate internal decision-making 
body. Chaired by the Governor of the CBM, it will comprise nine mem-
bers. Four of these (the CBM Governor and three newly-created Deputy 
Governor positions) will be from within the CBM itself, the other five being 
‘external professional experts selected by the government’, and approved 
by the Parliament (article 9). Directors cannot be members of parliament 
or a political party, nor can they hold more than 5 per cent equity in a cor-
poration (article 10). The expertise of the five external directors must be in 
operational areas of central banking — economics, finance, banking law, 
accounting and/or auditing. 

• Senior officers of the CBM (the Governor and the Deputies) enjoy a       
degree of security of tenure. Their appointments, made by the President 
but requiring parliamentary approval, can only be terminated on the ba-
sis of voluntary resignation, breaches of the appointment requirements 
(being convicted of a crime occasioning imprisonment; acquiring equity 
ownership in excess of the 5 per cent limit), missing more than three con-
secutive board meetings; or being the subject of a Presidential finding 
that they are ‘incapable of discharging’ their duties’. The term of office for 
the Governor of the CBM is 5 years, and that of Directors is 4 years. Both 
the Governor and Directors can serve only two terms (article 9b).

• The CBM will no longer be permitted to buy primary issues of government 
bonds, or to otherwise lend to the government, without the approval of 
parliament. Government bonds can be purchased from other banks, and 
from the general public, but in the absence of a parliamentary nod this can 
only be via (hitherto non-existent) secondary securities markets (articles 
91, 92). 

• In line with international practice, central bank independence involves 
specific transparency and accountability requirements. Under the new 
CBML, Myanmar’s central bank is compelled to submit reports on mon-
etary conditions to the parliament at least twice a year, and to publish 
quarterly reports on monetary developments (articles 38, 39).

• Deputy Ministers of the both the Departments of Finance and Revenue 
as well as National Planning and Economic Development are permitted to 
attend the monthly meetings of the Board of the CBM, but are not permit-
ted to play a role in its deliberations (article 21e).

 
However, central bank independence is not an end in itself. Widely seen as one of 
the key building blocks in the recent round of political and economic reforms, the 
announced purpose of the new CBML is to signal serious intent in the pursuit of 
better policy outcomes in the way the financial sector is regulated in Myanmar, while    
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providing potential investors with a confidence boost. To these ends, the CBM’s 
functions and objectives under the new Law include:

• the conduct of monetary and exchange rate policy to deliver price and 
exchange stability; 

• the attainment of financial sector stability through supervision, regulation, 
and in providing banks with lender of last resort facilities;

• the promotion of efficient payments systems and clearing arrangements;
• acting as banker to the government, and as the issuer of the currency;
• managing Myanmar’s official foreign exchange reserves (articles 5, 6).

While these stated objectives are very much in keeping with those of most central 
banks, it is worth noting that they do not deviate as statements of broad principle 
from those outlined—if rarely achieved—under the old (1990) CBML. It appears that 
the focus is not so much on the objectives sought, but how they are pursued as well 
as how achievable they will be against many other competing reform agendas amidst 
Myanmar’s transitional political economy. 

BANK SUPERVISION

The CBM has long imposed a strict regulatory and supervisory regime over the bank-
ing sector.3 Officially, banks in Myanmar must meet the following minimum capital 
requirements:

• 10 per cent capital adequacy ratio against risk-weighted assets;
• liquidity ratio of 10 per cent of total assets (cash and treasury bonds);
• reserves-to-deposits ratio of 10 per cent (at least 75 per cent of which 

must be deposited with the CBM, the remainder as cash);
• credit limit to any single borrower of 10% of a bank’s capital and reserves;
• general provision of 2% of all loans outstanding (with loan loss provisions 

of 50 per cent against doubtful loans, and 100 per cent against bad 
loans);

• annual on and off-site supervision by the CBM;4

3 Historically the CBM’s stewardship of Myanmar’s financial sector has been less than outstanding, reaching a 
low point following the country’s 2003 banking crisis (in the wake of which banks effectively ceased to function). 
For a period of some years the CBM’s bank oversight role was even effectively usurped by a highly-destructive 
‘recovery committee’ led by Myanmar’s former Vice President, Tin Aung Myint Oo. The CBM performed rather 
better in 2012, when it came out to re-assure anxious depositors in the face of rumours casting doubt on the 
solvency of Kanbawza Bank, currently the largest private bank in Myanmar. On this and other fronts the CBM is 
currently being assisted by staff from the World Bank, the Asian Development Bank, and various donor country 
missions (many of whom have disclosed to the author their ‘shock’ at encountering the lack of ‘capacity’ currently 
within the CBM).
4 A particular emphasis on on-site inspection of ‘accounts, legers, supporting documents and other records’ is 
apparent in articles 68-75 of the new CBML.
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• submission to the CBM of weekly reports of reserves and liquidity ratios; 
monthly reports on assets and liabilities, income and expenditures, capi-
tal adequacy ratios; quarterly reports of the sectorial distribution of loans 
and advances, and non-performing loans, and; yearly reports of provi-
sions against bad and doubtful debts, and statements of profit and loss.

The new CBML itself does not change any of the above, but the impending rules 
and regulations that will implement the Law may bring about some modifications. 
The most significant change will be on the capital adequacy ratio which will likely 
be rewritten in accordance with the latest variant of international capital regulation 
known as ‘Basel III’. Also expected are changes to the definitions of capital and other 
banking metrics (how and when to classify loans as non-performing for instance) to 
better harmonize them with established international norms (from which at present 
they depart markedly).

Beyond the new (and old) CBML are an array of restrictions on banks in Myanmar, 
most of which do little to enhance prudence but greatly undermine the effectiveness 
of the country’s financial sector. Too many even to summarise5, many of these are 
contained within the Financial Institutions of Myanmar Law (FIML, 1990), and its 
accompanying rules and regulations. The reformation of the FIML is promised (early 
drafts are currently circulating in Myanmar’s parliament), but is not yet apparent. 
Without such reform of the FIML, progress in Myanmar’s financial sector will be 
greatly limited.

MONETARY POLICY INSTRUMENTS AND OTHER CHANGES

In the conduct of its monetary policy duties, the new legislation authorizes the CBM 
to conduct what is commonly known as ‘open market operations’ via the purchase 
and sale of financial securities, in order in turn to impact upon monetary conditions 
(article 45). As noted earlier, Myanmar does not yet possess the ‘secondary markets’ 
in securities that would allow such operations to take place. In their stead, the CBM 
currently conducts deposit and credit auctions. So far these are really only useful, 
however, in ‘sterilising’ the CBM’s buying and selling in the foreign exchange market 
(to stabilize Mayanmar’s currency, the kyat) rather than in influencing broader mon-
etary conditions. The latter is determined much more by the floors and caps that the 
CBM imposes on the interest rates that banks pay and charge which are currently 
set administratively at 8% and 13% per annum respectively. 

5 But they include the restrictions on banks’ lending to farmers, the floors and caps placed on bank deposit and 
lending interest rates (noted in more detail later), and limitations on the opening of new branches…just to name 
some of the more obvious constraints.
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A key takeaway in the conduct of monetary policy around the world is that        
transparency and openness in open market operations can assist central banks in 
achieving their objectives via the shaping of market expectations. This is recognized 
in the CBML (article 46) which asserts that the CBM will ‘announce to the public’ its 
dealings in financial markets for policy ends. However it also bears noting that the 
complex systems of monetary policy and regulation required by central banks take 
years of fine-tuning and is susceptible to the market forces around them.

Consistent with its greater responsibilities and powers, staff numbers at the CBM 
are expected to double (to over 2,000 across its three offices in Naypyitaw, Yangon 
and Mandalay) with four new ‘policy committees’ to be established. The latter will 
be concerned with monetary policy, financial stability, payments systems, and for-
eign exchange management. How much power these committees will yield, who will 
head them, and how they will mesh with the responsibilities of the three new Deputy 
Governors, is as yet unclear.

Given Myanmar’s unfortunate history of periodic demonetization episodes, 
Myanmar’s 2008 Constitution includes a guarantee (article 36e) ‘not to demonetize 
currency legally in circulation’. This is reinforced in the new CBML, which includes 
the assurance that any ‘necessary’ withdrawals of currency notes in circulation only 
take place with the approval of the Parliament (article 67a).

CONCLUSION: IS THE CBM NOW TRULY INDEPENDENT?

The CBML is designed to ensure that the CBM does not once again become the 
monetary ‘printing press’ of State finance. Under the CBML, the CBM is not legally 
precluded from lending to the State, but the requirement of parliamentary approval to 
do so would, in the present circumstances, likely prove onerous. On this front then, 
the CBML may be counted as real progress for so long as the executive and the 
parliament remain at odds. Of course, an extra note of caution must be entered here 
with respect to the activities of the other state-owned banks. These institutions (es-
pecially the largest of them, the Myanma Economic Bank, MEB), are not precluded 
from financing the State through the purchase of primary government securities and 
they, in turn, are not excluded from CBM support. Of late the MEB has been a large 
buyer of government debt. The issue is one that warrants watching, and ultimately 
all will depend on the ability of future governments to be able to finance their spend-
ing by selling bonds to the public, borrowing offshore and from private banks, and 
(most important of all) creating the fiscal circumstances (i.e., spending restraint and 
adequate taxation) that do not create the incentives for ‘money printing’. Table 1      
reveals the magnitude of the challenge, and illustrates the extent that CBM lending to 
the government has exceeded the lending by Myanmar’s banks to the private sector: 



8

Table 1: Central Bank Lending to the Government Relative to Private 
Sector Credit Provision (kyat millions)

Financial Year
CBM Lending 

to Govt.
Commercial Bank Loans 

to Private Sector

2008/09 3,880.8 907.2

2009/10 4,727.4 1,171.1

2010/11 6,021.4 1,885.5

2011/12 6,759.3 4,772.4

2012/13 8,319.3 4,898.5

Sources: IMF, International Financial Statistics 2013; 

Myanmar Central Statistical Organisation, Selected Monthly Indicators.

In the extensive academic and professional literature on the issue of central bank 
independence, the extent to which the central bank is divorced from any fiscal role 
is central. It is not, however, the only determinant of central bank independence, 
de facto as well as de jure. Another component, sometimes labelled ‘personnel’ or 
political independence, emphasises the appointment and dismissal procedures for 
senior central bank staff. Clearly a degree of security of tenure for such staff may be 
an important practical aspect of independence, not least in granting them practical 
grounds from which to challenge the government. As noted, the CBML contains 
provisions for delivering such security, but these provisions are uncertain and incom-
plete. It is, for instance, unclear whether the removal of senior staff or CBM directors 
requires parliamentary approval, just as it is uncertain whether the same pertains to a 
Presidential finding that a Director is ‘incapable of discharging his duties’. In this area 
alone the role of the President is overwhelming — and from whom it may be difficult 
to credibly establish perceptions of genuine independence. 

Two other measures employed to indicate central bank independence are the 
powers the institution may enjoy in autonomously establishing an explicit policy       
target (usually a bounded inflation outcome), and in prevailing over the government 
of the day in the event of a dispute over this objective. Typically, most central banks 
regarded as being independent possess the first of these measures, but seldom the 
second.

In the case of the CBM, article 40 determines that one of its duties is ‘formu-
lating and implementing monetary policy’. Clearly this seems to suggest autonomy 
in setting not just intermediate monetary policy targets (interest rates, monetary                       
aggregates and so on), but ultimate objectives too as noted earlier. Nevertheless, 
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matters are not entirely clear. The same article states, for instance, that ‘deciding and            
implementing foreign exchange rate policy’ is also the duty of the CBM. However, 
a latter article of the CBML (article 54) declares that it is the government that shall 
‘fix the foreign exchange rate’, after ‘taking the advice of the central bank’ (emphasis 
added). As always, the proof of the pudding will be in the eating. Meanwhile, no pro-
cedures are spelt out in the CBML in the event of a policy disagreement between the 
central bank and the government. 

Recent efforts to grant greater independence to Myanmar’s central bank consti-
tute an important milestone in the country’s economic reform trajectory. Yet, they are 
as yet just one component of a programme with a long way to go if Myanmar is to es-
tablish the financial system and the macro-economic framework it needs to achieve 
transformational growth. Much still to play for. 


