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8.1: Summary 

In this dissertation we have investigated in detail the influence of 

foreign aid and international trade on diversifying the economy of Bhutan 

and the resultant effects of these two variables on its people and 

environment. Bhutan being a small, mountainous, landlocked and thinly 

populated country emerged as a modem state in 1907 ruled by the 

hereditary monarchy. Since then Ugen Wangchuk, the first King of 

Bhutan, took initiatives to open Bhutan to Indian agencies through the 

implementation of various projects and programmes particularly on 

education, population, trade, communications and the use of natural 

resources to ensure the wellbeing of every citizen. 

We know from the history of medieval Bhutan that there existed 

feudalistic socio-political structure in Bhutan along with the practice of the 

system of slavery. Feudalism and slavery co-existed in this tiny backward 

economy especially since the seventeenth century. The slavery was 

completely abolished by the third king Jigme Dorji Wangchuk in 1952. The 

feudal system of production was also replaced gradually by the capitalist 

mode of production. It is to note that the British had some control over 

Bhutan's affairs, but Bhutan was never colonized. Till the early 1960s it 

was isolated from the rest of the world as the people of this country had to 

lead a simple way of living through traditional cultivation and trading. 

The process of development and modernization in Bhutan really 

began in the early 1960s with the achievement of substantial upgradation 

of social, economic and political institutions. Since then, the isolated, 

feudal, and barter economy was transformed into a modern nation-state 

launching its first five year plan in 1961. 

As in the past Bhutan is still a sparcely populated country in terms of 

its area. This is mainly becuase of the fact that much of its land remains in 

its natural state. The Great Himalayan and the Black Mountain regions 
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and associated islands of Bhutan together contain approximately five 

percent of the country's total population due to difficult terrain, excessive 

rainfall, dense plant cover and poor soil conditions for agricultural 

activities. Therefore Bhutan does not have such type of population problem 

as the other South Asian nations like India, Pakistan, Bangladesh and Sri 

Lanka really do face. Another problem that severely affects population 

growth in Bhutan is the lack of proper health facilities due to which there 

exists high death rate. 

Historically, all the economic activities in Bhutan were concentrated 

to agricultural farming and animal husbandry. Naturally agriculture sector 

was the main contributor to its national well-being. People were engaged 

in the cultivation of rice and maize. These were the principal crops and 

family members were mostly engaged in agricultural practices on a 

subsistence level. More than 90 percent of its population were involved in 

agriculture and allied activities contributing major share in national 

income, although agricultural practices were (and still today) mostly 

labour-intensive with smaller use of modem implements. During the early 

medieval period, two types of agricultural production took place viz. jhum 

cultivation (shifting agriculture) and settled agriculture, although other 

types of cultivation such as valley cultivation and orchards prevail in 

Bhutan. Simple tools like hoe or plough were drawn by the oxen or ponies 

by an individual. The jhuming cultivation was gradually reduced the 

system of settled agriculture intensified with the use of traditional 

irrigation system. Marketing of agricultural commodities were almost 

absent and there were no transport facilities for the distribution of 

agricultural commodities from one place to other. Only crops were bartered 

between the households within the village or within nearer villages. 

Regular markets were not organized. Only weekly markets of surplus 

agricultural commodities were held in different places. Some commercial 

products like cardamom, turnips, chilies, wools, timber and animals such 

as goats, cows, ponies were exported to neighbouring countries during 

annual fairs. Huge plots of land were used by the government and the 
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monasteries. Only a few rural elites were granted land ownership and such 

land was cultivated under share tenancy system. Major resources in 

Bhutan were the common property resources like grazing fields and forests 

and these were commonly used by the rural communities. They used to 

pay taxes collectively to the government. The landlords in the feudal mode 

of production gave cultivating right to the tenants and in exchange took 

rent either in kind or in labour. There was no evidence of cash rent 

received by any landlord. This was because of the fact that the Bhutanese 

economy was non-monetized in those days. Massive land reform measures 

were introduced in 1952 when the King himself distributed land to the 

landless and the slaves. 

Being a least developed economy (like other less-development 

economies of the world) Bhutan urgently required foreign assistance for its 

all-round development especially for the development of infrastructure. 

Due to low domestic savings and land tax revenue collected by the 

government it was impossible to properly implement infrastructural 

development projects and programmes. Not only this, it required 

importation of high -valued equipments and technical knowledge from 

abroad which again called for large amount of foreign currencies. Moreover 

Bhutan's earnings from international trade were very meager in amount. 

Under the circumstances, Bhutan had to depend on foreign assistance for 

meeting import demand as well as executing high cost development 

projects. Both grants and soft loans are received by the government and 

the major donors are India (largest), DANIDA, UNDP, World Bank, Swiss 

Development Corporation, Netherlands, Australia, Asian Development 

Bank, Colombo and the Organisation of Petroleum Exporting Countries as 

well as official assistance and other official flows coming from different 

external sources (governmental and non-governmental). We can have a 

clear understanding on present scenario of foreign assistance in Bhutan 

funded by different agencies if we give our concentration on table 3.2 in 

section 3.4 of chapter-3 of this dissertation. We got a unique relation 

between foreign aid and economic growth with the help of a sophisticated 
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econometric techniques i.e. VAR model exhibited in Table-3.3 (Results of 

V AR Estimation). 

Up to early 1950s, Bhutan, being a least-developed subsistence 

economy, could not establish industrial base in modern sense. It took up 

the promotion of industry and agriculture through economic planning, use 

of foreign aid in right direction, and creation of infrastructural facilities. As 

a result of all of these concerted efforts there has been unprecedented 

improvements in economic efficiency and performance in Bhutan over the 

last fifty years. It successfully completed nine five year plans starting from 

1961 and the Tenth Plan (2008-1013) is in full operation. During the 

planning era Bhutan has witnessed substantial progress in various 

segments like introduction of a monetized economy through which 

commercial banks, a central bank and some non-banking financial 

institutions could be established, development of transportation and 

communication infrastructure through 'Bhutan Road Project' with the 

assistance of Border Roads Organisation of India, development of urban 

centres with sanitation, proper drainage and management of solid wastes, 

creation of rural infrastructure like road connectivity, water supply and 

rural electrification and creation of social services and human development 

facilities like expansion of schools, health centres and hospitals with the 

increase in the number of qualified doctors, nurses and technical staff. 

Traditionally, the people of Bhutan were confined to subsistence 

farming and animal husbandry. Due to difficult terrain and large forest 

cover, total land under cultivation is at present around eight percent of 

total geographical area. Most of the industries in Bhutan such as 

handicrafts are labour intensive. Mining industry is underdeveloped 

limited only to a few industrial minerals. Although poor in oil and natural 

gas reserves, it has huge hydro reserves, a major source of electricity. With 

the help of this valuable resource, Bhutan has completed four major 

projects with an installed capacity of 1488 MW and a potential of 30,000 

MW. This sector along with the development of 'tourism' as an industry are 
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the major driving forces behind Bhutan's rapid rate of economic growth 

and well-being of its population. Realizing the importance of agriculture 

sector in the economy in terms of GDP growth and generation of 

employment opportunities, the government gave priority in all the five year 

plans. With the assistance from India, Australia, Denmark, Austria, 

European Community, Japan, Netherlands, United Nations Organization 

(UNO), World Bank and other donors agricultural infrastructure and 

agrarian institutions were set up and as a result Bhutan witnessed 

mechanization and commercialization of agriculture. Crop pattern has 

completely been changed giving greater emphasis on the production of 

vegetables, apple, oranges, cardamoms, agro-oils, mushroom, potato along 

with traditional variety of crops such as paddy, maize, wheat, barley and 

buckwheat. Some agro-processing industries came into being. Side by side, 

some industries based on non-wood forest products like bamboo and cane 

started production not only for domestic consumption but also for export 

purpose. In spite of all-out efforts Bhutan is constrained to achieve self

sufficiency in food production. Bhutan thus suffers from food security. 

This problem is not easy to solve. This is due to converting agricultural 

land into other use like human settlement, model township, commercial 

enterprises, construction of roads and so on. In order to solve the problems 

of food security and alleviation of poverty Bhutan National Food Security 

Strategy has been developed and a project with full financial support from 

IF AD titled 'Protected Agricultural Land for Food Security' has been 

initiated during the Tenth Five Year Plan (2008 - 2013). Another project 

titled 'Initiative on Soaring Food Prices' has been in operation with the 

financial assistance from FAO. A relationship between foreign aid and 

agricultural output in Bhutan has been established with the help of simple 

OLS regression and the results (shown in tables 5.8 and 5.9) exhibit that 

agricultural output of Bhutan largely depends on foreign assistance, per 

capita income and exports. 

Service sector of an economy can contribute a lot. This sector has two 

segments: economic and social services. Bhutan has given equal stress on 
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developing those two aspects. The government diversified its service sector 

through the extension of communication services, trade and tourism 

activities, promotion of education and health services during the five year 

plans. Bhutan's tourism industry has been playing a vibrant rule in foreign 

exchange earning, revenue generation and employment creation. 

The core of Bhutan's industrial sector is its construction, mining and 

manufacturing industries. Almost all the industries have been established 

according to its factor endowments and factor intensities. Naturally, 

cottage and small-scale industries were developed in the third five year 

plan and also the forest-based industries, cement industries and hydro

electricity projects were undertaken mostly with the help of Indian 

assistance. 

These industries can absorb a lot of skilled workers. But the fact is 

that most of the people of Bhutan lack critical skills in this sector, 

although the Government of Bhutan has set up many vocational training 

centres for making workers skilled and suitable for this sector. Due to this, 

there has been huge import of skilled workers from India. This is a serious 

problem in the context of its growing population. To solve the problem of 

unemployment, it is of urgent need to equip the Bhutanese people with 

adequate skill through proper training and education. Another reason for 

augmenting training to domestic workers is to increase the trade cover i.e. 

increase exports not only to India but also to other countries like 

Bangladesh, Singapore, Thailand, Hong Kong and Nepal. It is to note that 

India is the major trading partner covering more than 3 j 4th of Bhutan's 

total trade. Bhutan's total exports to India is arround 80 percent and that 

of imports remain 70 percent at present. Apart from India, major imports 

come from Indonesia, Russia, Singapore, South Korea and Japan. Since 

Bhutan's domestic market is very small and the capacity to sustain growth 

is limited, it has started integrating into the regional and global trading 

system through the diversification if its export base and implementation of 

export-led growth strategy. Due to adoption of environment friendly 
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development strategy, its environment has not been significantly affected 

by its foreign trade. But Bhutan's trade in natural resources has certain 

degree of negative effects on its rich biodiversity. 

The government of Bhutan especially since the early 1980s has 

adopted a development philosophy known as 'Gross National Happiness' 

based on four pillars i.e. equitable and sustainable development, 

preservation and promotion of culture, conservation of environment and 

promotion of good governance. The development initiatives the government 

is taking particularly for the last thirty years show the clearcut indication 

of achieving the goal of GNH. Due to its recent origin, no time series data of 

GNH are available. But with the help of foreign aid, expansion of 

agriculture, improvement of infrastructural facilities in all the sectors of 

the economy and enlargement of foreign trade cover, there has been a 

substantial improvement in the GNH index. 

8.2: Overall Findings and Concluding Remarks 

From oldest Bhutanese chronicles we can observe that there existed 

self-sufficient village communities in the Ancient Bhutan and the villages 

were governed by the 'Village Heads'. In those days, social patterns were 

more or less similar in the central and western Bhutan. The villages were 

largely dominated by the Drukpa communities. In the early 17th century a 

feudalistic social structure evolved and the sole task before the government 

was to maximize the well being of the people. This process continued up to 

1907 when the hereditary monarchy was formed. The medieval economy of 

Bhutan was based on barter system with the complete absence of money 

market and obviously there was no monetary policy of the government. 

There was negligible governmental expenditure on socio-economic aspects. 

The self-sufficient communities used to build up the common reasons on a 

self-help and cooperative basis. 

Bhutan is well endowed with natural resources covering almost half 
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the land with natural forests which are evenly distributed across the 

country. But the fact is that it lacks high quality natural resources. This 

did not help creat surplus which could be utilized in internal development 

activities. Due to lack of manpower, expertise, financial resources (mainly 

because of low saving rate, poverty and income inequality) and rugged 

terrain and geography, the development of Bhutan has been hampered. 

This study contains the economic history of Bhutan, the role of 

foreign aid on its development, specific analysis on infrastructural 

development, sector wise diversification of the economy, role of foreign 

trade on the growth of the economy and what is more a detailed analysis 

on the sustainability issue and a note on Gross National Happiness index. 

The overall findings that we derived from our research investigation 

can be summarized as follows. 

• Bhutan has given importance on the role of foreign aid especially smce 

1960s on infrastructure development, development of agriculture, hydro

electricity generation, development of industrial base and the improvement 

in public administration. All the development requirements were/are 

financed by foreign aid in the form of grants and soft loans. Our study 

shows that India has been largest donor of foreign aid followed by DANIDA, 

UNDP, World Bank, Asian Development Bank, Swiss Development 

Cooperation and others. The foreign aid has been managed and 

coordinated by the planning commission of Bhutan. An econometric 

analysis has been done on foreign aid and economic growth. For this unit 

root tests for GOP, Grants and Savings series of Bhutan for the period 

1981-2007 have been done. Results show that these series are non

stationary. VAR model has been fitted for these three series with data after 

first differencing. Results of estimated V AR model shows that foreign aid in 

Bhutan is effective in raising savings and growth. Granger causality test 

also shows similar effect of aid on both growth and savings. 

• Foreign aid has diversified all the sectors of the economy of Bhutan. The 

agricultural sector of Bhutan at present is completely different from that of 
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the early phase of planned economic development. The share of agriculture 

in GDP was 55 percent in 1985. It abruptly went down to about 19 percent 

(18.6 percent) in 2007 while people's dependence on agriculture also came 

down from 95 percent to 67 percent during the same period of time. We 

have tried to find out the relationship between foreign aid and agricultural 

output with the help of a simple OLS regression technique taking data for 

twenty years from 1981 to 2000 for agricultural output, foreign grants, 

exports and GDP per capita (PCI). The results of the fitted model show that 

the't' statistic for grants, PCI and exports are positive and statistically 

significant (tables 5.8 & 5.9). The model is in fact a good fit (value of 

R2=.929) and the value of adjusted R2 = .916). The joint significance of the 

model is ascertained by the high F-value (F=70.060). 

• The massive industrialization was achieved during the Fifth Five Year Plan 

( 1981-1987) with the help of huge amount of foreign aid, available cheap 

power, commercially exploitable mineral deposits, development of adequate 

physical infrastructure and the development of human resources. 

• It is a common belief that industrial production increases 

agricultural production and vice-verse. Applying TSLS method we find that 

industrial production in Bhutan positively affects its agricultural 

production and also an increase in agricultural production raises 

industrial production (table 5.23). There has also been a remarkable 

growth of the service sectors especially education, health and tourism 

sectors with the help of assistance received from many foreign countries 

and intemational funding agencies. 

• Bhutan's domestic market is small. Bhutan has a fixed exchange rate with 

Indian rupee. Both the countries share a free trade agreement. As a result, 

Bhutan does have access to India's large market. Bhutan's trade with other 

neighbouring countries such as Nepal, Bangladesh, Japan and some 

South-east Asian countries is increasing. The country has been pursuing 

export-led growth strategy. Trade liberalization policy of the government of 

Bhutan has promoted its exports particularly in the SAARC region. The 
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trade liberalizing policy of the country is very encouraging and it is 

expected that Bhutan after fulfilling all the required formalities, will very 

soon be the member of the WTO in the next few years. 

• Bhutan has adopted a large number of environmental policies during its 

planned economic development in order to make the economy sustainable 

over a long period of time. Apart from this, Bhutan has adopted GNH-a 

more comprehensive concept of development based on the Buddhist 

religious values. This concept basically gives high priority on the 

preservation of human values and traditional culture and in this context 

Bhutan is some steps further in this process of conceptual development. 

8.3: Recommendations 

In spite of all-out effects made by the Government of Bhutan, it still 

remains a poor and less developed economy. For the all-round 

development of the economy, society and polity, following 

recommendations are made: 

• Bhutan has started making political transition from an absolute monarchy 

to a constitutional democracy through the process of holding its first 

elections in 2008. People did not have right to criticize the king and the 

political system. Under the democratic set-up, this situation is to be 

reversed over time. People need free and full participation in all spheres of 

social, economic and political activities. 

• With the help of foreign assistance many infrastructural facilities have 

been created in different sectors. But many aspects like road network is 

not in good condition. There is no railway system. The international airport 

is very small and no night service is available. In spite of rugged terrain 

steps need to be taken to start railway system initially with the help of the 

Indian Government. It also requires well connectivity between different 

parts of the country through road construction and maintenance. In this 

context, the World Bank and the Asian Development Bank have to come 
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forward with a huge financing for the expansion of road network in Bhutan 

covering remote rural areas. 

• Bhutan did not face any problem of unemployment. But recently rapid 

growth of the economy has attracted workers from abroad, particularly 

from India and Bangladesh. Due to huge influx of foreign workers in 

construction, road building, hydropower and tourism sectors, youth 

unemployment problem has been created. The youth unemployment rate 

was 9.7 percent in 2006. It needs providing adequate training to the 

domestic youth unemployed labour force to restrict the mobility of workers 

from abroad. There should be government intervention to restrict migration 

of skilled workers from other countries including India and Bangladesh. 

• Initially the govemment provided entire tourism infrastructure and for this, 

huge investment was made by the government for the development of 

tourism. Later on, private players were allowed to invest. Also foreign aid in 

different forms including the foreign direct investment plays a vital role in 

building hotel infrastructure. Tourism as an industry has tremendous 

potentials for the growth of the economy through the enhancement of 

employment opportunities and per capital GDP growth, but that should 

not be at the cost of hurting the environment. 

• The Government of Bhutan should take proper initiatives to improve rural 

livelihoods through increased productivity in all the sectors of the 

economy. Rural communities must be provided with more access to social 

and economic services, resources and opportunities. 

• There has been continuous deterioration in Bhutan's current account due 

mainly to negative trade balance and interest payments for loans (hard and 

soft loans from abroad). To curb this deficit it is of urgent need to promote 

private sector development policy initiatives along with financial sector 

reforms. 

• Initially, almost all the development projects were run by the govemment 

with full support and assistance from the foreign donors. Any of the 

projects now are solely handled by the Bhutanese themselves. This 

sometimes creates problems for both the programme implementing internal 
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experts and foreign experts. Internal experts complaint that substantial 

amount of money assisted for the projects are being swallowed up by the 

foreign experts and representatives of the donor agencies. This, in fact, 

delays implementation of projects and hampers their growth. On the other 

hand, foreign experts are of the opinion that the project implementing 

authorities (most of them are Bhutanese origin) very often commit 

mistakes owing to their limited knowledge and expertise in handling the 

projects. This is a serious issue which needs proper care and attention. 

• Bhutan has completed fifty years of its planned development strategy. It is 

high time to adopt self-reliant development strategies in such a manner 

that Bhutan does not depend much on external assistance in the forms of 

skills, knowledge, technology and capital. While formulating and 

implementing strategies the government should improve the well being of 

its people through full protection of its culture, religion and environment. 
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